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Abstract
La tesi si occupa di gray zone operations € di come la Cina le utilizzi soprattutto
nei confronti di Taiwan. E proprio Taiwan il protagonista di questa tesi: ¢ stato
analizzato I’impatto che una di queste operazioni, la coercizione economica, ha
sull’isola. Seguendo gli sviluppi storici e politici di Taiwan, si ¢ cercato di capire
la ragione per cui la Cina ricorra alla coercizione economica e con quale fine. La
domanda fondamentale ¢ quindi se questa tattica abbia un impatto sull’economia
dell’isola o se ci siano altri scopi dietro al suo uso. Inoltre si vuole anche analizzare
il modo in cui Taiwan abbia deciso di reagire alle gray zone operations € in
generale alla situazione politica creata dalla Cina, che vede 1’isola come parte del
proprio territorio. Infine, sono state analizzate le diverse possibili alternative che

la Cina potrebbe adottare qualora la situazione con Taiwan rimanga tesa.

Introduction
Taiwan has been trying to gain more international recognition throughout the
years. In the past 25 years the desire of becoming an independent sovereign
country has pervaded the minds of many Taiwanese people, to the point that it also
became a political aim of one of the most important parties: the Democratic
Progressive Party (DPP). The DPP became a threat to China, as the CCP wants to
maintain its control over the island. However, Beijing does not desire to directly
attack Taiwan. For this reason it has been using a different strategy, based on the
implementation of gray zone operations. Among those gray zone operations, one
in particular will be the center of the thesis: economic coercion. It will be examined
how impactful it is to the economy of Taiwan, as well as analyzing if those actions

are actually only political.

The decision to research this topic comes from my interest in Taiwan. It has a rich
history and culture, as well as being politically controversial and hardly recognized

as a country. I have always found it fascinating that Taiwan is home to one of the
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most democratic governments in the world, while at the same time being

considered part of China, which is not as politically free.

I was also interested in gray zone operations, in particular I found non-military
ones to be the most interesting. Their complexity and ambiguity are captivating
and there are many different kinds of it: some are more evident, such as economic
coercion, while some can be more difficult to spot, such as propaganda. China uses
them against all of its political enemies and I think it is worth studying how other
countries react to those tactics. Of course China is not the only one employing
them, but it has been one of the ways Beijing reacts when the government of

another country acts are not aligned with Chinese policies and beliefs.

By uniting those two interests, | managed to find the topic of my thesis. At the
same time | had the chance to do research in Taiwan because of the Erasmus+
Traineeship program. I got in touch with Doctor Da-Nien Liu and I was kindly
accepted into The Regional Development Study Center of the Chung-Hua
Institution for Economic Research (CIER). Being CIER a think tank that focuses
on economics, I decided to analyze one kind of gray zone operation: economic
coercion. I wanted to figure out what the reasons behind this practice were, also

taking into account that gray zone operations usually have a political aim.

While doing research at CIER, I tried to gain as much information on the topic as
possible. CIER allowed me to have access to their own publications, as well as
their well-stocked library. I also had access to many international and Taiwanese
newspapers and periodicals. After that, I focused on building an index that would
allow me to have a broader view of the political and economical landscape of
Taiwan. I then had the opportunity to consult different experts, who helped me
navigate the topic and redefine my research when needed. I started writing the
thesis while in Taiwan, however some parts were written after I came back to Italy,

although those parts were based on the research I did while abroad.



The thesis has five chapters. It starts with a historical introduction, which is
necessary to understand the current political scene. The history of Taiwan is a
history of colonization. However, that also brought a strong nationalistic feeling,
as well as a very well-defined identity. Studying the different dynamics that

affected the 1sland becomes crucial to be able to analyze the present.

Chapter 2 is based on examining Taiwan’s current situation. The island is hanging
between two superpowers: China claims it as part of its territory and the US finds
a key partner in it, since the two share the same values and concerns over China,
as well as having strong economic bonds. For this exact reason Taiwan found itself
in the middle of the trade war that the two have been conducting. The chapter
addresses the problems and the alliances, as well as the reason why Taiwan is

essential for both the superpowers.

Chapter 3 is entirely about China and its gray zone operations. The latter are
classified based on whether or not arm forces are employed. Those are then
classified based on their characteristics. Every tactic is explained through
examples, in order to better understand the phenomenon. This chapter does not
introduce economic coercion per se, since it aims at giving a broad view of the use
of those operations by China, which is not only employing them against Taiwan

but also against other countries as well.

Chinese economic coercion is at the heart of chapter 4. It is analyzed as a
phenomenon with examples. Those examples also show a variety of different
outcomes, based on how effective the tactic is on the other countries. In the end,
the case of Taiwan is studied. The time period that was taken into account goes
from 2000 to 2025. The year 2000 was chosen because for the first time a member
of the DPP became President, making it a historical moment for both Taiwan and
China, since for the first time Taiwan’s leader was openly advocating for

independence.



The final chapter can be divided into three sections. In the first one there is an
analysis of Taiwan’s GDP changes, inflation and unemployment rate. Those are
studied because they are indicators of the state of the economy, which has to be
inspected in order to understand whether economic coercion was actually
effective. The second part is dedicated to the backlashes China is facing due its
political actions against Taiwan. It focuses on Taipei's desire to join some
international organizations and its unofficial ties with other countries and entities.
Lastly, there is a section dedicated to what could China possibly do in the future

to take control of the island.

The thesis gives a broader view of what Chinese economic coercion means for
Taiwan. It studies the historical base of Taiwan’s cultural identity, it shows how
the island is torn between having to submit to China to avoid an invasion, while at
the same time having a strong desire for independence. It shows the ways Beijing
has been trying to maintain its control over Taipei, although realizing that the
island has become too important on the global scale, with allies such as the US.
The most important finding, however, is that Chinese economic coercion cannot
be effective against Taiwan. The reason is not because China is not capable of
applying sanctions and putting pressure onto Taiwan, but it is because it was never
about the Taiwanese economy to begin with. China’s aim is political, as it will be

explained throughout the chapters.

1. History of the Taiwanese Relations with the US and China
Taiwan - also known as Republic of China (ROC) or Formosa, from the name
given by the Portuguese to the biggest and most important island that is part of the
current territories of Taiwan - is a small country or province located between the
East China Sea and the South China Sea. The definition of country or province
depends on whose opinion is asked: the Chinese Communist Party (CCP) insists
that Taiwan is part of China and therefore just a province, while the Taiwanese

separatists would swear they have nothing to do with China. This controversy has



been one of the main focuses of the Taiwanese and Chinese political debate for
decades and has created several issues throughout the years. For what can be seen,
although Taiwan is yet to be recognized by most of the countries in the world (only
the Marshall Islands, Republic of Palau, Tuvalu, Eswatini, the Holy See, Belize,
Republic of Guatemala, Haiti, Republic of Paraguay, St. Kitts and Nevis, Saint
Lucia and St. Vincent and the Grenadines recognize it as independent'), it could
be considered fairly independent. The ROC has its own currency, passport and
government and it is able to build strong diplomatic relations with other countries?.

For this reason, Taiwan will be defined as a country all throughout this thesis.

In order to talk about current events, it is necessary to briefly introduce the history
of Taiwan and how the ties with the US and China have shaped and are still shaping
the country.

1.1 Early History of Taiwan

Up until 1624, the island was inhabited by an Austronesian aboriginal population.
They had their own culture and traditions and they were great sailors (Jacobs,
2013). It did not take them long to learn how to navigate the surrounding areas and
in a matter of around 1200 years, they were able to reach a distance of over 7000
km. They arrived in Santa Cruz, New Caledonia, Vanuatu, Tonga, Samoa and Fiji
in a timespan that goes from 1250 BC to 950 BC and soon after reached Western
Polynesia. From 150 AD to 750 AD they expanded in Eastern Polynesia, Tahiti,
the Cook Islands, Tuamotu, Marquesas, Hawaii, Rapanui, and New Zealand (Gray
et al., 2009). It was such a significant migration for the time and required skills
and knowledge. They were able to reach and build relationships with people from
the other half of the world. To prove this, the circulation of the Austronesian

language has been studied. It has been reported that it was spoken from

! As stated on the website of the Ministry of Foreign Affairs of the ROC under “Diplomatic Allies”,
https://en.mofa.gov.tw/AlliesIndex.aspx?n=1294&sms=1007

? For further information on the Taiwanese Foreign Affairs, please check the Government Portal of the
Republic of China (Taiwan), under “Foreign Affairs”,
https://www.taiwan.gov.tw/content_5.php#:~:text=The%20ROC%20(Taiwan)%20has%20official,E1%20
Salvador%2C%20the%20Marshall%201slands%2C



https://en.mofa.gov.tw/AlliesIndex.aspx?n=1294&sms=1007
https://www.taiwan.gov.tw/content_5.php#:~:text=The%20ROC%20(Taiwan)%20has%20official,El%20Salvador%2C%20the%20Marshall%20Islands%2C
https://www.taiwan.gov.tw/content_5.php#:~:text=The%20ROC%20(Taiwan)%20has%20official,El%20Salvador%2C%20the%20Marshall%20Islands%2C

Madagascar to the Eastern Island (Bellwood, et al., 2006). This shows that the
Austronesians were curious and great travelers and that they were able to interact

with different cultures.

1.2 Chinese Settlements

Being that close to China, Taiwan obviously had contacts with the Chinese. It is
unclear when the first expeditions from China started and it is difficult to interpret
from historical sources since twelve different names were used for the island and
they might not all be referring to Taiwan. However, historians agree they must
have been between the third century B.C. and the Tang dynasty, which stayed in
power from 618 to 906 A.D. (Hsu, 1980). Regardless of the exact date, it is well-
known that the two had contacts and exchanges and they were aware of each
other’s presence in the area. Having contacts did not mean that the Chinese were
colonizing the island, as a matter of fact only a few people moved to Taiwan and

there was not a real Chinese community before the Dutch arrival (Jacobs, 2013).

1.3 Dutch and Spanish Colonization

The status quo in the area was changed when the first colonizers arrived. The Dutch
arrived in Taiwan in 1624. At first, they intended to create a commercial port, as
they were aiming at competing with the Portuguese, who were selling Chinese silk
in exchange for Japanese silver in Macau (Andrade, 2006). The rivalry between
the two had also brought the United East India Company (VOC) - the Dutch
trading company - to China, in the hope of creating commercial outposts, but it did
not find much luck. The Ming dynasty was not willing to allow them to use their
ports, although the VOC tried many times, to the point of starting a war over the
Penghu islands, which lasted from 1622 to 1624, when the Chinese were able to
force the Dutch to leave to Taiwan (Wright, 1908).

The Dutch ended up settling mostly in the south of the island, where they built
forts such as Fort Zeelandia in the town of Anping (which is now the Anping

District of Tainan). The north of Taiwan was not part of the early Dutch colonial



aims, but it soon became a point of interest after the Spanish arrival in 1626. The
Spanish trading company built two main forts in Keelung and Tamsui, as a result
of the rivalry with the VOC. As a matter of fact, the Spanish trading company was
worried about its business in the Philippines, which was starting to take the hit
from the Dutch presence in the area (cf. Borao Mateo, 2009). Of course that was
not the only reason: they were also trying to expand their business in the area and
they were taking upon themselves to convert the colonized to Catholicism, which
was seen as a tool to force submission. At the same time, it was used to justify the
colonization by portraying themselves as the bearer of civilization to the

uncivilized (cf. Kamen, 2014).

The presence of a different colonial power on the same island caused troubles to
the Dutch, who decided to take matters into their own hands in 1641. They
launched an expedition to the north and, once there, sent a letter to the Spanish
governor asking to turn the fortress of Keelung over (Andrade, 2008). As expected,
the Spanish did not do as asked and the Dutch left in order to prepare for an attack.
One year later, in 1642, the Dutch returned with the idea of defeating the Spanish
and conquering the northern part of Taiwan. They occupied the fort in Keelung
and forced the Spanish to leave the island in a matter of just six days (Ibid.),

officially becoming the only colonizing power in Taiwan.

Having full control over Taiwan, the Dutch noticed that the island had the potential
to be more than a commercial port. They realized that they could start producing
rice, sugar and gather hides and venison to sell (Andrade, 2006), de facto creating
a production hub. The only problem they were facing was that the local population
was not willing to produce for them. The easiest solution they found was
facilitating the Chinese colonization of the island as they were willing to cooperate
with the Dutch. In order to convince them to relocate to Taiwan, the VOC offered
free land, tax exemptions and loans to those who were willing to move (Andrade,
2008). Before the Dutch arrived, the people on the island lived off a subsistence

economy, very far from being integrated into the world economy. The point of



having a Chinese community was to transform Taiwan into a strong production
hub for the VOC. Although being the largest foreign community, the Chinese had
no ruling power, which was left in the hands of the European colonizer even if the

number of Dutch settlers was not as high (Ibid.).

1.4 The Kingdom of Tungning

Zheng Chenggong, or better known as Koxinga, was a warlord who was fighting
in the region of Fujian against the Qing dynasty. He was known to the VOC and
had a somewhat cordial relationship with them, although the Dutch were skeptical
of him as he was suspected of inciting a Chinese revolt against them (Ibid.).
Regardless, neither was trying to get involved in the other’s business, until
Koxinga found himself losing ground to the Qing. He was forced to look for a
different solution and began to consider Taiwan as an option. On April 30th 1661
Koxinga decided it was the right time to claim the island, prepared his fleet and
brought with him 25,000 men (Wills, 2015). In less than a year he forced the Dutch
to withdraw fairly peacefully and took into his hands the future of the island by
creating the Kingdom of Tungning. Zheng Chenggong did not live long enough to
make Taiwan a strong kingdom, since he died a few months after getting in power.
However, he was an essential element in Taiwanese history, since he was able to

fight off the European colonizers.

After the death of Koxinga, the power was left to his first son Zheng Jing. It did
not take long for the Dutch to come back around. In 1663, just one year after they
were forced to withdraw to China, they created an alliance with the Qing dynasty
in order to try to win the island back. The Qing were not interested in any territorial
claim, but they were aiming at defeating what remained of Koxinga’s forces by
taking advantage of the unsteadiness the sudden passing of the leader had caused
(Wong, 2017). Although being two great powers, the coalition did not last too long.
The two were too suspicious of one another to be able to work together. The only
thing they managed to achieve together was to win against the rebels who were

still stationed in China and to force them to retreat to Taiwan (Ibid.). In the end the
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VOC decided to abandon the idea of recolonizing Taiwan due to high costs and

low gains obtained after joining forces with the Qing dynasty.

Zheng Jing passed away in 1681 creating an internal turmoil. Zheng had appointed
as his successor his elder son, Zheng Kezang. However, he was killed by his
younger brother Zheng Keshuang. At the same time the inhabitants of the island’s
dissatisfaction was growing, due to high taxes, an epidemic and a fire in Anping
(Ibid.). It was the perfect moment for the Qing dynasty to attack and destroy the
enemy once and for all. In 1683 the emperor of the Qing dynasty, Kangxi, sent
admiral Shi Lang to fight against the Kingdom of Tungning. Shi brought with him
around 20,000 men and 300 war junks (Manthorpe, 2005) to the Penghu islands,
where he fought against Zheng Keshuang’s fleet in a bloody battle and won. Zheng
surrendered but asked Kangxi to maintain the independence of the Kingdom.
However, the Manchu emperor was against that idea and Zheng had no other

choice than to accept his faith.

1.5 The Qing Dynasty

At first, Kangxi was not particularly interested in the island itself, his main aim
was to destroy the Kingdom of Tungning. Regardless, it was decided that the
territory of Taiwan would become part of the prefecture of Fujian. The emperor
was not fond of the idea of his citizens moving to Taiwan because he was afraid
they might start another rebellion against him. To lower the risk, he implemented
a new regulation targeting those who relocated. The regulation was pretty harsh,
anyone who was not married and did not have a livelihood was required to return
to China, while those who were married and had a house were allowed to stay only
upon registration with the local officials. Additionally, Kangxi decided that it was
a good idea to prevent families to migrate to Taiwan, only allowing men to go there
alone, to stop them from settling (cf. Shepherd, 2015). However, those were not
the strictest immigration policies. The stricter one regarded the Hakka population,
who was located in Fujian. They were not allowed to go to Taiwan by any means

(L1, 2019). The reasoning behind it was that Zheng’s rebellious group was located
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in that area and some of his people could still try to revolt against the Manchu

power.

As expected, a high number of people left Taiwan for China, reducing the
migration flow. Through the regulations, the emperor was able to control the entire
Han population in Taiwan and to keep track of everyone’s movements.
Nonetheless, the law only worked on paper. Immigrants started to smartly plan
their movements in order to avoid the imperial coastal authorities, who could not
patrol the entirety of the strait. Immigrants were also able to find many different
landing points on the island (Shepherd, 2015), making it easier to arrive

undetected.

At the same time the imperial government passed some other laws to prevent
insurrections. Inhabitants were not allowed to produce iron without a license. This
way nobody could produce weapons without the knowledge of officials, who had
to be from the mainland by law. Officials were not the only ones that had to come
from China, officers and soldiers were sent to Taiwan from the imperial territories.
Officials, officers and soldiers were meant to stay in Taiwan only for three years
before going back and were not allowed to bring their families with them (Li,
2019). By doing so, the Qing had control over the production of weapons that could
be used against them in the case of an uprising, as well as making sure that the
mainland personnel would stick to the Manchu rulers. As a matter of fact, only
having armed forces from China and requiring them to stay within the island for a
short period of time and without their wives and children prevented them from

taking into consideration immigrating to Taiwan.

In 1721 there was a strong earthquake in Taiwan that destroyed the cultivated
fields. At the same time, the governor of the island was increasing the taxes that
citizens had to pay, while punishing harshly those that could not afford to pay
(Davidson, 2003). The growing discontent for the situation, which was becoming
unbearable for many, led to one of the most famous revolts of the time. Zhu Yigui

was the leader of the uprising. Zhu arrived from Fujian a few years prior and soon
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built his own duck farm. He became the center of the insurrection because of his
kind personality, his willingness to fight against immoral conduct and because he
had the same royal last name as the Ming dynasty. He was the bridge between the
discontent of the Chinese population in Taiwan due to his personality and the anti-
Qing movement due to his name (Li, 2019). He was joined by the leader of the
Hakka population, Lin Junying. Together they managed to conquer most of the
western coast of the island in a matter of a few days. Zhu was then crowned king,
but the peace did not last long. Lin wanted the power to be in the hands of his
family (Davidson, 2003), which caused the two parties to fight against one another.
At the same time, not too long after the creation of the new kingdom, the Qing
were ready to attack and reconquer Taiwan. In a few weeks they were able to take

back the lost territories, defeating the rebels.

After the uprising, the Qing did not significantly change the policies in Taiwan.
There were smaller clashes between aborigines and Han citizens for the ownership
of the land, but nothing of importance. For 66 years, the situation was fairly stable
and the Qing intervention on the island was minimal. In 1787, another rebellion
began. It was led by Lin Shuangwen, an immigrant from Zhangzhou, a city in the
Fujian region. Lin was the leader of Tiandihui (Heaven and Earth Society), an
anti-Qing organization (Li, 2019). In 1786 some members of the Society were
arrested after a dispute between two brothers, Yang Guangxun and Yang Mashi,
about property division that led to the creation of two different anti-Qing
organizations. The altercation reached its peak when members of the organization
led by Yang Guangxun set fire to the inn in which they were previously held
captive by the opposite group. The authorities were called and that brought to the
arrests. Some members of Yang Mashi’s organization managed to flee to Lin
Shuangwen’s town to avoid the Qing officials. However, the authorities found
them and Lin was asked to hand them over. His refusal brought to the disruption
of'a few houses in the village, an event that enraged Lin (Murray, et al., 1994). The

resentment made Lin Shuangwen realize it was time to take the matter into his own
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hands and rebel against the Qing. It took a few months of planning before Lin
guided the uprising against the Qing. In January 1787 the rebellion began and it
did not take long for Lin to conquer most of the Qing territories on the island.
According to Murray and Qin, only the prefecture of Tainan was left in the hands
of the emperor after Lin established a reign and called himself covenant master>.
For months Lin’s army and the emperor’s army fought until the anti-Qing

organization was defeated in 1788.

The Qing were able to stop two rebellions, but they soon found themselves fighting
against a bigger fish, the British East India Company. In 1831 the company did not
want to oblige to the imperial trade policies, which brought them to take into
consideration finding a different trading partner in the area. It was found that
Taiwan was rich in resources, making it a potential trade partner (Tsai, 2009).
However, it was only after the First Opium War (1839-1842) that the British trade
company started to regularly buy coal from Taiwan despite the Chinese efforts to
stop the business*. The situation changed on June 18th 1858 with the Treaty of
Tientsin. The Qing were forced to give up their right to defend Taiwan from
foreign trade, since from that moment Europeans were allowed to trade in four
Taiwanese ports, the ports of Tamsui, Keelung, Anping and Takao, which is now
the city of Kaohsiung (Manthorpe, 2005). From that moment, the Qing emperor
had to accept that Europeans could have legal business in Taiwan, as well as on

the mainland.

From that moment on, seeing foreigners and foreign ships became more usual, but
the aborigines were still hostile towards them. In 1871 a Ryukyuan ship that was
going from the Ryukyu Kingdom - a tributary state of China and Japan - to China
wrecked in the southern part of Taiwan, in the now-called Manzhou Township.
Fifty four members of the crew were held captive and killed by the aborigines of

Mudan (Davidson, 2003). This outrageous act caused the Japanese to intervene by

3 Murray, et al., 1994
4 For further information, please check Tsai, 2009
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asking for justice to the Qing dynasty. The Qing presented the Japanese
government with two arguments: the Ryukyu islands were not part of the Japanese
territory, they were just a Chinese (and Japanese) tributary state and the Qing had
very little authority over aboriginal land (Gardella, 2015). The Chinese
government was not willing to give any sort of retribution to the Japanese, despite
being asked several times. For three years the situation remained the same: neither
one bent to the other’s requests. It became clear to the Japanese that nothing would
have changed if their approach remained the same. For this reason and because of
the opportunity to take Taiwan - which became feasible after learning how little
power the Qing actually had on the island - the Japanese decided to attack. They
did not achieve the objective of subduing the aborigines, but forced the Qing to
repay the Japanese for the invasion and implicitly accept that the Ryukyu islands
were part of the Japanese territory (Ibid.).

Just ten years later, in 1884, Taiwan was attacked again. This time the enemy came
from afar, from France. The attacks were part of the Sino-French war and were
mainly taking place in the northern part of the island. The first offensive took place
in Keelung, where the French were defeated on land and sea as a consequence of
the foresighted planning of the governor of Fujian, Liu Mingchuan, who was able
to keep them out of the port for two months. However, after two months, the
French were able to defeat Liu, making him retreat to Tamsui (Davidson, 2003).
The invaders were not able to ever take Tamsui or Taipei and by early 1885 it was
obvious that they could not win. Taiwan remained under the control of the Qing

dynasty.

Taiwan was part of the Qing empire for ten more years, till April 17th 1895, when
the Qing and the Japanese signed the Treaty of Shimonoseki to ratify the end of
the First Sino-Japanese war. Although not being the reason for the war and hence
being quite distant from the main battlefields (Korea and Manchuria), Taiwan was
involved in the Japanese plans. In March 1895, Japan conquered the Penghu

Islands, which are located in the Taiwan Strait, right between Taiwan and the rest

13



of the mainland Qing empire. This made Taiwan vulnerable and weak because the
Qing could not properly protect the island, which gave the Japanese government
the right to request that Taiwan be handed over (Li, 2019). It was the end of the

Qing domination over Taiwan.

1.6 The Republic of Taiwan

After the Treaty was signed, the Japanese only needed to reach Taiwan. It was
supposedly a simple task, however the Qing officials on the island were against it.
They decided to fight the Japanese colonizers off by creating the Republic of
Taiwan on May 25th 1895 (Davidson, 2003). General Tang Jiangsong became
president and swore to protect Taiwan from Japan. Just a few days after the
creation of the new Republic, the Japanese fleet reached Taiwan and the fighting
began. On May 29th the colonizers managed to land in Ao-ti (a small village in the
current Gongliao district of New Taipei City) and capture both Taipei and Tamsui
(Gordon, 2007). It took them only one week to reach their objective, since the
newly-founded Republic was not prepared for such an attack. When everything
seemed lost, president Tang decided to flee from Taiwan and was soon followed
by officials and businesspeople. His presidency only lasted for twelve days
(Davidson. 2003). However, those who decided to stay did not stop trying to fight
the Japanese off the island. Liu Yongfu became the leader of the rebellious
Republic and, although losing the northern part of the island to Japan, he kept
resisting from Tainan. Liu was strong-willed, but the Japanese were stronger and
more organized. The attack at Tainan was carried out just a few months later: on
October 21st Tainan fell as well (Gordon, 2007). Japan had officially conquered

Taiwan.

1.7 Japanese Empire

In the first period, until 1902, Japan ruled over Taiwan with an iron fist. Japan
implemented tight police control to fully suppress all anti-Japanese feelings from

the island (L1, 2019). The population was kept under tight control, showing Japan's
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unwillingness to accommodate any sort of request coming from Taiwan and its
desire to rule over the island as it pleased. The achievement was also reached by
appointing the figure of governor-general of Taiwan, which was at the head of the
newly-created colony and was asked to keep under control hostile behaviors. The
police were heavily involved in the pacification process. Policemen were given
powers beyond their law enforcement job: officers had in their hands tax
collection, public health, agriculture and local industries (Manthorpe, 2005). This
way the police had control over the economy, making it difficult for those who
were plotting to obtain finances to start a proper rebellion. On the other hand,
money is not the only thing that prevents uprisings from happening and the
Japanese were aware of it. For this reason, the government decided to apply the
concept of hokd, a pyramidal scheme that was based on the control of a small
number of households by a leader. All the members of the households were
responsible for their duties and the leaders were controlled directly by the police
(Tsai, 1990). If anything illegal was happening within a household, the leader was
pressured into confessing it to the authorities. At the same time, all household
members were discouraged from committing unlawful acts, knowing they were
always watched. By doing so the police were always aware of what was happening

everywhere on the island.

Under Kodama Gentaro - the fourth governor-general who obtained his role in
1898 and was kept in charge till 1906 - Taiwan went through a process of
modernization in order for Japan to obtain the most from the colony. In a matter
of a few years, the Bank of Taiwan was established, weights and measures were
standardized, the port of Jilong was enhanced, roads, port facilities and a railroad
system were built and improved, the incidence of cholera, smallpox and bubonic
plague was reduced, the hospital in Taipei was modernized, while a medical
college was founded in Taipei, and geological and demographic surveys were
conducted (Davidson, 2003). The interest in the geography and demography of the

island was mostly due to projects related to the study of natural resources that could
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be used by Japan and the prospect of creating new taxations. The population
experienced an improvement in living and working conditions, despite that the

protests against the Japanese government never fully stopped.

Although the larger rebellions were defeated by 1902, smaller uprisings were still
occurring. A form of nonviolent resistance was created after World War I, in 1921,
when the physician Chiang Wei-Shui realized that the Taiwanese population was
suffering from “knowledge malnutrition” (Taiwan Panorama, 2021). The
Taiwanese Cultural Association (TCA) came to life with the aim of bringing
knowledge to the people on the island. However, the topics covered by the
Association soon became political. Literature has always been intertwined with
social and political matters. It touches themes related to values, current events and
identity, therefore it is not a surprise that the more people write and read about
such topics, the more they start to reflect on themselves and their condition. By
talking about Taiwanese folklore, music, dance and Taiwanese drama, which took
the best from Chinese and Japanese theatrical production (Lamley, 2015)
Taiwanese authors began to contemplate the topic of identity, and in particular
Taiwanese identity. In the words of Edward I-te Chen, “the Taiwan Cultural
Association is considered as the one organization most responsible for the
development of Formosan nationalism™. For the first time in history, the
Taiwanese people were starting to consider themselves as such. It was the
beginning of the process of identity formation for an island that was colonized for

centuries and saw the invasions of multiple different powers.

The TCA was also fertile ground for political movements and political requests,
just like the plea for a Taiwanese parliament. From 1921 to 1934 those who
identified as Taiwanese submitted fifteen petitions asking for a Taiwanese
parliament to the Japanese Diet. Twelve of the petitions were signed in the name
of the League for the Establishment of a Formosan Parliament, which was created

in 1923 (Chen, 1972). At first Japan was not interested in allowing the colony more

3> Chen, 1972
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freedom, which was threatening to the central government. However, it was
becoming clear that the islanders’ activism was increasing, especially after the
creation of the very first Taiwanese political party, the Taiwanese People’s Party
(TPP) - founded in 1927 - which came to life after the split of the TCA. As a matter
of fact, by 1927 radicals were at the head of TCA. They were communists, who
were advocating for the creation of a communist party (Chang, 2015). The TPP
was created by those who identified themselves with left-leaning ideas, but were
not as extreme as communists: the party was built on socialist feelings. As
expected from the turn the TCA took, the Taiwanese Communist Party (TCP)
made its first appearance only nine months after the Taiwanese People’s Party. It
was founded in Shanghai with the idea of it becoming the Taiwanese branch of the
Japanese Communist Party (JCP), however it was heavily influenced by the
Chinese Communist Party, which was created in China just a few years prior
(Phillips, 2015). The two Taiwanese parties were short-lived. The Japanese

government banned them both in 1931, just a few years after their creation.

Japan could not ignore the increasing political activity in Taiwan. In 1932 the
Japanese Diet approved the creation of an elective government in Taiwan starting
from 1935. The elections were held but the results were rigged to favor Japanese
candidates, appointing 109 Japanese candidates out of 172 seats available. Among
the 63 Taiwanese candidates, only 37 were voted by the population, the others
were Japanese collaborators and were given a seat through manipulation
(Manthorpe, 2005). Japan was not interested in allowing Taiwanese people to vote,
the government’s intent was to minimize dissent and prevent any sort of uprising,
especially considering the left-wing ideologies that were spreading across the
island just a few years prior. To fully understand this strategic move, it is important
to contextualize the political change that was happening in Japan: fascism was
spreading in Japan. By 1931 - the year Japan conquered Manchuria - the concepts
related to the term fascism were ingrained within Japanese society, culture and

politics (Torrance, 2009).
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The Second Sino-Japanese war began in 1937. With the involvement of other
countries, the conflict was then recognized as one of the fronts where the Second
World War was fought. Taiwan became crucial because of its location: the Taiwan
strait is very narrow (180 km, with the narrowest part being 130 km), meaning that
Japan could use it as a way to access China firstly, and South East Asia later. Japan
sent its fleets from Taiwan to China, in particular Canton in 1938, Hainan in 1939,
to the Philippines with the attack on Luzon in 1942, to Burma and to the border of
India. The strategic location of Taiwan was among the reasons why Tokyo made
such rapid progress in the war. Japan was also able to take full control of the strait
in 1940 (Davidson, 2003). Having full access to Taiwan and the strait facilitated
Japanese operations, which could have taken a longer time and it would have been

more difficult without the involvement of the island.

That was not all. Japan wanted to turn Taiwan into a strong base to provide military
supplies to its troops. In 1941 Taiwan saw the improvement of its military-related
industries and the construction and enhancement of its air bases (Tsai, 2006). This
allowed the island to go from having an agriculture-based economy to an industrial
one, which was such a profound change for Taiwan. The change set up the future
of Taiwan, currently known to be the biggest hub for the production of
semiconductors. As a matter of fact, the implementation of heavy industry that was
able to process raw materials coming from South East Asia (Lamley, 2015) - where
Japan had conquered its other colonies - is the same idea behind the current chip
industry: Taiwan imports already refined raw materials and builds chips that are

later sold to other countries.

Taiwan’s involvement goes deeper than allowing Tokyo to have access to its
territory and facilities. Japan wanted to strengthen its colonial power in the area to
have greater consensus and to have colonial subjects join the army to fight against
the enemy. In order to make it happen, the government began an assimilation
campaign called “imperial subject movement”. The idea was to Japanize the

population through the assimilation of the Japanese customs and education (Shozo,
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2006). In practice, the Japanese language was meant to replace Chinese and
Japanese culture was being ingrained within the Taiwanese. It got to a point where
magazines were written in Japanese instead of Chinese. Despite that, Taiwanese
authors did not want to comply. There were different instances where their writings
showed their opposition to the Japanese regime. The main themes were local
customs, rural life and folk traditions, other than their disdain for colonial power

(Davidson, 2003).

After the Japanese attack at Pearl Harbor in 1941, a new front of war was opened
and since Taiwan was a Japanese colony, it became a target for the Americans.
The bombings began in the fall of 1943, targeting cities. The most devastating
bombing took place on November 14th 1944, where over one thousand American
bombers attacked the major cities of Taiwan (Kerr, 1965). The bombings did not
stop after that. American planes kept flying over the island till the end of the war,
bringing devastation to the whole landmass. George H. Kerr analyzes two
interesting phenomena in relation to the American attacks. Firstly, industries were
hardly touched, the main focus was on military and overall strategic targets, such
as the administrative center of Taipei, which was demolished in 1945. Secondly,
the Americans began to spread leaflets with propaganda, which was even scarier
for the Japanese government®. The idea of having to deal with a war that was being
fought on different fronts and a rebellion of a strategic part of the empire was

terrifying for Tokyo, which was already struggling.

While the war was being fought in the area, on the other side of the world the Cairo
Conference began in 1943 and the Cairo Declaration was its consequence. The
President of the United States Franklin Roosevelt, the Prime Minister of the United
Kingdom Winston Churchill and Generalissimo Chiang Kai-Shek of the Republic
of China met to discuss the restoration of the postwar order. The discussion

revolved around the future of the territories taken by Japan from the First World

Kerr, 1965
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War, territories such as Korea, Manchuria and, of course, Taiwan. They agreed

that

The Three Great Allies are fighting this war to restrain and punish the
aggression of Japan. They covet no gain for themselves and have no thought
of territorial expansion. It is their purpose that Japan shall be stripped of all
the islands in the Pacific which she has seized or occupied since the
beginning of the first World War in 1914, and that all the territories Japan
has stolen from the Chinese, such as Manchuria, Formosa, and The
Pescadores, shall be restored to the Republic of China. Japan will also be
expelled from all other territories which she has taken by violence and
greed. The aforesaid three great powers, mindful of the enslavement of the
people of Korea, are determined that in due course Korea shall become free

and independent’.

To these days, Taiwanese nationalists agree that the Cairo Declaration was non-
binding, meaning that the Chinese annexation of Taiwan is still considered

unlawful.

In 1945 the new American President Harry S. Truman reunited Winston Churchill
and Chiang Kai-Shek in Potsdam to once again discuss Japan’s surrender. While
the future of Taiwan was not explicitly discussed, in the Declaration they agreed

on carrying out the terms of the Cairo Declaration®.

1.8 Chinese Taiwan

The war ended in 1945, Japan surrendered. It was time to decide the new world
order. Taiwan was taken from Japan and momentarily left under the control of the
Republic of China (ROC) - the government of mainland China - as per the Cairo
and Potsdam declarations. However, the real ownership of the island was to be

discussed during the peace conference. Becoming part of China was not in the

7 Cairo Declaration, National Diet Library, Japan
8 Point 8 of the Potsdam Declaration, National Diet Library, Japan
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plans of Taiwanese nationalists, who realized that Taiwan was far more advanced
than the mainland and wished to at least achieve self-governance, although some
still wished for independence (Davidson, 2003). The discontent brought to what is
known as the February 28 incident. On February 27th 1947 some agents from the
Monopoly Commission - a commission created to control the production and sales
of specific goods - had an altercation with a widow that was selling cigarettes. The
agents made the accusation that she was actually selling contraband cigarettes,
therefore they took the woman’s money and when she tried to resist, she was hit
with a pistol butt. Passerbies gathered and one agent shot once to scare the crowd
and create an escape route for them, but accidentally killed a man (Manthorpe,
2005). Starting from that moment and on the following day, protests against the
ROC spread all over Taiwan. They were so intense that the governor was forced
to declare martial law (Ibid.). Soon the protests became a bloodshed. That day
marked the beginning of a dark period for Taiwan, characterized by distrust and
fear towards the new government. While the possibility of any self-government
and the expression of dissent were completely lost (Davidson, 2003), Taiwanese
nationalism found strength in the remembrance of that date, which became a
symbol of the Taiwanese struggle and laid the foundation of current-day
nationalism. As a matter of fact, from that moment on many Taiwanese started
developing negative feelings towards Chinese from the mainland and their rule

over the island (L1, 2019).

While waiting for the peace conference to begin, on mainland China the ROC had
gone from being the official government of China to having to fight for its
existence. In 1949 the Chinese Civil War between the CCP and the nationalist
Kuomintang - the government of the ROC - came to an end, with the CCP
emerging victorious. Having lost the war, the Kuomintang escaped to Taiwan with
800,000 troops and one million people, among which there were officials, families
and war refugees (Li, 2019). In the meantime the CCP created the People’s
Republic of China (PRC) on the mainland, while the ROC managed to remain in
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charge of Taiwan. To rule more effectively and to reduce the risk of a communist
uprising on the island, martial law was imposed. By doing so, most political debate
was criminalized, any political activity that was challenging the government of the
Kuomintang was banned and the ROC’s citizens political rights were suspended

(Rigger, 2011). Martial law would be lifted only 38 years later.

The Treaty of San Francisco of 1951 - the peace treaty between Japan and the
Allied Powers - defined the new role of Japan and its former colonies, among
which there was Taiwan. However, the text of the Treaty is still under debate.
Article 2 states that “Japan renounces all right, title and claim to Formosa and the

Pescadores™

. Nowhere in the Treaty a new owner of the islands was appointed.
China did not take part in the conference due to a dispute among the members of
the conference: the US recognized the ROC as the government of China, while the
UK was more inclined towards the PRC (Mitter, 2020). Regardless, the ROC -
which was already ruling over Taiwan - claimed the island following the Cairo

Declaration, although the Treaty did not officially state that.

Starting from 1949 - when the Kuomintang arrived on the island - Taiwan was
going through a period of economic growth. In 1949 the New Taiwan dollar (NTD)
was introduced with an exchange rate of 40,000 Old Taiwan dollars to one and in
1950 new preferential interest rates (fixed at 7% per month until November 1952,
where the percentage dropped to 2%) were set to reduce the excess low-value
currency. This move made it possible to drastically reduce inflation, from 300% in
1950 to 8% in 1953 (Davidson, 2003). The Taiwanese population could afford
more and were more confident in doing so, which was also helped by the stable
incomes that the 1953 land reform brought. With the new reform, 65% of those
who used to cultivate the land also became the owners. It meant that from 1949 to
1952 Taiwan saw an 81% increase in salaries and in rice production, which
surpassed pre-war levels (Ibid.). Those working in the countryside were not the

only ones who saw an improvement in their finances. The ROC also invested in

? Treaty of San Francisco, UN
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the Taiwanese industries, which brought more production and higher salaries. As
a matter of fact, in the period between 1953 and 1960 the government promoted
local production, which made “the industrial production index rose 154.7 percent

[...], and income per person went up 40 percent”!?

. Having more money meant that
families could afford to buy more goods and services, which also had a positive

impact on the island’s overall economy.

While working on the land reform and bettering the industries, the Kuomintang
was also working on other different economic policies, such as the liberalization
of foreign exchange controls, the reduction of the number of goods designated for
protection, the opening of more banks, the establishment of a stock market, the
promulgation of the Statute for the Encouragement of Investment for Industrial
Construction (which was created with the idea of attracting foreign investments),
the stabilization of the currency, and the promotion of production (Davidson,
2003). It was the foundation of the economic development that the island went and
is still going through nowadays. Through these policies, the Kuomintang was able
to make the economy stronger and improve the quality of life of many families. It
was the beginning of the Taiwanese golden age, which would make it one of the
Four Asian Tigers, the four Asian economies (Taiwan, South Korea, Singapore
and Hong Kong) that bloomed and had incredibly high growth rates in the second
half of the XX century. However, in order for Taiwan to become a fast growing
economy, the government had to invest in education. Between the years 1952 and
1960, the number of higher education institutions went from 4 to 15, the number
of primary schools rose from 1,248 to 1,982, while the 148 secondary schools
turned into 299. If 42.1% of six-year olds were unable to attend school in 1952,
the number dropped to 27.1% in 1960 and it further decreased in the following
years (Wang, 2015). Having a higher number of people who received a thorough
education not only helped families climb the social ladder and improve their

conditions, but it was the foundation of the economic miracle.

19 Davidson, 2003
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Riding the wave of the economic miracle, the government decided to invest in the
semiconductor industry. In 1974 ITRI (Industrial Technology Research Institute)
was opened and functioning. Under ITRI there were 10 laboratories, among which
was inaugurated ERSO (Electronics Research and Service Organization),
specialized in semiconductors (Windham, 2003). From that moment on, the
semiconductor industry would take over and become the most important source of

income for the island.

While the island was going through a period of economic growth, the status of
Taiwan remained an open question. On October 25th 1971 the UN General
Assembly voted to define the legal government of China (Resolution 2758): the
PRC became the new official government and the ROC was removed from the
Assembly!!. The sudden loss of power was disastrous for the ROC. Many countries
started recognizing the PRC, breaking diplomatic relations with Taiwan's
government and moving their embassies to Beijing instead. Among those there are
Belgium, Ecuador, India, Iran, Lebanon, Mexico and Peru in 1971, and Japan and
Canada in 1972 (Tsai, 2009). Taiwan was put in a tough spot, losing recognition
and allies. The American position did not help the Taiwanese case. The US was
starting to do business with the PRC, although trying to maintain the status quo
among the two rivals. In 1972 President Nixon visited China and met with the
leaders of the PRC, with whom issued the Shanghai Communiqué, a statement that
recognizes that there is only one China and that the legitimate government must
be decided in a peaceful way (Davidson, 2003). The shift in the American position
came in 1979, under the Presidency of Jimmy Carter. President Carter decided to
formally recognize the PRC as the government of the Chinese people, breaking all
diplomatic relations with the ROC (Ibid.). The ROC lost its most important ally
since the Second World War. However, the US did not fully cut ties with Taiwan.

The two maintained an informal relationship, which also resulted in economic

' The document can be accessed through the UN Digital Library at
https://digitallibrary.un.org/record/192054?In=en&utm_source=chatgpt.com&v=pdf
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agreements'2. As a matter of fact, in 1979 the American Institute of Taiwan (AIT)

was established to maintain business and implement joint agreements (Ibid.).

In 1979 Taiwan was still under martial law. However, the political annihilation
that Kuomintang was going through created fertile ground for the opposition. The
opposition already existed, but it was only on December 10th 1979 when protests
spread in Kaohsiung that the number of dissenters increased. It was a pro-
democracy protest that soon escalated, the police surrounded the crowd and used
tear gas (Van Der Wees, 2019): many were injured. After the incident the
government began persecutions of the leaders of the pro-democracy movement
(Manthorpe, 2005). The situation was tense in the following years, till it became
clear that the opposition was not going to be stopped. There was only one way to
get out of the situation: giving political rights to the opposition. In 1986 the ban on
opposition parties was lifted (Ibid.), which brought to the foundation of the
Democratic Progressive Party (DPP) that same year. They had a strong political
agenda that was meant to attract those who were unhappy with the status quo. The
main objectives included reaching the independence of Taiwan from China,
following the principle of One China - One Taiwan, creating direct transportation
links to the mainland, implementing a new social security system, changing school
curricula to replace the propaganda that was filling the teaching of social sciences
and literature, promoting labor rights, and increasing awareness to the needs of the
underclass. It was also asking the Kuomintang to disinvest in companies that were
monopolizing key industries (Davidson, 2003). The DPP was interested in
aborigines rights. In particular, Michael Stainton reports that the members of the
party wanted them to have their own representatives, who were to be asked to take

part in the making of policies on aborigines, and to promote bilingual education'?.

In 1987 martial law was lifted. The power would remain within the hands of the

Kuomintang for a few more years, until 2000, when the DPP candidate, Chen Shui-

12 The topic will be further discussed in chapter 2
1* Stainton, 2015
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Bian, won the presidency. Beijing was not pleased with the results, as it feared the
DPP’s view on Taiwanese independence. China had previously warned that in case
Chen won the election, the PRC was ready to start a war against the island. In
response, at his inaugural ceremony, Chen promised to not declare independence
unless China attacked (Davidson, 2003). However - from that moment on -
Beijing’s concern towards the DPP remained and to this day every time the
Kuomintang loses an election to its main opposition party, the PRC’s suspicion

rises.

While the relations with China were deteriorating, the relationship with the US
kept growing throughout the years. As the competition between Washington and
Beijing intensified in the past few years, the US had become a closer ally to
Taiwan, vowing to protect the island in case of an invasion (Brunnstrom, et al.,
2022). As per 2025, China did not attack Taiwan, however the situation remains

tense.

2. Trade War and Taiwan’s Economic Relations with the US and China
In order to talk about and understand the current state of the Taiwanese economy,
it is necessary to analyze the relations it has with the US and China, the world’s
two superpowers. At the moment, Taiwan is one of the most disputed places on
Earth as the island is important for the production of chips and is located in a
strategic area. The two major economies are currently competing over it, in order
to gain influence on the island. China considers it as part of its territory, while the
US is interested in doing business with it. The situation is very tense in the area,
due to the fact that every small move one of those two countries does could easily

escalate the situation to the verge of war.

2.1 Why is Taiwan Important?
To understand the importance of this small piece of land and why both the US and

China consider it a crucial territory, it is worth noticing that part of their interest in

Taiwan is of an economic nature, and part is due to strategic reasons. The island is
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located in a very important geographical location and having access to it is crucial

to the two superpowers.

2.1.1 Economic Reasons

According to the International Monetary Fund (IMF), as for April 2024, Taiwan is
the 21st largest economy in the world by GDP!4. The ROC exports a lot of goods
that are considered necessary. In the words of the former Minister of Economic

Affairs Wang Mei-Hua:

We account for 80 percent of the global market’s share of laptops and the
motherboards, and 60 percent of the world’s network devices are
manufactured by Taiwan. And our bicycle brands include Giant and Merida
are well known around the world and we are the fifth largest exporter of
machine tools with a high cost performance ratio, and we also have 70
percent of all functional textile and apparel come from Taiwan. We
manufacture for brands such as Adidas, Nike, Lululemon, and Under
Armour. Of course, Taiwan’s bubble tea is also well known around the

world."?

The country gains most of its entries by the export of semiconductors. It is home
to the Taiwan Semiconductor Manufacturing Company (TSMC), which is the most
important company for semiconductors in the world, working with many big
international companies, such as Apple and Nvidia (Chang, et al., 2024). The role
of the Taiwanese semiconductor industry is essential worldwide. The large
majority of the most advanced chips are made in Taiwan, making it a critical hub
for new technologies. As a matter of fact, other than producing and selling

semiconductors, Taiwan has a key role also in information and communication

14 Data collected from the International Monetary Fund’s World Economic Outlook Database on
06/06/2024

15 From the CSIS transcript of the event “Why Taiwan Matters — From an Economic Perspective”,
October 12t 2022
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technologies (ICT) and in the manufacturing of electronic products that use

semiconductors and that are going to be sold internationally (Hsu, 2022).

2.1.1.1 Trade War and Semiconductors
Semiconductors are necessary to produce and control high tech, as pretty much all

technological instruments require them. The US and China are both trying to
expand their dominance in global technology and having close ties to the
production of chips would mean gaining a huge advantage over the other party.
Having access to tech production nowadays is essential for the leading position
that both countries want to have in the world. Manufacturing semiconductors is
pricey and complex (Arcuri et al., 2022), it would be difficult to gain all the
technology and materials needed. No country in the world can produce chips alone,
however having the right connections makes the process easier. Other than having
troubles with that, China also has a problem when it comes to mass production of
semiconductors. It has an incredibly high demand for chips, but it can only produce
up to 6% of its needs and the chips produced are not advanced enough for the
technology China wants to make (Cronin, 2022), although Beijing is trying to find

ways to overcome the problem.

The US has been and is still trying to choke the Chinese semiconductor industry
as part of the trade war that started in 2018 under the Trump administration, when
the American President decided to impose tariffs on $34 billion goods coming
from China (Swanson, 2018). In 2022, in order to weaken the Chinese economy
and to decelerate the process of creating newer and more advanced
semiconductors, President Biden signed the CHIPS and Science Act. The Act
serves the purpose of incentivizing local and foreign manufacturers to invest
within the country and requiring the manufacturers that are receiving US subsidies
not to invest and expand the semiconductor manufacturing below 28 nm in China
(Wang, et al., 2023). The Act has a dual purpose, the first objective is to invest in
chip production within the US borders, while at the same time targeting China.

The Biden administration vowed to stop China from being able to produce and use

28



the state-of-the-art technology, as the US is only targeting chips that could be
considered a threat, such as those created to train and run AI models (Allen, 2022).
The sanctions aim is to make China unable to buy advanced semiconductors from
any other country. This is a way to cripple and slow down the mass production of
what could otherwise be a threat to the technological power of the US and a way
to once again demonstrate the strength of the American hegemony. Those ideas
were also revealed by the American request to other nations to join the sanctions.
China was rushed to buy new lithography machines to imprint circuits onto silicon
wafers from the Dutch ASML - with a 450% increase in sales - and other
semiconductor equipment from Japan before January 2024 (The Economist, 2024).
After January 2024 the restrictions came into effect and China was forbidden from
buying from the US business partners. The Netherlands and Japan stopped selling
semiconductors to China as of March 2023, although they never explicitly
mentioned Beijing in their speeches regarding the new policy (cf. Allen, et al.,

2023).

China’s reaction to the American CHIPS and Science Act followed soon after.
Beijing refused to merge its semiconductors companies with the American ones,
worked on a cybersecurity review of the American company Micron and started a
World Trade Organization (WTO) dispute consultation (Allen, et al., 2023.). The
Chinese response was not as hard on the US economy as the restrictions were on
China, considering the difficult situation Beijing found itself in. The first reaction
to the tightening of the US export controls over advanced semiconductors was then
followed by threats and by the restriction of the exports of gallium and germanium
to the US in 2023. These materials are used in the making of semiconductors as
well as electric vehicles (Umbach, 2024). By doing so China was aiming at
disrupting the American supply chain, which highly relies on Chinese minerals
and metals. Regardless, the US is trying to be less dependent on Chinese raw
materials through the CHIPS and Science Act and the Inflation Reduction Act
(Berg, et al., 2024). The Inflation Reduction Act (IRA) of 2022 is based on the
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idea of fighting climate change and using green technologies and it is aimed at
electric vehicles. It provides financial incentives to those companies that are
willing to assemble the vehicles in North America and that employ a significant
number of components and minerals that are manufactured or assembled in North
America or in a country that has free trade agreements with the US (Attinasi, et al.,
2023). Those two Acts help the US not be too dependent on China, while, at the

same time, create challenges for the rival.

In March 2024, the US imposed more restrictions on semiconductors, making it
impossible to sell to Chinese customers laptops containing advanced chips.
China’s response has been to cut the number of American semiconductors used in
its government computer in favor of Chinese ones, deemed as safer and more
reliable (cf. Rajagopalan, 2024). Once again trying to cripple the technological

advancement of Beijing.

In December 2024 the situation worsened: the US issued new restrictions on
China. The export of 24 types of semiconductor manufacturing equipment and
three software tools was banned, while it was prohibited to sell advanced memory
chips and different machinery and technologies used in the semiconductor industry
to 140 Chinese semiconductor companies, which were also added to the US
Department of Commerce Entity List - a blacklist (Baskaran, et al., 2024). China
quickly reacted by officially banning the exports of gallium, germanium and
antimony to the US, hoping to damage the opponent’s semiconductor industry as

much.

At the beginning of 2025, Deepseek was launched. The Chinese Al chatbot soon
became one of the most used chatbots worldwide. Despite not having access to the
most advanced semiconductors, China managed to produce such a powerful Al
model via interference - the ability to make predictions or performing tasks after
being trained - instead of relying only on powerful semiconductors (Reuters,

2025). This came as a shock to the US and the rest of the world. Everyone was
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expecting China to struggle to produce such powerful technology, however Beijing

worked around the problem caused by the restrictions.

2.1.1.2 Taiwan’s Position in the Trade War
Taiwan found itself in the middle of this trade war due to the importance of its

semiconductor industry. At the beginning, the dispute among the two superpowers
did not impact on the exports of the ROC. In 2022, after the CHIPS and Science
Act, Taiwan was brought in the middle of the battlefield. Taiwan’s stance can be
seen through the data provided by the Ministry of Finance. The data show that -
since 2022 - the percentage of all Taiwanese exports towards China has been
continuously decreasing, going from over 40% in the years from 2019 to 2021
(respectively 40.1% in 2019, 43.9% in 2020 and 42.3% in 2021) to 31% as per
May 2024. At the same time, the exports towards the US have increased, going
from around 14% in the years 2019-2021 (respectively 14% in 2019, 14.6% in
2020 and 14.7% in 2021) to 23.3% as of May 20241,

In addition to the decrease in exports, since the beginning of the trade war
Taiwanese businesses have decided to relocate back to Taiwan from China. This
is due to the application of the increasing trade tariffs in China and due to the fact
that the Taiwanese government is welcoming them back by creating new policies
and plans to facilitate the move (Chang, 2019). Having so many businesses
returning to Taiwan is having a positive impact on the economy of the island, but
that was also the first step of a better economic relation between Taipei and
Washington. In 2022 Taiwan and the US started negotiations on the Taiwan-US
Initiative on 21st Century Trade, which marked the beginning of a new trade
agreement (Yen, 2023). This was followed by the Taiwanese decision to join the
Chip 4 alliance with the US, Japan and South Korea. The alliance was created by
the American President Biden “with the aim of creating a more secure global
semiconductor supply chain through the formation of a democracy-based,

multilateral grouping” (Jung, 2023). By joining the alliance, the ROC has shown

16 As shown in Chart 1, which can be seen in the section “Charts and Pictures”
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once again how close its ties are to the US in this trade war. It also portrays the

willingness of the country to expand its market beyond its connections with China.

2.1.2 Geographical Reasons
Taiwan is located between the East China Sea and the South China Sea. Those

waters are the “busiest shipping lane in the world”!”. One of the major shipping
routes passes right through its waters, making the small island a crucial connection
point for cargo ships moving to and fro between the Pacific and the Indian Ocean.
China and the US have interests in having influence in that area, as it means

controlling the people and the goods moving in such a crucial waterway.

Taiwan is also considered part of the island chain strategy, a concept based on
linking islands to other land masses created by the US in the 1940s as a defensive
and, at the same time, offensive measure against the Soviet Union (Vorndick,
2018). The strategy is now used as a containment measure for China. Taiwan is
part of the first island chain, as it can be seen in Picture 18, This is important
because of the geographical location of China. China finds itself in a challenging
position since it lacks a real access to the Ocean. The Chinese ships need to go
through one of the many chokepoints of the region (from north to south: Tsushima
Strait, Miyako Strait, Bashi Channel, Strait of Malacca, Sunda Strait, Lombok
Strait) to access Ocean waters (Sweeney, 2024). This is time consuming and
expensive for China. In addition, the US becoming a close ally to the countries
included in the first island chain poses a threat to Chinese trade, since the US could
effectively impose a naval blockade and stop all Chinese ships from accessing the
ocean (Cunningham, 2020). Controlling Taiwan means having a freeway to
international waters to China. This is the reason why China has not only economic

interests in the island, but also wants to claim it as its own.

17 This is how the former Minister of Economic Affairs, Wang Mei-Hua, described the global position of
Taiwan at the event “Why Taiwan Matters — From an Economic Perspective”, October 12 2022
18 It can be found in the section “Charts and Pictures”
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2.2 Taiwanese Relations with the US and China

The US and China have different approaches to Taiwan. China tends to be more
aggressive, often using the military to remind Taiwan that the island belongs to
Beijing, while the US is a reliable and democratic partner. The way they both
create or try to create bonds with Taiwan is crucial to the understanding of the
current political and economic climate and to making assumptions and what could

happen in the near future.

2.2.1 Relations with the US
From the 1979 derecognition of the ROC, the relations between the US and Taiwan

have changed. Albeit not taking a formal stance on the status of Taiwan under the
One China principle, the US recognizes the PRC as the government of China and
acknowledges the PRC’s stance in regard to Taiwan (Chong, 2023). This means
that the US accepts the PRC’s claims on the island, but it remains neutral on the
matter. The decision of not adopting a position on Taiwan frees the US from not
being able to do business with it as if it was dealing with a different country. China
is not fond of the American take on its demands over Taiwanese territories and it
never tried to hide it. As a matter of fact, the Chinese officials tried to sneakily
change the word “acknowledge” to “recognize” in the 1979 Chinese text without
consulting the American counterpart, who noticed and stated “[W]e regard the
English text as being the binding text. We regard the word ‘acknowledge’ as being
the word that is determinative for the U.S” (Green, et al., 2017).

1979 is also the year where the US passed the Taiwan Relations Act, which
“provides a legal basis for the U.S. to help Taiwan take part in international
organizations and to supply Taiwan with weapon systems to boost its self-defense
capabilities” (Overseas Community Affairs Council - ROC, 2024). The Act makes
it so that the two could still have diplomatic relations, regardless of the status of
Taiwan and its subjugation to China. The Act created the foundation for all the

following agreements between the two, although it is hard for Taiwan to forget the

33



betrayal the ROC suffered when the US decided to recognize the PRC in that very

Same ycear.

Although the US cannot officially recognize Taiwan or have diplomatic relations,
the two share the same values, strong economic connections and interpersonal
relationships!®. The closeness in values refers to the democratic sentiment both
countries share. Considering the data provided by Freedom House for the year
2024, Taiwan scores 94 points out of 100 and is deemed as free, the US scores 83
and China only 9 and it is considered not free®. This shows that although most
countries in the world recognize Taiwan as a part of China, the two have two
opposite political ideas: Taiwan is a democracy, while China is not. This makes
Taipei closer to Washington’s political ideology than it could ever be to Beijing’s,
hence the strong relations between the two, which made it easier for Taiwan to

build a strong relation with the US.

However, while the Taiwanese government is democratic, the people might not
have the same feeling. In 2021 a poll showed that the percentage of people satisfied
with the democratic practices was only 53.2%, while 40.6% were dissatisfied. It
also showed that the majority of those satisfied were younger people, while,
according to Eric Yu - research fellow at National Chengchi University’s (NCCU)
Election Study Center - older people were nostalgic of the authoritarian regime
(Lin, 2021). Nevertheless, Taiwan is still one of the most important democracies
worldwide, despite China trying to undermine the bases of Taiwanese democracy
through gray zone operations®!. An example of those is the interference of Chinese
propaganda, created to influence the political landscape and create dissent (cf.

Sacks, 2024).

Regardless of the democratic ties between the US and Taiwan, Taiwanese people

are often skeptical of Washington. In the article by Matthew Fulco “The truth about

19 As can be read on the American Institute in Taiwan website, under “U.S. Relations with Taiwan”
20 Data retrieved from the Freedom House website, https:/freedomhouse.org/explore-the-
map?untype=fiw&year=2024

2! The topic will be further discussed in chapter 3
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‘America skepticism’ in Taiwan” written for The Japan Times, the author analyzes
the general feeling the Taiwanese people have in regard to the US. He found that
only 33.9% of the Taiwanese population trusts the US in helping them in case of a
Chinese attack. The skepticism comes from the American behavior in other wars,
such as the one between Russia and Ukraine, where the US did not deploy troops.
The level of distrust also depends on the political affiliation: those voting for the
Kuomintang - which was ruling when the US decided to recognize the PRC at the
expense of the ROC in 1979 - are understandably more distant. On the other hand,
the DPP is more open to the idea of having a strong relation with the US (cf. Fulco,
2023). Those reasons are all valid, but the fear the US might not help Taiwan in
case of war has also been proven to be exaggerated by some PRC propaganda.
Chihhao Yu studied the origin of those fears and learned that, before the 2024
elections, a campaign to discredit the ROC government and its allies took place
(Yu, 2023), making it seems like the US was more unreliable than it actually is.
Nonetheless, some parts of the population are not too fond of the US and would

rather keep their distance.

2.2.2 Relations with China
After the split due to the civil war in 1949, the PRC and the ROC are yet to see eye

to eye. The CCP has never accepted the government of the ROC over Taiwan.
After the civil war, they had very limited contacts, but the first huge step into
rekindling the connections was taken in 2008 with the opening of the Three Links,
direct passenger flights, maritime shipping, and postal links (Liu, 2011). From then
on, the relations between the two got closer, but the ROC has never accepted to be

considered part of China.

When it comes to the population, in a 2024 survey, the participants were asked
how they consider themselves, with the options being “primarily Taiwanese”,
“both Taiwanese and Chinese” and “primarily Chinese”. The results show that
67% of those interviewed defined themselves as Taiwanese, 28% would describe

themselves as both and only 3% thought of themselves as Chinese (Huang, et al.,
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2024). There is a strong sense of Taiwanese identity between the inhabitants of the
island, which is something that the PRC does not particularly like. China’s control
over the island is threatened by the Taiwanese nationalistic feeling, hence why the
PRC has started using gray zone operations, such as the use of propaganda, to gain
consensus and mongering fear among the population. China has always
disregarded the territorial integrity of Taiwan, and since the last few years, it
started doing military drills around the island. In 2022 the PRC conducted military
exercises around the island and launched several ballistic missiles - some of which
even flew over Taiwan - following the visit of US House Speaker Nancy Pelosi
(Dotson, 2022). The very obvious provocative intent of the Chinese actions was
intended as a reminder that Taiwan is considered part of China and the PRC can
do what it wants in the area. It was also meant to prove the Chinese ability to mount

a blockade (Ibid.) in case the government might think it is needed.

It did not stop there. In 2023, former President Tsai visited the US House Speaker
Kevin McCarthy in the US. Following this episode, China launched a new military
drill around Taiwan, called “United Sharp Sword”, to warn the separatists (Al

Jazeera, 2023).

On May 23rd and 24th 2024 China started yet again to conduct military exercises.
This happened after President Lai’s inauguration speech, where he once again
stated that the ROC and the PRC are two separate entities, not subjects to one
another (Chung, 2024). In retaliation, China had military drills - called the Joint
Sword-2024A - all around the territory of Taiwan, even around the islands of
Kinmen, Wugqiu, Matsu, and Dongyin. The 2024 drill involved fewer aircrafts than
the 2022 and 2023 drills. There was a peak of 68 aircrafts in 2022 and 91 in 2023,
while the peak of the Joint Sword-2024A exercises was 62. However, the People’s
Liberation Army (PLA) navy presence was higher than the previous two years,
with 27 vessels in one day in 2024 versus the single-day high of 2022 of 14 and
the 23 vessels of 2023 (cf. Lin, et al., 2024).
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Just a few months later, from December 9th to December 11th 2024, other military
exercises were conducted around the island. The reason behind it was to once again
show President Lai that China could easily take over Taiwan. As a matter of fact,
Lai was going on his first overseas trip to the Marshall Islands, Palau, and Tuvalu,
while having two brief stopovers in the US in Hawaii and Guam and keeping

in contact with Nancy Pelosi (Hioe, 2024).

Despite the military drills, China has never shown any interest in directly attacking
Taiwan. Xi Jinping recently told Ursula von der Leyen that the US is trying to goad
China into invading the island, but that is not part of the Chinese plans (Foy, 2024).
Regardless of the true intentions behind this comment, Beijing is aware that
attacking Taiwan right now is too risky. Instead of starting a war, China is
employing gray zone operations. Gray zone operations, as it will be seen in the
next chapter, are meant to threaten Taiwan, without causing the outbreak of a war.
The use of those tactics allows China - among other things - to spread
disinformation and show its power in order to gain consensus among the
Taiwanese people. The objective is to infiltrate the country so much that the PRC
would be able to rule over Taiwan without ever starting a war, which would cause
American intervention and significant economic losses for Beijing. The idea is to

create a puppet government that can be easily controlled.

Both the US and China are fairly close to Taiwan for very different reasons and
they have different interests in it. The US finds the island as a strong ally and a
good trade partner, while China thinks of it as part of its own territory and does
not recognize the government of Taiwan. The US and China also have two
opposite approaches to the island’s government, but it can be easily said that both

of them have an influence over Taiwan.

2.3 Taiwan’s Economic Ties to the US and China

Taiwan is one of the biggest economies in the world. Despite the global disruption

that was brought by the Covid-19 pandemic, the economy has kept growing and it
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is predicted that it will grow between 3 and 3.5% in 2024 (Walters, 2024). The key
industry in the Taiwanese economy is the semiconductor industry, an essential
sector in Taiwan’s exports. The island is the biggest producer of state-of-art
semiconductors in the world. Without Taiwanese chips, it would be very tough -
if not impossible - to make any advancement when it comes to technology. That
and its peculiar political situation - under Chinese control but striving for

independence - make it one of the most contended places worldwide.

2.3.1 The Taiwanese Semiconductor Industry

Taiwan produces 92 percent of the world’s most sophisticated chips at 3-5
nanometers and 80 percent at 7 nanometers and below. Its combination of
technology leadership, supplier diversity and resilience in the global
semiconductor industry is unique. It can hardly be copied elsewhere in the

short or medium term?2.

Taiwan’s semiconductor industry is irreplaceable. The whole world depends on its
manufacture and both the US and China are aware of that. Their technology relies
heavily on Taiwan and, because of that, they both want economic relations with
the island. Taiwan has made it pretty clear that the country’s policies are more

drawn to the US, although China is still a very important trade partner?.

Back in the 1970s, Chiang Ching-Kuo, the de facto leader of the country, decided
to invest in IC technology as a way to improve Taiwan’s industrialization. The first
problem was transferring foreign IC manufacturing technology to Taiwan. Radio
Corporation of America (RCA) was willing to invest in this project. The Industrial
Technology Research Institute (ITRI), a semi-state-owned research institute, was
chosen to direct the transfer and the Technology Advisory Council (TAC) was
formed with the purpose of creating a group of Chinese and American Taiwanese

scientists and engineers that would guide the transfer (cf. Huang, 2024). That was

*2 Umbach, 2024
23 This is what the information provided by Chart 1 shows
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the beginning of the most profitable Taiwanese business. With the creation of
Taiwanese semiconductor companies and fabs the island started drawing interest
to itself and growing its economic power. The establishment of the first
semiconductor company by ITRI, United Microelectronics Corporation (UMC), in
1980%* was the first milestone in this direction. It paved the way to the creation of
many other prosperous companies, such as TSMC, that allowed Taiwan to be the

world leader in the production of advanced chips.

The semiconductor industry is so cardinal within the country that in 2023
accounted for 13% of the GDP and 40% of the exports alone, although there is a
current global tendency towards diversification of the production away from
Taiwan. The reason is that the trade war between the US and China could possibly
involve Taiwan and, in order to avoid dealing with economic losses, many
countries are either investing in semiconductor industries within their territories or
are trying to find different trade partners (cf. The Economist, 2024). This could be
a disaster for Taipei, as it threatens the economy and its economic relations. The
ROC needs to carefully plan how to deal with the future growing competition and
decrease in demand. However, as for right now, the Taiwanese chips are still the

most up to date and requested for new technology and Al training.

Taiwan is the biggest semiconductor manufacturer worldwide, but it is necessary
to remember that the island relies on a long supply chain that involves countries
like China, Germany, Japan, the Netherlands, the US, the UK, etc (Wingfield-
Hayes, 2023). The only way for such advanced chips to see the light of the day is

for different countries to come together and work on the same project.

2.3.1.1 Why Are the Two Superpowers Dependent on Taiwan?
The US and China are trying to be less dependent on other countries when it comes

to the production of chips and they are both investing in advanced semiconductor

technology. The Semiconductor Industry Association (SIA) and Boston

24 From the UMC website, under “Overview”
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Consulting Group (BCG) expect the US to produce 28% of the semiconductors
below 10 nm by 2032, while China will only produce 2% of them (Yu, 2024). The
results of the CHIPS and Science Act signed by Biden are believed to be
extraordinary for the American industry, while also making it difficult for China
to expand at the same pace. China was already behind in the production, since it
entered the market twenty years after all the other countries (Orr, et al., 2014). The
Chinese research was and still is advancing very fast and the US is trying to slow
the production as much as possible. The American efforts to outdo China did not
go as expected. As a matter of fact, in 2023 the Chinese company Huawei, which
was previously banned from the US, launched the Huawei Mate 60, which used a
7 nm semiconductor (Kharpal, 2024). The 7 nm technology is not the most
advanced ever produced, but still shows the world - and the US - that China is
capable of developing new technology in very little time and despite the sanctions,
which is something that the US was not expecting China to do so quickly. China
has also promised to use the US and Dutch equipment, which was purchased before

the ban, to make 5 nm chips (Liu, 2024).

Regardless of the advancements made, China is still dependent on Taiwanese
production. Even in the making of the new Huawei phone, China relied on
Taiwanese companies to help in the development of the 7 nm semiconductor
(Bloomberg News, 2023). Although China is trying to portray itself as the producer
of very advanced technology, it turns out that it still needs to work together with
the Taiwanese. Taiwan’s assistance was not well received by the US, despite the
fact that it was proven that the Taiwanese companies did not violate export control
(Ibid.). This is just an example of how China is still far from creating a fully

independent semiconductor industry and how close the ties with Taiwan are.

When it comes to the US, the country went from manufacturing 100% of the
semiconductors to only 8%, as explained by Richard Elkus Jr. in his article “A

Strategy for The United States to Regain its Position in Semiconductor
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Manufacturing” written for the Center for Strategic and International Studies?.
This can be seen from the chart made by The Economist comparing the production
of Intel, Samsung and TSMC in the years 2009, 2016 and 2021%°. Elkus Jr.
demonstrates how the US lost its primate in the industry and how expensive it is
to rebuild the empire, since the cost of a semiconductor facility increased between
39900% and 59900%?2". The CHIPS and Science Act provides $52.7 billion to the
semiconductor industry?®. Although it is a lot of money, it can hardly help building
a strong industry, considering the costs of just one facility. It will probably take a
long time before the US could produce chips on a large scale and regain its
supremacy in the field. At the same time, the US is investing in TSMC, which is
about to open three new facilities in Phoenix. TSMC is investing more than $65
billion in the project and it is promising to produce 2 nm semiconductors, the most
advanced type of semiconductor®. This business deal with TSMC is what the
American semiconductor industry needed. By reaching this agreement with the
most important chip company in the world, the US can produce its own state-of-
art semiconductors at home and make it easier for the country to keep its
hegemonic role. Having access to such modern technology, which is only imported
as of now, can be used in Al, smartphones and, most importantly, for military
hardwares (Ngo, et al. 2024). However, the grand opening of the facilities has been
delayed by a few years. There are a few reasons for that, namely labor unions being
against the employment of Taiwanese workers during the building process, the
lack of fundings (TSMC is yet to receive the funds that were promised under the
CHIPS and Science Act) and environmental rules (The Economist, 2024). As for
the near future, the US will still heavily depend on chip imports, putting the

country on the same level as China when it comes to manufacture.

23 1t can be found at the Center for Strategic and International Studies website page at
https://www.csis.org/analysis/strategy-united-states-regain-its-position-semiconductor-manufacturing
26 As shown in Chart 2, which can be seen in the section “Charts and Pictures”

27 Percentages calculated from the data provided by Richard Elkus Jr. in his article

28 As can be read in the White House statement “FACT SHEET: CHIPS and Science Act Will Lower
Costs, Create Jobs, Strengthen Supply Chains, and Counter China”

29 From the TSMC website, under “TSMC Arizona”
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2.3.2 Being in the Middle

Taiwan is still doing business with both countries, despite finding itself in the
middle of a trade war. Regardless of its political views, Taiwan 1is still taking
advantage of the Chinese dependence on its technology, while at the same time
being a strong ally to the US, which is also relying on Taiwan for chip production.
The island is using its leading role in the semiconductor industry and the global
dependence on it to grow its economy while not being shy about its political

positioning.

Taiwan has signed economic agreements with both countries - the Cross-Strait
Economic Cooperation Framework Agreement in 2010 and the Taiwan-US
Initiative on 21st Century Trade in 2022 - and is an important partner to both the
superpowers, once again showing the importance of the ROC. By signing those
accords, Taiwan gained two very powerful trade partners, but now it finds itself in

the middle of a trade war between the two.

2.3.2.1 ECFA
The Economic Cooperation Framework Agreement (ECFA) of June 29th 2010 was

a significant step in rekindling the relationship between the ROC and the PRC,
which had not been on amicable terms since the civil war in 19493, It is a free
trade agreement that pledged to cut tariffs on 539 products exported from Taiwan
to China, valued at almost $14 billion, and 267 Chinese products being sold to
Taiwan, valued just under $3 billion (BBC, 2010). Despite some political troubles
between Beijing and Taipei, the ECFA is still active to these days. It aimed at
strengthening and advancing “the economic, trade and investment cooperation
between the two Parties”, promoting “further liberalization of trade in goods and
services between the two Parties and gradually establish fair, transparent and
facilitative investment and investment protection mechanisms” and expanding
“areas of economic cooperation and establish a cooperation mechanism” (Cross-

Straits Economic Cooperation Framework Agreement, 2010). It was meant to

3% See chapter 1
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gradually reduce the tariffs between the two countries on specific products and it
was particularly useful for both parties. As a matter of fact, in 2010, when the
Agreement was signed, China was Taiwan’s largest trading partner, to the point
that $109 billion or 29% of trade was with China, a huge amount considering that
the total trade volume for that year was $378 billion (Metzler, 2017). The creation
of ECFA was expected due to the increase in trade between the two. China saw it
as another way to make Taiwan dependent on itself, while at the same time
improving the relations with Taipei. Taiwan, on the other hand, got access to better
deals with its biggest trade partner. On the island the Kuomintang was the one
pushing for the implementation of ECFA, stating that without that agreement,
Taiwan would end up being economically marginalized (Asia Pacific Memo,
2010). The Kuomintang’s objective was actually to strengthen the economic
relation between the two countries, considering that it is the most pro-China
Taiwanese party. As a matter of fact, it is possible to see that in 2023 Taiwan
exported goods worth $101B to China, with integrated circuits making up 47.4%
of the total. When it comes to imports, the numbers drop: Taipei only bought
$67.6B worth of products?!. No other country has such a high percentage as China,
not even the US. In 2023 Taiwan exported goods for a value of $85.6B to the US,
while importing only $35.8B of produce®?. This means that Taiwan still heavily
relies on Beijing for imports. ECFA clearly made it easier for the two to build
strong ties. Of course, ECFA is not the only reason for the economic bond the two

countries have, however abolishing trade tariffs for certain products helped.

However, China unilaterally changed the agreement twice starting from December
2023 as part of its new strategy towards Taiwan. It was part of the so-called gray
zone operations, which were used as a way to intimidate Taiwan. The topic and

the changes in the ECFA will be further discussed in chapter 4.

31 Data from The Observatory of Economic Complexity, https://oec.world/en/profile/bilateral-
country/twn/partner/chn
32 Data from The Observatory of Economic Complexity, https://oec.world/en/profile/bilateral-
country/twn/partner/usa
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2.3.2.2 Taiwan-US Initiative on 21st Century Trade
The Taiwan-US Initiative on 21st Century Trade is an initiative that Taiwan

stipulated with the US in 2022. It covers “a wide range of areas, including digital
trade enhancement, trade facilitation, sound regulatory practices, SMEs,
environmental protection, standards, and addressing non-market policies™>. It
creates the foundations for a strong economic alliance, which is something that is
going to bring mutual economic growth. Signing it means facilitating exchanges
between the two countries, but it is not a free trade accord. At the time of writing,
only one agreement has been signed on June 1st 2023 and it came into force only
on December 10th 20243*. It represents the beginning of a great partnership among
the two countries and it shows that both parties are interested in more broad
collaboration. It opens the negotiations regarding labor, environment, agriculture,
digital trade, standards, state-owned enterprises, and non-market policies and
practices®. In the meantime the negotiations for a second agreement are

undergoing, but the agreement is yet to be signed.

The initiative is similar to the Indo-Pacific Economic Framework (IPEF), a trade
deal between the US and twelve other countries in the region (India, Japan, South
Korea, Australia, Fiji, New Zealand, Brunei, Indonesia, Malaysia, Philippines,
Singapore, Thailand, Vietnam), of which Taiwan is not a member. The main
difference - apart from the Taiwan-US Initiative on 21st Century Trade being a
bilateral agreement, opposite to the IPEF - is the areas of the initiatives. The
Taiwan-US Initiative on 21st Century Trade will focus more on agriculture,
regulatory practices, state-owned enterprises, and other non-market policies and
practices, while the IPEF aims at building infrastructure and strengthening the

supply chain resilience (Walters, 2022). Taiwan not being invited to join the IPEF

33 As can be read on the Ministry of Foreign Affairs - ROC website, under “MOFA welcomes US-
Taiwan Initiative on 21st-Century Trade”

3% From the Office of the United States Trade Representative website, under “USTR Announces Entry
into Force of First Agreement under U.S.-Taiwan Initiative on 21st Century Trade”

33 From the Office of the President - ROC website, under “Taiwan and US sign first agreement under 21st
century trade initiative”

44



is understandable considering the status of the island - which is de facto recognized
as a part of China by the majority of the countries - and the importance China has
in global trade. However, it would have been a huge step forward into creating
stronger economic relations with other countries. Nonetheless, the Taiwan-US
Initiative on 21st Century Trade seems to cover more areas and could potentially
be used as a framework for other bilateral agreements with other countries

(Chiang, 2024).

3. Chinese Gray Zone Operations in Taiwan
Gray zone operations are defined as “an effort or series of efforts intended to
advance one’s security objectives at the expense of a rival using means beyond
those associated with routine statecraft and below means associated with direct
military conflict between rivals” (Hicks, et al.,, 2019). They are not direct
declarations of war, but they are not performed with a peaceful intent as well,
hence the name “gray zone”. The main aim of those operations is to use the
weaknesses of the opposition, attack or at least destabilize the country>® in order
to reach a specific goal. China has been using this strategy in different disputed
areas. As a matter of fact, China has been trying to gain control over territories as
well as strategic maritime and airspace, while at the same time trying to crumble
the US hegemony in East Asia (Kardon, 2024). As it was previously discussed,
gray zone operations heavily impact Taiwan, which is still affected by them

although the island is not a disputed territory in Chinese eyes.

Gray zone operations can be part of the Chinese hybrid warfare strategy. However,
the two concepts are not interchangeable, hybrid warfare is used as a war strategy.
The definition of hybrid warfare given by Frank Hoffman is that of a “range of
different modes of warfare, including conventional capabilities, irregular tactics

and formations, terrorist acts including violence and coercion, and criminal

3¢ From the definition given to Atlantic Council by Clementine G. Starling.
https://www.atlanticcouncil.org/blogs/new-atlanticist/todays-wars-are-fought-in-the-gray-zone-heres-
everything-you-need-to-know-about-it/

45


https://www.atlanticcouncil.org/blogs/new-atlanticist/todays-wars-are-fought-in-the-gray-zone-heres-everything-you-need-to-know-about-it/
https://www.atlanticcouncil.org/blogs/new-atlanticist/todays-wars-are-fought-in-the-gray-zone-heres-everything-you-need-to-know-about-it/

disorder” (Hoffman, 2007). Gray zone operations are not direct declaration of war,
they are based on ambiguity. Nevertheless, gray zone operations can be adopted in
the context of hybrid warfare as part of a cycle of mutual reinforcement, together
with cognitive warfare, legal warfare and influence operations®’. They are one of
the tools that can be used in the context of hybrid warfare, which are more violent

in nature. Gray zone operations do not involve direct warfare activities.

This chapter is divided into two parts. Firstly, there is an analysis of Chinese gray
zone operations, divided into military and non-military. In this section the different
activities are analyzed through real examples. Secondly, the attention lies on
Chinese non-military gray zone operations used against Taiwan. Taiwan is
particularly affected by those operations, which might be even worse for the island.
As a matter of fact, Taiwanese people are aware that China is not planning on
invading at the moment, hence all military drills are not as effective. For this reason

part of this chapter has been devoted to explaining those kinds of power plays.

3.1 Types of Chinese Gray Zone Operations

The concept of gray zone operations is very broad, there are many different types
of them. China resorts to different kinds of strategies that can fall over the concept
of gray zone, depending on the target country. However, China does not define
them as gray zone operations. Instead, it calls them “military operations other than
war” (MOOTW) and this is the reason why the military is often involved (Lin, et
al., 2022), although the military is not employed to attack other countries. It is also
important to note that not all the tactics used involve the PLA, some are fully non-
military, such as propaganda or disinformation campaigns. Both military and non-
military operations can be effective and often China employs them both at the same

time to reach its goals.

Below are some of the main examples of gray zone operations that China has been

implementing in the past few years against different countries. For simplicity, they

37 As it can be seen in Picture 3
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have been divided into military and non-military tactics, although that does not
necessarily mean that different operations have been carried out at different times

or that they are the only ones used against a specific country.

3.1.1 Military Tactics

Military tactics do not involve violence, but are based on fearmongering. The PLA
is involved in operations that are not declarations of war per se, but are meant to
show the Chinese “soft use of hard power” (Siebens, et al., 2022). The most

common are general tactics, air tactics, maritime tactics and land tactics™.

3.1.1.1 General Tactics
Those are defined as tactics that “involve the use of military tactics that either are

not clearly associated with a particular service (such as a general military threat)
or involve one or more services” (Lin, et al., 2022). There are different examples
of the application of those strategies, such as military threats. China has threatened
to take military actions against many different countries. Taiwan is the first one on
the list, considering how strong China feels about it. The most recent threat came
right after the May 2024 military drills, where the Chinese defense ministry
spokesperson affirmed that Beijing is willing to take further action against Taiwan
if provoked (Chen, et al., 2024). Taiwan is the only country going through this
situation, as China has been warning its neighboring countries as well, as a way to

remind them of its strength and make them feel more vulnerable.

Another example of a general tactic would include missile threats. China is said to
own sophisticated missiles that could even reach Hawaii and penetrate US missile
defenses (Boyd, 2023). Beijing is not planning to use those missiles, but building
them is a way to warn other nations and create a sense of fear and lack of security
in its rivals. By doing so, China is sending the clear message that it is dangerous
to interfere with its plans and that the other countries could possibly find

themselves in dangerous situations.

38 Division from Lin, et. al, 2022
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However, the most important general tactic used would be the construction and
acquisition of military bases with the intention of inducing fear. Evidence of this
type of operations can be seen in China’s increasing number of bases facing
Taiwan, the closest one to the island being only 217 km from Taipei (Mistreanu,
2023). The objective is to create a sense of threat among the population and as a
reminder that China is close and could attack at any point. Other than that, China
1s deepening its military cooperation with some countries and developing military
bases in other countries. As the May 11th 2024 Annual Threat Assessment of the
US Intelligence Community explains, the PLA has a military base in Djibouti and
one in Cambodia, however China is also considering developing military facilities
in Burma, Cuba, Equatorial Guinea, Pakistan, Seychelles, Sri Lanka, Tajikistan,
Tanzania, and the UAE?°. Other than an expression of power, it is also a way to
make rivals feel insecure. One of the best examples would be India, which would
find itself surrounded if China manages to build facilities in Pakistan, Burma and

Sri Lanka.

As previously discussed, general tactics can involve multiple military threats. This
is the case of artificial islands. Artificial islands are built from reefs located in the
South China Sea, among the Spratly Islands and the Paracel Islands*’. Those
islands were usually created with the intention of turning them into military bases
that are located in the middle of disputed territories. Other than China, Brunei,
Indonesia, Malaysia, the Philippines, Taiwan, and Vietnam claim those islands
(Center for Preventive Action, 2024). Artificial islands are considered a mix of
multiple tactics because of the involvement of the navy, as well as the Chinese air
force, since infrastructures that can be found on those islands support military
aircrafts and large patrol crafts (Farley, 2021). Not only that, it has been analyzed
that “the bases were outfitted with docks, gun emplacements, radars, and an

assortment of intelligence-collection gear” (Chang, 2022). The Chinese motives

39 Office of the Director of National Intelligence, 2024
40 The CSIS created the China Island Tracker, that shows all the Chinese artificial islands, it can be
accessed through https://amti.csis.org/island-tracker/china/#Paracel%20Islands
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behind this move are obvious to the other nations. As a matter of fact, China has
territorial claims in the area and it has been seeking a way to make the ownership
of that region legal. By constructing new islands under its name, Beijing is trying
to strengthen its territorial control, although it has been revealed that by doing so,
China has violated international law (Seyfort, 2021). Regardless, China has kept
pushing for the ownership of those waters. That is not the only reason for Beijing
to build the islands: having military equipment is also a way to scare other
countries by showing that China is willing to defend what claims to be its waters

in case anyone else will try to sail there.

3.1.1.2 Air Tactics
Those tactics involve warplanes and jets flying over other countries' Air Defence

Identification Zones (ADIZs) and territories. It is a way to remind the other
countries of the Chinese presence and it also works as a threat (Layton, 2024).
When it comes to the Chinese ADIZ, it is very peculiar. It was created with the
intention of overlapping with the Taiwanese, Japanese and South Korean*!'. In
particular, it was made to include disputed territories’ airspace. An example of that
it the inclusion of the Senkaku/Diaoyu Islands (cf. Center for International
Maritime Security, 2022), which are considered part of the Japanese territory,
although China claims them as its own. The number of Chinese unauthorized
intrusions has been growing exponentially in the past few years. Mercedes Trent
has calculated the number of them from the year 2010 to the year 2019 and
discovered that in the cases of Japan and South Korea, the amount keeps growing
every year*?. Taiwan has also seen an increase in the number of aircrafts spotted
in its ADIZ in the last few years. Gerald C. Brown and Ben Lewis found all the
data related to the Chinese incursions from the September 2020 to May 2024 and

studied them for the Center for Strategic and International Studies*. It was seen

41 As it can be seen in Picture 2

4 Trent, 2020

43 The Excel spreadsheet is available at https://chinapower.csis.org/data/taiwan-adiz-violations/ by
clicking on “Link”
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that the average number of violations per month - not counting the months where
military drills occurred - and the number of violation days increased. China keeps
trying to claim its ADIZ and disregarding all the claims that oppose the Chinese

view.

Air tactics are also employed during China’s military drills around Taiwan, where
the airforce and the navy position themselves around Taiwan. The point of this is
to simulate an invasion of the island (Lee, et al., 2024). Although not actually
attacking Taiwan, it is an invasion of the ADIZ and a depiction of what China can
do. It is a way to request Taiwan to follow Chinese instructions or to prepare for

the consequences, although China does not wish to follow through with its threats.

3.1.1.3 Maritime Tactics
Maritime tactics are mostly used in the East China Sea and the South China Sea.

The Chinese Coast Guard has the task of patrolling the Chinese sea, although it is
often employed in gray zone operations. On January 22nd 2021 China decided to
implement the China Coast Guard Law. Two Articles of this Law are important to
understand Chinese gray zones. Article 21 states that the Chinese Coast Guard has
the right to stop any foreign military vessel or foreign government vessel used for
non-commercial purposes in Chinese waters (Guangming Network, 2021). Article
22 allows the Coast Guard to use weapons in case of infringement or imminent
danger of infringement of national sovereignty and jurisdiction by foreign
organizations or individuals (Ibid.). The two articles are vague but threatening to
all the countries nearby. The reason is that China has been claiming the ownership
of some disputed islands, considered by Beijing under its jurisdiction. This can
cause clashes with many countries - such as Japan, Taiwan, the Philippines,
Vietnam, Malaysia and Brunei - especially considering that the Law does not
clearly define exactly what is considered Chinese waters. It is very likely that
China wants to consider the entirety of the waters within the nine-dash line as part

of its possessions (Okada, 2021). By creating this Law, China is affirming its
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sovereignty and power over claimed territories and it is making it illegal for other

countries to enter those waters.

Another tactic employed by the Chinese Coast Guard is the use of water cannons
against fishing boats and other countries’ coast guard vessels. The strategy has
been mostly employed against Filipino ships that enter areas that are considered
under Chinese control (NBC News, 2023). The situation is too mild to be
considered an act of war, but it is a clear provocation that forces the other ship to

leave the area.

China is also known to have military drills around Taiwan, as previously discussed.
The drills are part of the air tactics as well as maritime tactics. The Chinese navy
is always involved, through the deployment of many warships. For example, in

May 2024 46 naval vessels took part in the military exercise (Jash, 2024).

It is worth noticing that although it is not considered part of the military tactics,
China’s maritime strategy also includes sending fishing boats and civilians in

disputed waters as a way to claim them as its own.

3.1.1.4 Land Tactics
These tactics are related to the Chinese army, the PLA. In particular, one of the

most frequent land tactics consists in Chinese troops crossing borders to other
countries, such as in the case of India, where PLA soldiers often step foot on Indian
soil. It has been found that they enter the country on foot or on vehicles in 13
specific hotspots (cf. Morris, 2022), making it obvious that those are not mistakes,
but real power declarations. Nonetheless, the two countries seem to be working
towards finding a solution to the problem, after they both sent extra troops in the
area in 2020 (Reuters, 2024). China has also been using the same strategy against
Bhutan, infiltrating the country and claiming more and more land. It was also
thought to be a scheme aimed at opening negotiations regarding the borders and a
way to once again demonstrate its power against India, which has very close ties

with Bhutan (Mehta, 2024). Sending troops across borders in places considered
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disputed by China is a very strong provocation. Beijing is aware that the other
countries would hardly do anything to the soldiers, because it would escalate the

situation to a point of no return.

3.1.2 Non-military Tactics

According to the report “Competition in the gray zone: Countering China’s
coercion against U.S. allies and partners in the Indo-Pacific” non-military tactics
have different means - geopolitical, economic and cyber/information operations
(I0) - and are divided into international tactics, bilateral tactics and grassroot
tactics**. Although the military is not involved, that does not mean that those tactics

are less effective or scary to those affected.

3.1.2.1 International Tactics
International tactics are defined as strategies that “involve pressuring the target

indirectly and externally via international or regional institutions, manipulating
international resources, or using third countries or third-party actors” (Lin, et al.,
2022). It is a way to attack the opposition from the outside. They differ from
bilateral tactics because they do not involve pressuring the other country directly,

which, as it will be seen, is the main point of the bilateral strategies.

They can have different applications, Beijing could “support target’s adversaries
or rival countries using political, economic, and military means”, “limit
international sanctions or crackdowns on violent nonstate actors opposing target”
or “control or reduce availability of public or international resources to target”
(Lin, et al., 2022). They are employed in different situations, decided based on
what could harm the opposition more. On some occasions they could be used at

the same time against the same target, as a way to pressure the other country.

An example of the first kind of international tactic is the Chinese support for
Russia, which has always been a rival to the US and the West in general. The two

countries have joint military drills and arm deals and are great economic partners,

4 Lin, et al., 2022
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although Russia depends on China more than China depends on Russia. They are
also working on developing missile warning systems and they are collaborating in
space (cf. Fong, et al., 2024). The ties between the two are strong and, although
they started off as relations between two communist powers, they are now based

on their anti-American feelings.

When it comes to nonstate actors opposing Chinese targets, China tends to remain
neutral towards the sanctions imposed on the Palestinian group Hamas, especially
in regard of the war between Hamas and Israel that began in 2023. China has not
imposed sanctions on the group, unlike the US, the UK, the EU, Australia, Canada,
Japan and New Zealand®. The decision of not partaking into the international
sanctions is part of the Chinese plan of trying to keep neutrality, although it has
often called for a ceasefire and tried to pose a possible mediator for that. Not only
that, but the different Palestinian factions reached an agreement in Beijing in July
2024 thanks to Chinese mediation (Kumar, et al., 2024). Considering that Israel is
such a key ally to the US in the Middle East, not imposing sanctions is a declaration
of intents for the US and the Western block. Beijing wants to prove that it does not
support the Western cause. In this particular case it also shows how China is trying
to act as a neutral nation in the conflict, also taking into consideration the fact that

China has deep economic ties to Israel (Peng, 2023).

The third type of international tactics revolve around limiting access to public or
international resources to China’s political adversaries. International resources
include global commons, defined as “resource domains outside the authority of
states. Historically, the global commons have been practically inaccessible and
thus rarely subject to sovereignty claims and international regulations”
(Riddervold, et al., 2021). Some countries can find interesting limiting access to
spaces like the high seas, outer space or the Arctic to other countries in order to

gain an advantage. For example, China has shown a growing interest in the Arctic.

45 As it can be seen in the Global Sanctions website under “Hamas and P1J”,
https://globalsanctions.co.uk/region/hamas-pij/.

53


https://globalsanctions.co.uk/region/hamas-pij/

It considers the area a “new frontier” and in the past few years has increased its
presence by sending teams to conduct scientific research and conducting military
operations as well (cf. Doshi, et al., 2021). The objective is to obtain influence in
the area as new maritime routes are opening up due to climate change. Gaining
importance over the region before anyone else could make it easy to dominate the
new routes in the future, hence boosting the economy of China. By becoming a
strategic actor in the region, China is also aiming at limiting others, especially its
rivals, from having access to those routes, forcing them to choose different and

possibly longer paths.

3.1.2.2 Bilateral Tactics
Bilateral tactics are said to involve “pressuring the target directly and externally,

such as manipulating normal two-way exchanges” (Lin, et al. 2022). China has
been and still is frequently employing these strategies against different targets. As
it was seen before, China banned all exports of gallium, germanium and antimony
towards the US, in part as retaliation for the American restrictions and in part as a
power play since it is well-known that raw materials are crucial in the making of
semiconductors. However, gallium, germanium and antimony are not the only
products that China decided to restrict. It has been found that non-tariff barriers
imposed by Beijing decreased imports from the US by 50% in 2018 and 2019. In
2020 some of the non-tariff barriers were revised, in particular those related to
agriculture, although China did not revise the ones on manufactured products
(Chen, et al., 2023). In February 2025 China decided to add new restrictions to
trade with the US. The choice came after President Trump’s decision to add a 10%
tariff on Chinese goods. In response to that, Beijing restricted the export of five

metals, crucial to defense, clear energy and other industries (Lv, et al., 2025).

The latter is just one of the many examples of China restricting exports, as it has
been doing the same with many other countries as well. For instance, there was a
ban on Australia’s imports, which was lifted in 2024 for five Australian beef

establishments. The restrictions were first applied in 2020 (Al Jazeera, 2024). This
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is a slightly different example of bilateral tactics, as this time China was and still
1s threatening businesses located in different countries - such as those that produce
beef in Australia - instead of a government. The idea is that the other countries’
governments either comply with Chinese dispositions or face the economic
consequences of their actions. By targeting enterprises, China hopes to create a
sense of economic instability that would leave the other nations with the only

option of accepting Beijing’s dispositions.

As explained in the research brief “A New Framework for Understanding and
Countering China's Gray Zone Tactics” published by RAND Corporation*®,
bilateral tactics can also involve cyber operations. To prevent those, the US
Department of Defense has issued an advisory on the different kinds of Chinese
cyber activities, where it is explained how to recognize them and how to defend
themselves. This is necessary because, as explained in the advisory, China is
conducting those operations with the aim of finding “political, economic, military,
educational, and critical infrastructure (CI) personnel and organizations to steal
sensitive data, critical and emerging key technologies, intellectual property, and
personally identifiable information (PII)” (US Department of Defense, 2021).
China’s interference with other countries’ governmental websites to steal
information is considered an issue serious enough for the American Department of
Defense to publish a guide on how to avoid having sensitive data stolen. While not
talking about direct cyber attacks, the possibility of China being able to access
confidential data is considered a threat. Additionally, the file explains that US’
allies are affected by those kinds of operations as well (Ibid.), showing how

important it is for the US that those information are not accessed by Beijing.

Cyber operations can also affect business activities. In 2022 around 30
multinational companies that deal with manufacturing, energy and pharmaceutical
sectors realized that they had been going through years of Chinese espionage,

where China managed to steal hundreds of gigabytes of intellectual property and

46 1 in, et al., 2022
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sensitive data (Sganga, 2022). By stealing data, China reached two objectives: it

stole crucial information and undermined foreign businesses.

3.1.2.3 Grassroot Tactics
Grassroot tactics require “significant activity directly on the ground within the

target country or region (including in disputed territories) or involve leveraging
internal, local proxies within the target country or region to act on behalf of China”
(Lin, et al., 2022). One of the most significant examples of the application of this
strategy can be seen in the relationship between China and the Talibans, which was
built even before the US left Afghanistan in 2021. Beijing was aiming at diverting
all support coming from Afghanistan for Muslims in Xinjiang, as part of the “war
on extremism’ that has been conducting for many years (cf. Johnson, 2021). China
has been using its relations with the group, who is now in charge of the country, to

get closer to its goal of pacification of the Uyghurs within Chinese territory.

These tactics can also be applied to disputed areas. China tends to build economic
assets right next to the territories that Beijing claims, in order to show its power
and control over the area. It has been doing that in Tibet and Xinjiang, where new
airports, heliports, roads and railways were built just a few kilometers away from
the disputed border with India (cf. Center for Strategic and International Studies,
2023). Creating economic assets very close to the claimed regions puts pressure
on India, alarming New Delhi and working as a reminder that China is

uncomfortably close.

Another type of gray zone operations that falls under the grassroot tactics is
engaging in economic or civilian activities in and/or near strategically important
or sensitive locations (Lin, et al., 2022). Arguably, the most famous example lies
within the Belt and Road Initiative (BRI). The BRI was created in 2013 with the
intention of promoting infrastructure development in different countries. The
initiative encompasses a large number of countries from all over the world and
promises to build all sorts of projects from highways to power plants. In exchange,

China manages to stimulate growth in those countries, expand its exports, improve
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its transport links, boost its industries and, overall, increase its influence abroad
(Steil, 2022). Being able to have economic activities in over 100 countries, most
of which are located in strategic areas for China, is critical for Beijing. The most
evident example are the ties that Beijing has with Pakistan, which were
strengthened after Islamabad joined the BRI. Having such a secure bond with
Pakistan is also a way to contain India, which is not in friendly terms with either
country. This is just one of the many examples of the BRI being not only an

infrastructure project but also being an example of grassroot tactics.

China 1s also gaining access to foreign media outlets as part of its grassroot
activities. That means that China could decide or at least influence what to
broadcast in different countries. An instance of this can be seen in the agreements
between the Italian RAI and the Chinese China Media Group that were signed in
2019. In the press release the two companies state that they “hope that this
[agreement] will bring to the promotion of the respective countries and the
contribution they offer to the development of the creative industry, communication
and innovation” (RAI, 2019). Signing this agreement means giving China, at least
partially, a say in what is shown on television and what is talked about on radios.
It shows the Chinese intent of changing the narrative on China to display only the
country’s better sides. By doing so, the other countries risk becoming vulnerable

to Chinese propaganda, if they cannot offer any other news information.

3.2 Chinese Non-Military Gray Zone Operations in Taiwan

The CCP’s use of multimodal gray zone warfare against Taiwan is
relatively new, and designed with the main objective of unification with
Taiwan without provoking an American armed response. Underneath this
main objective are two parallel lines of effort: exhausting Taiwan’s national

defense capability and subverting Taiwan’s political system*’.

47 Chan, 2021
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China has been using different tactics against Taiwan, but never attacked directly
because that would cause a war with the US. As a matter of fact, the US has sworn
to protect Taiwan from Beijing in the Taiwan Relations Act. The presence of the
US is making it complicated for the CCP to occupy and treat the Taiwanese
territories as its own. The Chinese government found itself in the position of
having to accept Taipei’s increasing desire for independence, while at the same
time not recognizing the Taiwanese government as the government of a different
country. For as much as China would want to subdue the island, it is impossible to
do so, hence why it is using gray zone operations. It is the easiest way to try to

conquer the country without attacking.

Other than the obvious military tactics - which were previously discussed and are
overall similar to the ones that Beijing is using against other countries - it is
interesting to analyze the non-military strategies that China uses against Taiwan.
Non-military strategies are less easy to study because they can be hard to spot,
unlike the military ones that are difficult to hide. The following are some of the
most recent and crucial examples of Chinese non-military gray zone operations in

Taiwan, although there are many more that could be discussed.

When it comes to international tactics, China has successfully managed to change
the mind of many foreign leaders regarding the recognition of Taiwan as a separate
country, asking them to abide by the One China Principle. As it was previously
discussed, the 1949 Civil War forced the Nationalists to escape to Taiwan and from
that moment on, the CCP has done everything to gain the recognition as the official
government of China (and, consequently, Taiwan). The recognition of the
Kuomintang and the government of Taiwan in general has dropped in the years, to
the point that only a very few countries are considered diplomatic allies of the ROC
as of August 2024. Most of the allies was lost in the first 40 years after the civil
war*®, China is slowly isolating Taipei, which is only left with the recognition of a

handful of countries. Beijing knows that its economic and political power put

48 As shown in Picture 4, which can be seen in the section “Charts and Pictures”
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China in the position of being preferred over Taiwan, although - as noted by Dr
Timothy S. Rich - Beijing might be aware that losing all diplomatic allies would
mean that Taiwan might decide to take further actions by changing the Constitution
and the name of the country from Republic of China to Republic of Taiwan*’. The
CCP’s power to isolate Taipei if it wanted to is not only a political problem, it also
has a psychological toll on the government of the ROC. The ROC reaction is to
resort to nationalism, which is the opposite of what Beijing wants, as it makes it
harder to conquer the island without fighting. The wave of nationalism resulted in
Lai’s (DPP) victory in the 2024 elections, making it the third time in a row that the

DPP candidate wins>°.

Bilateral tactics are vastly employed as well. China often manipulates the cross-
strait exchanges to its liking and advantage. The Chinese disinformation
campaigns and the propaganda spread all over the Taiwanese social media,
television, radio, etc. show Beijing’s strategy to change people’s mind by
infiltrating the media. By doing so, the CCP hopes to control the population better
and find a way to make their ideals and ideas closer to China’s. In the past few
years, many fake accounts have been created with the idea of spreading
misinformation. As explained by Kenddrick Chan and Mariah Thornton in their
article “China’s Changing Disinformation and Propaganda Targeting Taiwan”,
there are two steps in the making of fake news. Firstly, there is the creation of
YouTube accounts (or other Google-owned platforms) with fake names, where
propaganda videos are uploaded. After that, there’s the creation of fake accounts
on other social networks (such as Reddit) that are not owned by Google. Those
accounts are entrusted with the spreading of the propaganda that was previously

uploaded (Chan, et al., 2022).

The aim of those cyber operations in Taiwan is multiple. If the topic is a Chinese

military attack, Beijing is trying to instill the doubt that Taiwanese politicians are

# Rich, 2019
5% The Office of the President of the Republic of China has a website page dedicate to all the presidents
from 1947, available at https://english.president.gov.tw/Page/81
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unable to protect the island in case of an attack and would likely flee in case of a
war to the Taiwanese people, adding that everyone would be left to fight (and lose)
against China. Part of Chinese propaganda is also undermining the strength of the
Taiwanese army, implying that it would not stand a chance against the PLA. On
top of that, China is focusing on convincing Taiwan that the Americans would not
come to rescue the Taiwanese and that they will not receive any sort of foreign aid
(cf. Harold, 2024). China aims at weakening the nationalistic sentiment by making
the population feel uneasy and alone. It is a reminder that accepting the CCP as the

government of Taiwan would be better for the population.

Before the elections on January 13th 2024, China conducted a campaign designed
to have the Kuomintang candidate win. The cyber operations were aimed at Lai’s
personal life at first, with even a book written about it. Later the focus moved
towards its politics, for example the safety of imported food and employing
migrant workers from India (Iyengar, 2024). The campaign was not successful, but
it shows that China is willing to put a lot of effort into influencing Taiwanese
politics. At the same time, it is possible to notice that the Taiwanese are not as
affected by propaganda as much as Beijing would like. The population has gotten
better at fact checking. Another thing that helps is the access to different kinds of
information outlets, which makes it more difficult for China to control the

narrative.

Regarding grassroot tactics, it is necessary to talk about the United Front. The
United Front is a China-backed communist group that aims at spreading the idea
of reunification with China. If at first they focused on talking to the middle class,
people in middle or southern Taiwan and small and middle businesses, right now
their strategy is to influence elites and local leaders, as well as people under 30 (cf.
Hale, 2023). The way China is trying to mine the thoughts of independence
through proxies is not unknown. However, the new changes in the influence
campaigns are to be taken seriously, especially those regarding the younger

generations. Jolley, Douglas, Skipper, Thomas and Cookson studied the effect of
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conspiracy theories on adolescents. It was proven that young people are more
susceptible to fake news and disinformation, with a peak reached at age 14 (cf.
Jolley, etal., 2021). Spreading anti-separatist thoughts to kids could be an effective
move, although at the moment it does not seem to be the case, especially after
seeing the results of the 2024 elections. However, it is necessary to keep studying
the phenomenon, as it is very likely that most of the young people that bumped
into Chinese propaganda are too young to vote now. The next few years will prove

if Beijing was able to effectively use propaganda in Taiwan.

4. Chinese Economic Coercion
Among the gray zone operations carried out by China, there is economic coercion.

Economic coercion is defined by Elena V. McLean as

a threatened or actual imposition of economic costs on one state by another
with the objective of extracting a policy concession. Such a concession can
require the coerced party to implement a policy that the coercer favors, or

abandon a policy that the coercer opposes..

Economic coercion lies under the non-military bilateral tactics. As a matter of fact,
it is a direct and external provocation that aims at disrupting the exchanges between
the two countries. It is one of the tools countries use to impose their power and

choices onto others and it is quite widespread.

China has been using economic coercion in different situations to make sure to
reach its goals even when facing opponents. Many were targeted by this tactic and
it brought some important concessions to Beijing. Starting from 2008, eighteen
countries and one hundred and twenty three companies were affected by this new
approach the CCP was taking to foreign policies and lost billions of dollars (Cha,
2023). By intimidating its rivals, China wishes to make them comply with its

political decisions, like the ones related to Taiwan, Hong Kong or the conditions

3 McLean, 2021
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of the Uyghurs. In a few cases, Beijing won by silencing the adversaries in fear
they might end up losing a billion dollars’ worth of trade. China’s awareness of its
position as an important trade partner for many countries worldwide allows it to

use this power to gain political influence.

Matthew Reynolds and Matthew P. Goodman studied eight instances of China
using economic coercion against different countries from 2010 to 2021. They
found that China relies on this tactic in five different case scenarios (threats to
territorial integrity, domestic political legitimacy, national security, economic
security, threats to PRC citizens), all of them are scenarios of perceived danger,
but there is no actual realization of what China fears (Reynolds, et al., 2023). This
makes Chinese economic coercion an offensive strategy, instead of a defensive
one. It is a way to avoid the actuation of an imagined situation, that could be more
or less likely to happen. Beijing tries to prevent the possibility of threats by being
the first one to take action. It has also been studied how China opts for this
approach against small democratic countries (Piekos, 2023). The Chinese
government realizes that economic coercion might not work if applied against
more powerful nations. They could easily find other economic partners and cut
China off, causing major troubles to the economy of the country. Economic
coercion requires thorough calculation of all the risks and possible gains. Going
through with the plan is not an easy decision to make, but China knows that
imposing economic restrictions to trade or alter trade in any way would
significantly harm the other country. It does not mean that the other country cannot
retaliate. There are instances where the country falling victim to this behavior
decided to take actions against China as well. Not all nations withstood to Chinese
requests and opted to find other trade partners or get back at China by giving it a
taste of its own medicine. Some less powerful and more dependent countries could
not afford to carry the same strategy on, hence having no choice but to change their

policies to appease Beijing.
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4.1 Examples of Chinese Economic Coercion and Other Countries’ Reactions

Before going back to talking about Taiwan and to properly explain what was
previously discussed about economic coercion, it is necessary to briefly analyze a
few examples, in order to gain enough understanding of China's behavior and
strategic thinking. By doing so, it will be easier to study how Chinese economic
coercion affects Taiwan and what Beijing is hoping to achieve. The following four
examples come from the analysis of Matthew Reynolds and Matthew P.

Goodman>?, although there is a plethora of instances to choose from.

4.1.1 Japan, 2010

The crew of a Chinese fishing boat was sailing close to the Senkaku Islands, which,
as previously discussed, are formally under Japanese control, but China claims
them as its own. The ship rammed two Japanese coast guard boats, causing the
coast guard to detain the crew and arrest the Chinese captain Zhan Qixiong. While
the crew was soon released, Zhan was detained for two weeks, which caused great
outrage and demonstrations in China. Beijing found the arrest illegal, since the
CCP considers the islands part of its territory (Tiezzi, 2014; Al Jazeera, 2010).
Following the event, China decided to retaliate and - among the different measures
taken - opted to stop export of rare earth metals. Customs officials started
preventing having those elements from being loaded on cargo ships, although there
was no official governmental request for this embargo, which was also stated by
one of the Chinese Commerce Ministry spokesmen, Chen Rongkai. This situation
made it very difficult for Japan to file a complaint with the WTO (cf. Bradsher,
2010). The unofficial embargo forced Japan to comply with the Chinese request
for the release of Zhan but, despite China requesting a formal apology as well, that

never came (Reynolds, et al., 2023).

China used economic coercion to reach two different objectives. Firstly, Japan
released captain Zhan, a PRC citizen that was “wrongfully” imprisoned, while, on

the other hand, China was not punished for invading Japanese waters.

52 Reynolds, et al., 2023
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Additionally, the Japanese response made Beijing realize how far the CCP can
push the limits on maritime borders. This and the nationalization of three of the
islands by Japan in 2012, brought China to conduct sixty six patrols in one year,
from September 2012 to September 2013 (Fravel, 2016). Japan could not find a
quick solution to the Chinese ban on rare earths that did not imply submitting to
China’s will, however it has since then started to diversify its supply (Ibid.). The
Chinese strategy in the area was very aggressive, but it could not force Tokyo to
leave the ownership of the islands to Beijing and has since then opened Japan’s

eyes to its need for strong trade partnerships with other different countries.

4.1.2 Norway, 2010

Liu Xiaobo, a Chinese dissident who was imprisoned at the time, was nominated
and won the Nobel Peace prize for “his long and non-violent struggle for
fundamental human rights in China” (The Nobel Prize, 2010). In response, the
Chinese embassy sent letters to European governments, asking them to avoid the
ceremony, also stating that Liu Xiaobo is a criminal. At the same time Beijing
warned Norway about the implications of giving the prize to Liu, making it clear
that the relations between the two countries would become tense (Wines, 2010).
From that moment the bilateral cooperation between the countries became rocky,
with China sanctioning the imports of salmon. China went from importing around
90% of its salmon from Norway to less than 30% (Baker, 2014). Additionally,
Beijing made it difficult for Norwegian state-owned companies to obtain contracts
to work within the Chinese territories and, in general, it became harder operating
in China (Zhang, 2019). Regardless, China always denied imposing a ban over
Norwegian salmon, stating that their main concern was pathogenic
microorganisms that were allegedly found in the imported fish (World Trade
Organization, 2013). Norway ended up selling salmon to Vietnam, from where it
was smuggled to China between the years 2011 and 2017 (cf. Hasselgard, et al.,
2022).
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The result of this situation was that Norway was forced to bend to Chinese
requests. In 2014, Norwegian officials did not attend the meeting with the Dalai
Lama - the most important Tibetan personality in the world - who was visiting the
country. The government was more interested in resuming its relations with China
(Sutterud, et al., 2014), whose main goal was to repress dissent in Tibet. People in
Tibet have been fighting against the CCP since the annexation of Tibet to the PRC
in 1950. China has always suppressed all protests in the area and is not willing to
bend to Tibetan requests. For this reason encountering the Dalai Lama was not on
the Norwegian agenda. In this case Norway opted to please Beijing, in order to
improve the communication. However, bilateral talks resumed only in 2016 when

they also started working on free-trade agreements (Reuters, 2016).

Norway had to take a step back in order to restore the talks with China. Beijing’s
economic coercion was successful and forced Norway to submit to China’s idea
of Chinese sovereignty and territorial integrity, reported the then foreign ministry
spokeswoman Hua Chunying (Ibid.). However, that was just a partial win for
China. At the end of the day, Liu Xiaobo won the Nobel prize and Norway still
sold salmon to China, just going through a different route. The only thing that
Beijing managed to obtain was the opportunity to be heard in regard to the Tibetan

status.

4.1.3 Mongolia, 2016

In November 2016 the Dalai Lama visited Mongolia for a religious event and
declared the rebirth of the Jebtsundampa Khatagt, patriarch of Mongolian
Buddhism. The visit caused a diplomatic issue with China, threatened by the
closeness between the Tibetan religious figure and Mongolia (cf. Aldrich, 2016).
China feared for its territorial integrity, as the religious ties could possibly turn
Mongolia into a political ally to Tibet and could bring the Mongolian government
to advocate for the freedom of the region. To stem the situation from becoming a
huge problem, Beijing stopped all bilateral talks in regards to a $4.2 billion loan

that was meant to help Mongolia in a few different projects, such as projects related
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to the Tavan Tolgoi railroad, copper plants and coal gasification plans (Panda,
2016). Additionally, China closed the frontier and imposed tariffs on cargo
shipments. However, the Chinese foreign ministry spokesman Geng Shuang
confirmed that the new tariffs were not related to the Dalai Lama visit, adding that

he was not aware of the situation (Al Jazeera, 2016).

The Mongolians were struggling economically due to the limited foreign
investments, public debt and the lowering of commodity prices (Dierkes, 2016).
The economy of the country was in poor shape and the troubles with China were
only worsening the situation. It is also important to consider that Mongolia was
economically dependent on China, making it so that any change in the status quo
would destroy the financial sector. Mongolia found itself having no options other
than apologizing to China for the visit of the Dalai Lama. The government also
announced that the Dalai Lama would not come back to Mongolia during the then
administration (Holcomb, 2017). The situation was then stabilized and talks

resumed.

The Chinese economic coercion worked extremely well in this case. Mongolia was
forced to take a step back in order to salvage its own economy. The reliance on
China did not help the Mongolian case. Mongolia found itself in a difficult
position: the only way to obtain financial aid was from accepting all Chinese
impositions. Additionally, it needs to be remembered that in 2021, five years after
the accident, China was still the main trade partner of Mongolia>, which explains

why the government could not do anything else other than apologizing.

4.1.4 Australia, 2017-2020
In 2017, the Australian parliament passed the National Security Legislation

Amendment, that was created to “modernise and strengthen Australia’s espionage,

foreign interference, secrecy and related laws to ensure the protection of

53 Data available on the World Integrated Trade Solution, under “Mongolia Trade”,
https://wits.worldbank.org/CountrySnapshot/en/MNG
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Australia’s security and Australian interests”>*

. Among the many things that the
then Prime Minister Malcolm Turnbull said in regard of the new legislation, there

were a few sentences related to the Chinese influence on Australia:

Media reports have suggested that the Chinese Communist Party has been
working to covertly interfere with our media, our universities and even the
decisions of elected representatives right here in this building. We take
these reports very seriously. Our relationship with China is far too important
to put at risk by failing to clearly set the terms of healthy and sustainable
engagement. Modern China was founded by the statement that Chinese
people have stood up. And today, and every day, the Australian people stand
up and assert their sovereignty in our nation, with our parliament and with

our laws>.

China of course did not take the speech lightly and complained. Prime Minister
Turnbull was not willing to take any step back, rather he was willing to reiterate
the concept. He even quoted Mao and asked Australian people to stand up once

again (Gribbin, 2017).

At that point China’s pride was on the line. After stopping diplomatic relations,
Beijing proceeded to block the imports of Australian beef and wine, creating
problems for the producers and massive delays (Crowe, 2018). Regardless of the
Chinese tactics, the law passed. The two countries still struggled to build trust and
kept challenging one another. In the following few years, Australia did not allow
Huawei to have access to its 5G infrastructure, blocked Beijing from investing in
its largest gas pipeline and asked for an investigation on the origin of Covid-19 in
2020°%. The latter brought to the 2020 ban on different products of Australian

origin that was previously discussed.

34 From the legislation text, available at
https://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p:query=Id%3 A%22legislation%2Fems%2
Fr6022 ems_e4d3fac9-e684-40c4-b573-c000e7a32b03%22

55 Turnbull, 2017

3¢ For more insights on the Australian response, please check out Reynolds, et al., 2023
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The tension between the two countries eased up in 2022, when President Xi Jinping
met the Australian Prime Minister Anthony Albanese for G20. They managed to
discuss different topics and started to rekindle the relationship between the two
countries (Knott, et al., 2022). As it was discussed earlier, the two are currently
working on resolving their problems and China has been lifting the ban on some

imports.

China did not manage to achieve its goal in this scenario. Australia did not comply
with the Chinese requests and decided to stand its ground. Instead, Australia took
a more aggressive approach, showing Beijing that they could use gray zone
operations as well. In the end, when the two nations resumed talks, nothing
changed in the Australian policies, while China suffered the consequences of its

own actions.

4.2 Taiwan Being Targeted

Studying how China behaves when altering the normal economic exchanges and
the different responses to Chinese attempts at economic coercion helps
understanding the case of Taiwan. Although not being formally recognized as a
country by Beijing, Taiwan has been subjected to economic coercion. China has
been using it against Taiwan to try to reunite the renegade province under its
territory and combat dissent. Just as all other tactics employed, economic coercion
intensifies during periods of crises, with the last one being the election of the DPP
candidate Lai Ching-te. For years China has been using this strategy in hope to put
Taiwan in the position of accepting all the Chinese requests. So far, the plan is yet

to work.

4.2.1 Economic Coercion against Taiwan (2000-2025)

The strategy has been used on different occasions in the past few years. The time
period analyzed goes from 2000 to 2025, to give a broader scope of the most recent
Chinese activity against Taiwan. The year 2000 was chosen as a starting point

because during that year the DPP won the elections for the first time, as seen in
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chapter 1. Considering the mutual dislike between the CCP and the DPP, it is

interesting to study how economic coercion was used to attack the DPP and its

beliefs.

When Chen Sui-Bian won the elections in 2000, China was not indifferent to it.
Knowing that the power was in the hands of a person who was vocal about not
wanting Taiwan to be part of China was not ideal. Beijing was quick to look into
contributors who helped the DPP by making donations. A few donors were
businesspeople working in China, who ended up being harshly criticized (Hsiao,
2021). The reason is that they were investing in the Chinese market, while at the
same time endorsing a party that wanted independence, which Beijing did not like.
The threats coming from Xinhua - the official state news agency of China - brought
great losses for Taiwanese companies. For example, as a result of the Chinese
pressure, in just three days ACER Inc.’s stock fell 5%. Consequently, in order to
avoid any other losses, the CEO of Acer Stan Shih resorted to distance himself
from Chen Sui-Bian, although he later expressed that he does not need his
investment in China to survive (Tanner, 2007). Despite saying that the role of
China in his business was minimal, Shih found himself having to take a step back.

China was able to create distance between the CEO and the DPP.

In 2004 another company was under Chinese scrutiny for the CEO’s political
1deas. After receiving criticism for his support for Chen in the 2004 elections, Hsu
Wen-Lung, CEO of the petrochemical company Chi Mei, became a victim of
economic coercion. Hsu was one of the many businesspeople targeted by Beijing
for supporting the DPP and the idea of sovereignty that were at the heart of the
party. For this reason he was heavily criticized - just like it happened with other
CEOs - with the difference that this time the attack caused a 6.9% drop in the stock
market (Taipei Times, 2004). The situation was particularly tense as the attacks
were starting to affect business. For this reason, Hsu retired in May 2004 (Ho,
2004), letting once again the CCP have the upper hand in the situation. Despite

that, the story did not end on a negative note. Regardless of being under attack, the

69



company managed to recover as a result of an increased request in flat-panel

display (Wang, 2004).

The previous were just two examples of the way the CCP acted against
businesspeople, but they were not the only cases. In general, if Taiwanese
businesspeople had invested or resided in China and had been found supporting
Cheng and the DPP, there would have been consequences. Some were arrested on
the allegation that they were spies, while others were persuaded to give money to
Chen’s opponents or to vote against the DPP in the following elections (Tanner,
2007). This circumstance did not have a significant impact on the economy of
Taiwan, but it was still an attack to those who were trying to expand Taiwanese
businesses into China. From Chen’s first election, mutual distrust only increased
especially considering that neither Taipei nor Beijing were willing to change their

mind on their idea of what the role of Taiwan should be.

The situation improved from May 2008 to May 2016, since the elections were won
by Ma Ying-Jeou, a member of the Kuomintang. The instances of economic
coercion dropped in that period. The 2016 elections were won by the DPP and Tsai
Ing-Wen became President. A new series of informal economic sanctions towards
businesspeople with ties with China began and Taiwanese CEOs became the
target. The reason was once again their support for the DPP and Tsai, who was
opposing the One China Policy (Cheng, 2021). Three companies in particular were
targeted: Hai Pa Wang, Kingcan Holdings Ltd. and 85°C. Hai Pa Wang is a
Taiwanese restaurant chain, Kingcan produces beverages packaging, processed
foods and industrial cans and 85°C is a cafe and bakery chain. The three had
nothing in common other than having expanded their businesses in China. They
were boycotted, investigated for safety issues and largely criticized to the point
that all of the CEOs had to give in and release statements declaring that Taiwan is
part of China (cf. ibid.). The only way for the firms to resume working as usual in
China was to accept Beijing’s impositions. Doing otherwise would have only

caused them to lose too much money. They were left with no choice but to comply.
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Although not being an example of heavy sanctions, the way China dealt with the

problem falls under economic coercion and, in this case, it worked for China.

In that same year Beijing decided to decrease the number of tour groups heading
to Taiwan, which resulted in protests from business owners, who were heavily
dependent on Chinese tourism. They started asking President Tsai to boost
business (Lai, 2022). It caused major problems for the industry, to which the
government stemmed to the best of its abilities. The government did not let the
economic attack affect the political landscape, the DPP did not change its core
beliefs and did not opt for a more pro-China approach. In fact, Taipei chose to use
a diversification strategy, where the focus was on attracting visitors from South
East Asia, specifically Muslim tourists were invited to fly to the island. To help
this process visa requirements were lowered and cultural, educational and touristic
exchanges promoted: it brought to a 30% increase in tourism from South East Asia
in 2017 (Ibid.). Although not fully solving the problem, the DPP found a way to

partially bypass the attempt at economic coercion.

Just three years after the first restrictions on travel, China tried to hit the Taiwanese
tourism industry again. Beijing had realized that the limitations hit Taipei very
harshly and for this reason it was worth trying to replicate the strategy. In 2019
Tsai showed support for the protesters in Hong Kong, which China saw as an
alarming sign from the island. To punish Taiwan for backing what was happening
and in order to influence the elections that were about to be held on the island,
China stopped issuing travel permits to Taiwan to people from 47 Chinese cities
(Smith, 2019). By not allowing Chinese people to travel, Beijing hoped to further
damage the tourism industry of Taiwan and to influence the elections. The CCP
was trying to cause more protests against the government in order to not have Tsai
elected for a second term. The punishment did not have the expected results, as the
2020 elections were once again won by Tsai, the same woman who backed the

protests.
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2020 was also a peculiar year because it was the year Covid-19 spread all over the
world. It was also the year Taiwan and China imposed travel restrictions. On
March 2020 both country barred all foreigners from entering the countries®’. This
event is not an example of economic coercion per se, but it laid the foundation for
it. As a matter of fact, after the first restrictions in 2016 and the travel ban of 2020,
groups from China never resumed travel to Taiwan. Beijing is withholding the
possibility for groups to visit Taiwan, which is affecting tourism and, as a
consequence, the economy. The two have been arguing over the sovereignty of the
island, slowing down the process of restoring normal travel. Only in January 2025
the Chinese Tourism Ministry showed interest in resuming group travel from
Shanghai and Fujian province (Reuters, 2025). For as small of a move as it might
seem, tourism from China was very beneficial to the island. Before Covid-19,
Taiwan was profiting from Chinese visitors, as they were 25% of all foreign
tourists traveling to the island (Lai, 2025). For five years Taiwan’s tourism
industry suffered from it. For this reason the situation created in 2020 out of a

pandemic became part of an economic coercion strategy.

In 2022, after the visit of the US House Speaker Nancy Pelosi, China conducted
military exercises (as seen in chapter 2) and decided to to not import grapefruit,
lemons, oranges and other citrus fruits, chilled white striped hairtail and frozen
horse mackerel from Taiwan anymore. The official reason given by Beijing is that
of excessive pesticides found on fruits, while Covid prevention was stated as the
reason why it was necessary to suspend the imports of seafood. Additionally,
China refused to buy any more natural sand from Taiwan (cf. He, 2022).
Considering the timing of the events, it is obvious that the measure was not taken
out of health concerns, but due to Pelosi’s visit, making it another example of

coercion.

57 According to both governments’ websites:
https://en.mofa.gov.tw/News_Content.aspx?n=1EADDCFD4C6EC567&s=1816E365AF525FDD
(Taiwan) and https://en.nia.gov.cn/n147433/n147513/c160101/content.html (China)
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One year later, in December 2023, China unilaterally decided to stop the no tariff
policy on 12 Taiwanese products under ECFA. Among them there are propylene,
paraxylene, and other petrochemicals. The decision is once again political: Beijing
is trying to get back to Taipei for its choices. As a matter of fact, in December
2023, Taiwan had decided to ban some products of Chinese origin (Ibid.). The
result was China’s change of plans. Beijing was trying to have the ban on its
products lifted by attacking the economy of Taiwan. The 12 products involved in
the ban are important in the petroleum industry: their export from January to
November 2023 consisted of 1.3% of the total exports to China (Tseng, et al.,
2023).

With the elections of January 2024, Lai Ching-te, the DPP candidate won and
became the new President. The President has very strong opinions on Taiwan and
its identity, as it was previously seen in chapter 2. China, of course, is hostile
towards all separatists and it is obvious that Lai’s idea is that Taiwan is a separate
country, not a province of China. For that reason in May 2024 China once again
decided to suspend all concessions on 134 products - which were previously under
ECFA - among which it is possible to find base oils for lubricants, racing bicycles
and textile products (Lin, et al., 2024). The suspensions were even heavier on
Taiwan this time. In this case ending the no tariff trade on so many products was
a clear provocation, but it also showed Beijing’s growing frustration with

Taiwanese politics.

The former are some of the main examples of economic coercion against Taiwan.
The results vary depending on the target and the extent of the potential economic
losses from Chinese intervention. Smaller companies are more likely to accept

Beijing’s demands, while the DPP has never given in to Chinese requests.

The Chinese approach to economic coercion has changed in the past 25 years. By
comparing the examples of economic coercion from 2000 to 2025, it is possible to
see how Beijing’s reactions are becoming more and more aggressive with time. It

went from targeting businesses to trying to harm tourism to unilaterally modifying
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the tariffs on products. As discussed in chapter 3, Beijing does not use only
economic coercion when targeting a country. The same applies to Taiwan, where
multiple kinds of gray zone operations are used, a number that has been increasing
lately. China is not able to convert the island’s ideas to its own, as shown in the
election results, and the Taiwanese closeness with the US - especially in the middle
of a trade war - is scaring Beijing. For all those reasons, Taiwan has seen a more
thorough intervention more recently, which makes it one of the countries that are

the most affected by Chinese intervention in recent years.

5. Analysis of Chinese Economic Coercion against Taiwan
Economic coercion from China is a reality Taiwan has to accept. As long as the
island refuses to consider itself as part of Chinese territory, Beijing will not stop
using gray zone operations, among which there is economic coercion. Although
not being able to change Taiwan’s political trajectory, economic coercion might
still affect the country’s economy somehow. In this chapter the impacts of
economic coercion will be analyzed, followed by a more thorough study of
Beijing's objectives and the backlashes resulting from the operations. In the end,

there will be a discussion on what China could potentially do to reach its goals.

5.1 Is the Economy Affected by Economic Coercion?

Since the political climate of Taiwan is yet to change due to the fact that Taipei is
not willing to bend to Chinese requests, it becomes necessary to analyze the impact
of economic coercion on the economy of the country. As a matter of fact, only
after studying GDP changes, inflation and unemployment rate will it be possible

to actually demonstrate that the real intent is not merely economic.

5.1.1 GDP Changes
Taiwan has a growing GDP. In 2024 it reached $775.02 billions and it is projected

to keep growing in the following years®. The forecast shows that the country’s

38 Data from the World Monetary Fund, https://www.imf.org/external/datamapper/NGDPD@WEO/TWN
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economy is deemed as stable and that Taipei has strong economic policies. As it
was seen in chapter 2, Taiwan’s semiconductors have become essential worldwide,
to the point that 90% of the most advanced chips come from the island (Davidson,
et al., 2024). It is clear that the island’s economy profits from those sales,
especially with the increasing demand for semiconductors of the past few years. It

is also true that the government has made the right calls by investing in it early on.

Taiwan’s GDP has been growing since the 80s and, unless a new circumstance
changes the course of events, it is meant to keep growing at a rather fast pace®.
This is significant: it means that, regardless of Chinese intervention, the country is
still able to have a growing economy. It also means that economic coercion was
unsuccessful. It can be seen that there are only two instances where the GDP
growth was negative: in 2001 the growth rate was at -1.4% and in 2009 it was at -
1.6%%°. Those two occurrences are due to global economic downturns, which are

not strictly related to China.

In 2000 the dot-com bubble burst. The dot-com bubble was a stock market bubble
created by speculating on online businesses. This brought to bankruptcies and
liquidations in online and technology entities®'. Being Taiwan a key tech hub, it
was heavily affected. It did not help that it was also the year when the DPP won
the elections for the first time. The DPP was anti-business and could not come to
an agreement with the parliament over the construction of a fourth nuclear plant
(Wu, 2002). The whole political situation was also not very favorable for
companies, which, combined with the global recession, caused the 2001 negative

growth rate.

In 2008 the financial crisis brought a worldwide regression. The burst of the

housing market bubble and the following bankruptcy of the Lehman Brothers

% As shown in Chart 3, which can be seen in the section “Charts and Pictures”

% Data from the World Monetary Fund,
https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/TWN

! From the Corporate Finance Institution, https://corporatefinanceinstitute.com/resources/career-
map/sell-side/capital-markets/dotcom-bubble/
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brought the world into despair. Every country was affected by it, even Taiwan was
not safe. Considering the American and European destruction of wealth, a country
such as Taiwan, which based its economy on exports, heavily suffered from it. It
was found that exports fell by 30% in the first quarter of 2009, along with a low
domestic demand (Wang, 2010). The negative GDP growth rate was due to the
crisis that was impacting all the countries. It was not a Taiwanese only problem

and once again China was not involved.

As it was proven, the only times Taiwan’s GDP was not growing was due to
international crisis. It is also interesting to note that China could not and did not
want to use economic coercion as a way to bring the island to its knees. The data
proves that even after the suspension of 134 ECFA concessions, Taiwan’s GDP

did not take a hit and it is projected to have a growth of 2.7% in 2025%.

5.1.2 Inflation

In order to see if economic coercion is effective, it is important to analyze inflation,
which is defined as “the change in the price of a basket of goods and services that
are typically purchased by specific groups of households”®. The consumer price

index (CPI) is used to calculate inflation. The CPI is

a series of summary measures of the period-to-period proportional change
in the prices of a fixed set of consumer goods and services of constant
quantity and characteristics, acquired, used or paid for by the reference
population. Each summary measure is constructed as a weighted average of
a large number of elementary aggregate indices. Each of the elementary
aggregate indices is estimated using a sample of prices for a defined set of
goods and services obtained in, or by residents of, a specific region from a

given set of outlets or other sources of consumption goods and services.**

62 Data from the World Monetary Fund,
https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/TWN

83 Definition from the Organisation for Economic Co-operation and Development,
https://www.oecd.org/en/data/indicators/inflation-cpi.html?oecdcontrol-9d7¢d6b604-varl
%4 Tbid.
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According to the International Monetary Fund®, in 1980 the inflation rate was at
19%, which decreased drastically in a matter of just two years. Ever since, the
percentage has never gone over 4.5% (reached in 1993). From 2000 to 2025 the
inflation has been rather stable. In the early 2000s inflation was modest, while it
reached -0.3% in 2003. That is a consequence of the 2000 dot-com bubble burst,
which caused an appreciation of the NTD to the US dollar (Yang, et al., 2005).
The situation not only affected the inflation in the year 2000, but also in the
following years. Additionally, some internal factors were causing the inflation rate
to sink. Local political unrest was having an impact on the economy, as well as a
weakened financial system and a worsening government financial situation.
Additionally, the relations with China were aggravating (Ibid.) after the election
of Chen, causing economic troubles. For as much as China was involved in the
lowering of Taiwan’s inflation rate, it was not the main cause for it. It was an
addition to an already existing situation of crisis that happened to hit at the same
time. As a matter of fact, for as much as businesses were involved in the Chinese
economic coercion tactic, not all of them were attacked, as it was previously

discussed in chapter 4.

Starting from 2004, inflation rose again till 2008, where it hit 3.5%. The percentage
was due to the rise in gasoline and diesel costs that followed the surge in oil prices
as well as the increase in food prices, caused by heavy rain that destroyed crops
(Bloomberg, 2008). The following year the situation changed completely: the
crisis caused deflation, to the point that the rate for 2009 was -0.9%. Considering
Taiwan’s export-oriented economy and the diminishing foreign demand for
Taiwanese products, a decrease in inflation was to be expected. Taipei suffered a
41.9% drop in exports in January 2009, a way higher percentage compared to the
other Asian countries (Cooke, 2009). Once again, China was not involved in the

fluctuation of the inflation rate.

65 As shown in Chart 4, which can be seen in the section “Charts and Pictures”
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From 2010 to 2014 inflation rose again, ranging from 0.8% to 1.9%. In 2015 the
percentage was -0.3%. The causes are the drop in the price of crude oil - which
went from costing $106.07 per barrel in 2014 to $45.25 in 2015 - caused by a
stronger US dollar, an economic slowdown in China and OPEC’s oversupply of
oil (Chiu, 2015). The reasons were once again related to external factors that
influenced the economy of the island. Once again China has little to do with it and
it 1s also important to notice that there are no instances of Chinese economic

coercion in 2015, as per chapter 4.

In the following years, from 2016 to 2019, inflation rates varied from 0.6% to
1.4%. In 2020 the percentage was -0.2% due to the impact of the Covid-19
pandemic, which slowed down the global economy. Taiwan’s economy being
mostly export-based was affected, although, looking at the GDP changes and
inflation charts®®, it is possible to affirm that the island’s economy did not take a
hard hit from it. The losses were almost trivial compared to those of other

countries.

After 2020 inflation rose again, even reaching 2.9% in 2022. It then fell again
hitting 2.1% in 2024. It is projected to remain stable in the next few years at around

1.5/1.6%.

Overall, the inflation rates and their changes were never due to situations created
by China. The only time inflation might be affected by Beijing was in 2003,
although it is unlikely, considering how targeted the instances of economic
coercion were. Global events and crises were the real reason behind all the
deflation occurrences, which once again means that Chinese economic coercion

was not meant to destabilize the economy in itself.

5.1.3 Unemployment Rate

Employment might be affected by economic coercion, since if it was effective it

could lead to major layoffs. However, when it comes to Taiwan, it does not seem

6 Respectively chart 3 and 4
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to be the case. The unemployment rate rose in 2001 and 2002, 2009 and very
slightly in 2020 and 2021%7. Although unemployment had been growing since the
90s, in 2000 the percentage was 3.0%, which was the lowest recorded in the past
25 years. Looking at the years, it is once again obvious that unemployment is
mainly affected by global crises. As a matter of fact, it decreased - although never
going under 3.7% - once the situation improved on a global level. With the
decreased demand in goods and services due to all the crises, companies needed
less employees, bringing up the percentage of people looking for a job. In all the
instances, the government intervened to ease the situation and help. On January
Ist 2003, the Employment Insurance Act took effect, it was aimed at bettering the
workers’ skills, encouraging job opportunities and giving financial support to those
unemployed or during job training (Bureau of Labor Insurance, 2019). In 2009 the
government created a number of projects to better the situation, such as the
Program of Getting to Work Immediately, Subsidy for Sustainable Employment
Program, the Multi-Employment Promotion Program, the Dawn Employment
Promotion Program, the Project of Hope for Employment (Ministry of Economic
Affairs, 2012). The government also tried to fight unemployment through
economic stimulus packages for businesses to prevent employers from firing their

employees (Lin, 2020).

There are other reasons for the rather high unemployment rate. The cause for that
is based on internal troubles, which are not influenced by other countries. For
example it is worth noticing that 82% of the people aged 25 to 29 have a college
degree. This creates a mismatch between the skills those people have acquired
through their college education and the actual needs of Taiwan’s economy (Levine,
2024). The discrepancy between supply and demand is causing many young people
to struggle to find a stable job that can pay well.

7 As shown in Chart 5, which can be seen in the section “Charts and Pictures”
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5.2 The Real Objective

The previous data show that China could not affect Taiwan’s economy. The GDP
has been growing since 2000, inflation did not take a hit from the employment of
economic coercion and unemployment was not affected. The most relevant
changes are due to global events that do not really involve China directly. It
appears that economic coercion could not condition Taiwan. However, Beijing
would not operate such a maneuver knowing that it is going to fail: the purpose
behind economic coercion is not actually economic. The CCP is not trying to hit
Taiwan’s economy to the point of destabilizing it, since it would result in great
losses for China too. Beijing uses it to punish the island whenever the government
comes too close to the enemy or expresses the wish to become independent. It is a
way to show how powerful China is and how it could create huge troubles for
Taiwan if it wanted to. As all gray zone operations, the main focus of economic
coercion is to instill fear, hoping that would be enough to make Taiwan’s DPP

change its political beliefs.

From 2000 to 2025 there are two main reasons why China has used economic
coercion against Taiwan: influencing Taiwan’s politics and taking revenge for

Taiwan’s political actions.

When it comes to influencing the political landscape of Taiwan, the 2000, 2004
and 2016 attacks on businesspeople are a great example of that: they were meant
to undermine the DPP electorate and funds. Without support and donations it
would have been more difficult for the DPP to win the elections, which is exactly
what Beijing was hoping to achieve. By pressuring those who can influence the
results in favor of the DPP, China wanted to influence the electorate, although

economic coercion did not bring the expected results.

In 2016 and 2024, following the elections, China once again acted in order to show
its dissent. Those were other examples of Beijing trying to interfere with the
politics of the island by punishing Taiwan for electing a President that was not

willing to accept Chinese sovereignty.
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The 2019 travel ban was an example of economic coercion due to a political action.
Tsai’s support for Hong Kong, which was rebelling against the CCP, was punished
by China by attacking the tourism industry. Regardless, it was once again not fully
effective since the Taiwanese government still found a solution. Although not

making as much money as before, the industry still managed to survive.

The 2022 example of economic coercion came right after Taipei had contacts with
the US, which once again showed the close ties between the two. China does not
accept the friendliness between an island that it sees as part of its own territory and
its main competitor. The competition with the US is not a mere matter of economic
interests, Washington’s political closeness to Taiwan is not something to
underestimate. Additionally, the more Taiwan is backed by the US and the less
dependent it will be on China.

There is only one exception to the two main reasons why Beijing employs
economic coercion, which is the 2023 reaction to the Taiwanese decision to ban
some Chinese products. That was a way to show to the island that China could also
do the same and cause Taiwan harm if necessary. It was a way to demonstrate that

Beijing was not willing to allow Taipei to have the upper hand in the situation.

The aim of economic coercion is political and the analyzed data and the situations
that brought Beijing to use the gray zone operation®® are proof of it. However,
Taipei has proven that China could not change the political trajectory of the island
through economic coercion, and, in general, gray zone operations. Robert A. Pope

explained that

Pervasive nationalism often makes states and societies willing to endure
considerable punishment rather than abandon what are seen as the interests
of the nation, making even weak or disorganized states unwilling to bend to

the demands of foreigners®.

88 As discussed in chapter 4
% Pope, 1997
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Taiwanese nationalism has made the country less willing to accept Chinese
economic attacks, which also led to more openness to other solutions and ideas. It
also caused the creation of stronger ties with other countries, just like it happened
with South East Asia. Considering China as an unreliable partner could force
Taipei to create new relations, which could potentially be damaging to Beijing. If
the Taiwanese government forms new partnerships with other countries, it will rely
less on China, becoming more and more independent. Economic coercion could

also harm Beijing.

5.3 Backlashes

Taiwan is trying to gain more recognition. The DPP wants to create an independent
country and is not willing to succumb to China. Economic coercion and gray zone
operations per se are not the reason why Taiwan’s behavior in the last 25 years has
been trying to gain access to international organizations and to find new allies.
However, the Chinese use of those tactics has made it more clear to Taipei that
Beijing would not allow Taiwanese people the freedom to choose who they want
to be and what they want to do with their land. Gray zone operations are not the
cause behind the independence claims of which the DPP is the bearer, they are an

indicator of the trajectory of China’s politics on the island.

At the end of the day, Taiwan was not willing to give in to Chinese requests. This
is causing troubles to China, which yearns for the island’s submission. It is not
really creating financial problems for China - just like it is not affecting the
Taiwanese economy - but it is influencing the political background of Taiwan,

pushing the island to find alternative partners and try new strategies.

5.3.1 International Organizations

Taiwan is not recognized as a country internationally’®. Due to its uncertain status,
Taiwan is yet to join many international organizations. Additionally, China

opposes all participation as it would mean accepting that the island is not under its

7 The only exceptions are those that can be found in chapter 1
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jurisdiction. Regardless, in the past few years Taiwan has been trying to join

several organizations, following the growing pressure from China.

Due to the DPP’s increased support, the party was able to condition the opposing
government or try first-hand to join international organizations. Separatist ideas
were at the heart of the plan. However the deteriorating relationship between
Taiwan and China - shown by the increased use of Chinese economic coercion and
gray zone operations during the presidency of a DPP member - explain how in
recent years the island has been intensifying its efforts to take part in those

institutions.

5.3.1.1 United Nations
Taiwan has been trying to rejoin the United Nations (UN) since the expulsion of

the ROC in favor of the CCP in 1971. With the aforementioned Resolution 2758,
all ROC representatives were replaced by CCP representatives and therefore lost
even more recognition. From that moment on, the government of the island has
been trying to regain its international power. Since 1993 the DPP had been
pressuring the then Kuomintang-led government and President Lee Teng-hui to
fight for the Taiwanese right to be in the UN. A loophole in entry rules to the
multinational General Agreement on Tariffs and Trade allowed Taiwan to apply
despite China’s resistance (Murphy, 1993). However, China was able to veto the

application.

Starting from 1993, Taiwan would apply multiple times without ever explicitly
defining its status (Winkler, 2012), which is something that changed under the
presidency of Chen Sui-Bian in 2007. The application was made under the name
of Taiwan’!. Once again Chen and the DPP’s intentions were clear, they did not
accept to be part of China. In 2008 a referendum was held to decide whether to
keep trying to join the UN, but it did not reach the threshold, failing.

"I The document can be read on the UN website, https://docs.un.org/en/A/62/193
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The situation with China stabilized with the 2008 election that saw the Kuomintang
in power for the first time in eight years. As a matter of fact, in 2009 China allowed
Taiwan to become an observer of the World Health Assembly (WHA) of the World
Health Organization (WHO) from 2009 to 2016. In 2013 Taiwan was invited to
join the International Civil Aviation Organization (ICAO) Assembly. In those
years Taipei was able to take part in some UN agencies, giving the island more

recognition.

With the 2016 election of President Tsai, Taiwan was excluded from the WHA
due to Chinese requests (Al Jazeera, 2020). The same happened with the
participation in the I[CAO Assembly: Taiwan was not invited to take part in the
conference, held in Montreal starting from September 27th 2016 (Sutton, 2016).
China, afraid of what Tsai would do, quickly barred Taiwan from being part of any
international agency or assembly. Taipei was not indifferent to that. In 2016
President Tsai also tried to take part in the World Health Organization, the
International Civil Aviation Organization and the UN Framework Convention on
Climate Change (Jennings, 2016). Taiwan was not willing to surrender to Chinese

decisions.

From that moment on, the island has tried multiple times to become a member of
the UN. In 2018 Taiwan launched a multipronged campaign which was also signed
by multiple allies (Public Diplomacy Coordination Council, 2018). The request
was legitimated by the signature of the allies, however it was in vain. China was
once again in the position to veto the request and it was determined to not let Taipei
have access to organizations that might make the island more relevant in the

international context.

The US tried to take matters into its own hands. In 2021 the former Secretary of
State Antony Blinken urged the other UN members to support Taiwan,
highlighting the excellent response to the Covid-19 pandemic (Reuters, 2021).
Washington was trying to persuade the other countries to go against China’s will.

Despite the American request, Taiwan was once again left out of the Institution.
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In 2023 the protests for the inclusion of Taiwan in the Organization grew, also
following the strengthening of the relationship with the US" and its allies. During
the 78th UN General Assembly Palau, Guatemala and Paraguay advocated for
Taiwanese participation in the UN. The reason behind it is that Taiwan contributes
to science, technology, health and development and should have access to the
international community. Additionally, Taiwan was among the countries that were
providing training opportunities to the Palauans (Taipei Times, 2023). Taipei was
starting to gain relevance for its advancements and its ties to the US, which helped

Taiwan gain more international consensus.

Taiwan is yet to submit another application for UN membership, however the
desire to take part in it did not fade. As long as the President is a member of the
DPP, China will stop all attempts at joining the Institution even as an observer. As
the situation gets more tense worldwide and Taipei and Washington keep having

such close ties, it is unlikely for Beijing to change its strategy.

5.3.1.2 International Monetary Fund
Taiwan has been trying to join other international organizations. The IMF became

part of the plan in 2024, when it became a necessity for the DPP. Taipei is afraid
that China might try to financially assault the island (Tang, 2024) in order to
restrain it from attempting to become independent. Being recognized by the IMF
would imply being seen not only as an economic power, but also having access to
IMF resources and gaining more insights on global demands and needs. It could
lead to having more international influence, which is exactly what Beijing does not
want. Regardless of China’s desires, the IMF does not have specific rules regarding
sovereignty or independence: they are not considered a criterion for membership
(International Monetary Fund, 1985). As a matter of fact, Hong Kong and Macao,

which are not internationally recognized as countries, are members of the IMF.

72 As discussed in chapter 2
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In March 2025 the US House of Representatives’ Committee on Financial Services
approved a bipartisan bill in support of Taipei’s admission to the IMF (Taipei
Times, 2025). The strong relationship established between Taiwan and the US
stands as strong as ever, with the US trying to use its influence to change the
situation. Despite that, Taiwan is still not being accepted into the IMF, however

the government is yet to lose hope.

5.3.1.3 Interpol
Taiwan has been trying to rejoin Interpol. The ROC was part of it from 1961 to

1984, when it was replaced by the PRC (Coyne, 2024). By not being a member of

the Organization, Taiwan does not have access to the latest intelligence updates.

Over the years many countries expressed support for Taiwan’s participation. In
2016 President Barack Obama signed a bill requesting that the island be allowed
the status of observer at Interpol, also quoting the significant job Taipei did as an
observer for the WHA (Library of Congress, 2016). Despite that, the situation
remained unchanged, but the US once again showed that its government was

willing to put an effort into helping Taiwan join more international institutions.

In 2023 sixty countries called for the inclusion of Taiwan into the organization
through letters, news releases, videos, speeches, statements, resolutions and reports
(Liu, 2023). This was an example of how important Taiwan was becoming on a
worldwide level. It also proved that many countries would consider Taipei reliable
and a separate entity from China, which could pave the way for broader

international recognition.

Taiwan is still excluded from Interpol, however the increased consensus among its
members could possibly bring to a change. In the future it is possible that the island
could obtain at least the observer status, which could ease its way into the

Organization.

The former were just a few examples of international organizations that Taiwan is

trying to join. It can be seen that as the DPP was given the presidency and China
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became more aggressive towards Taipei, the island has been more interested in
becoming a member of the institutions. Throughout the years Taiwan has gained
much support from other countries, in particular from the US, which has been
trying to push for Taipei to be able to have a say in the most important international

organizations.

5.3.2 Unofficial Ties

Since 2000 Taiwan has lost political allies, but it has created more unofficial
relations with different countries, especially Western ones. The most obvious
example is the US, as it was previously discussed in chapter 2, but it is not the only
one. The following are a few examples of relations that were built after the year
2000 or that became stronger in the past 25 years. The entities and countries taken
into consideration are ASEAN, the EU and Japan, which are currently some of the
most important trading partners for the island. The decision to pick those three is
due to the fact that they are extremely diverse but all necessary for Taiwan. They
are trading partners, but they also work together to maintain security in that region
of the world. Lastly, although not being able to have formal diplomatic ties,
ASEAN, the EU and Japan all have been working together with Taipei as if it was
a different entity from China. This shows how, despite and in spite of being
subjected to gray zone operations such as economic coercion, Taiwan has been
nurturing relations with entities and countries that recognize its importance on a
global level. In the past 25 years the island has been making its global presence
more noticeable also through those close bonds, while at the same time fighting

against China’s claims.

5.3.2.1 Association of South East Asian Nations
Taiwan began to build ties with ASEAN in the late 1980s and early 1990s, as part

of the “Go South” policy (Jing, 2016). Taiwan was never allowed to join ASEAN,
as the Association did not want to cause troubles with China. Regardless, Taipei

was able to build informal partnerships with its members.
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In 2009 the Chung-Hua Institution for Economic Research, one of the most
prestigious Taiwanese think tanks, opened the Taiwan ASEAN Studies Center
(TASC). According to the President Ma Ying-Jeou, TASC was created with the
aim of facilitating dialogues with other think tanks in the ASEAN countries: those
were in charge of making bilateral and multilateral cooperation possible (Office of
the President - ROC, 2019). It is interesting to notice that Ma was a member of the
Kuomintang, which is known to be politically close to China. As a matter of fact,
opening the Center was not a political statement, but it created more opportunities
for regional dialogue, which later helped Taiwan strengthen its ties with South East

Asia.

The most important change happened in 2016 when Taiwan’s President Tsai Ing-
Wen introduced the New Southbound Policy (NSP). The policy was meant to
strengthen the relationship with ten ASEAN countries (and six countries in South
Asia, Australia and New Zealand) through the promotion of economic
collaboration, the conduction of people-to-people exchanges, the enhancement of
resource sharing and the forging of regional links (Glaser, et al., 2018). The policy
was meant to create a stronger bond between firms or the establishment of
alliances, but was also a way to unite people. It emphasized culture and education,
which also showed Taiwan’s interest in nurturing a relationship with its
neighboring countries. It was not a mere matter of economics or politics, it was a

way to further promote exchanges between people from different countries.

When it comes to bilateral agreements with ASEAN members, in 2014 the
Agreement between Singapore and the Separate Customs Territory of Taiwan,
Penghu, Kinmen and Matsu on Economic Partnership (ASTEP) came into force.
It created preferential tariff access, as well as providing provisions on intellectual
property, government procurement, e-commerce, competition and dispute

settlement (Enterprise Singapore, n.d.).

In 2015 the Agreement Concerning the Facilitation of Cooperation on Law

Enforcement in Fisheries Matters was signed between Taiwan and the Philippines,
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with the aim of avoiding unnecessary violence, building an emergency notification
system, establishing a prompt release mechanism, implementing a Technical
Working Group meeting, committing to peaceful dispute resolution and continuing
to hold consultations (Ministry of Foreign Affairs - Republic of China (Taiwan),
2015).

Lastly, Taiwan was involved in the project Thailand 4.0. In 2019 the island became
a point of interest due to its schools and universities, which could train talents who
will then work for the 10 industries of Thailand 4.0 (Taipei Economic and Cultural

Office in Thailand, 2019).

The last three examples are relevant because they show how Taiwan is really trying
to create strong ties with the countries in South East Asia, other than trying to be
accepted by ASEAN. Joining ASEAN does not seem possible at the moment,

however Taipeli is gaining importance as a reliable partner for single countries.

5.3.2.2 European Union
Starting from the 2000s the EU has been building new ties with the island. The

first attempt at creating a relation between the two was in 2003, when the European
Economic and Trade Office (EETO) in Taiwan was established. The idea was to
have a representative office without using that name. The EETO became
responsible for all aspects of the relationship between Taiwan and the EU, as well
as supervising the EU's relation with Taiwanese civil society, think tanks and
academia (European Economic and Trade Office in Taiwan, 2024). From that
moment on, the two parties were openly working together to start seriously
building ties. Following that, in 2008 the EU showed interest in opening a
European Union Centre in Taiwan, which had the intent of “encouraging studies
of the European Union and academic and civil society exchanges and cooperation
globally” (European Union Centre in Taiwan, 2024). The Centre became a reality
the following year and has been active ever since. The creation of those two

institutions were the base for the formation of a partnership, that, although not
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being official - as the countries in the EU do not recognize Taiwan as a country -

it very much exists.

The relationship between the two intensified through the years. In 2015 Taiwan
became part of the Trade for All strategy, with the intent of starting negotiations
on investment (McClarkin, 2018). That brought to more investments on the island,
which was recognized by the EU for its strong and growing economy. Other than
that, the EU did not involve China in the plan. This shows that although not being
in the position to officially recognize Taiwan as a separate country from China, the

EU was still doing business with Taipei without the involvement of Beijing.

In 2020 Taiwan became the EU’s 14th trading partner, while the EU was Taiwan’s
largest foreign investor (European Economic and Trade Office in Taiwan, 2024).
The bond between the two is strong and secure: in less than 20 years their economic
relation became pivotal to Taipei and the EU. However, that was not enough. The
DPP’s aim is independence, while the EU has been trying to keep the status quo in
order to avoid troubles with China. In 2024 President Lai called for an economic
partnership agreement with the Union, which would be politically significant for
Taiwan (Reuters, 2024). At the moment of writing, this is yet to happen. Despite
that, it is undeniable that Taiwan is a key country for the EU and that the

partnership between the two is as strong as ever.

5.3.2.3 Japan
Japan is an important partner to Taiwan due to economic and security reasons, as

both countries share the same concerns over China.

Formally, the relationship between the two ended in 1972, although in that same
year the Japan-Taiwan Exchange Association (and its counterpart the Taiwan-
Japan Relations Association, formerly known as Association of East Asian
Relations) was created. It was initially called Interchange Association: the name
was changed only in 2017, but its main objective did not change. It was created

with the intent of
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develop and maintain practical links between Japan and Taiwan through
facilitating the entry and stay of Japanese residents and tourists in Taiwan,
the education of their children as well as strengthening academic and
cultural ties, and developing trade, economic, and technology links between

Japan and Taiwan’>.

Despite not recognizing Taiwan, Japan had always found a way to maintain its ties
with Taipei. The two Associations were left in charge of bilateral agreements, since

the government of Japan was not allowed to sign them due to the status of Taiwan.

The strength of the bond between Tokyo and Taipei could also be seen during
crises. In 2011 during the Great East Japan Earthquake, Taiwan was quick to
provide active support as well as sending 25 billion yen, which is around $164.8
millions (Kageyama, 2024). Helping Japan was once again proof of the amicable
relationship and the mutual support between the two countries. It was also proof

that Taiwan is reliable and willing to help its partners.

In that same year the Association of East Asian Relations and the Interchange
Association signed the Taiwan-Japan Bilateral Investment Agreement. It was a
peculiar Agreement because it was signed between the two Associations since
Taiwan was not and still is not considered an independent country by Japan
(Hamamoto, 2013). Tokyo did not want to provoke China, for this reason the two
found a way around the problem by allowing the two Associations to sign the
bilateral agreement instead of the government. Regardless of the odd situation, the

agreement helped regulate trade and investments.

Although Tokyo failed to recognize the island’s independence, in 2013 the two
signed the Taiwan-Japan Fisheries Agreement, which was essential to regulate
fishing and work on resource conservation, as well as being the base for dispute
settlement (Kotani, 2015). As a matter of fact, the agreement was useful also

because it helped with the Senkaku islands, which are also claimed by Taiwan. By

73 Japan-Taiwan Exchange Association, n.d.
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creating a regulation, Japan was aiming at avoiding a possible anti-Japanese
alliance between Taipei and Beijing. By considering the possibility of an alliance,
Japan is indirectly accepting the fact that Taiwan is not a part of China, although

never expressing it openly.

This was followed up by the 2016 Taiwan-Japan Maritime Affairs Cooperation
Dialogue to deal with fisheries, maritime search and rescue and maritime
technology since both countries have the same problems and interests (Lin, 2016).
From that moment on, the two have been having annual dialogues to address
maritime issues. By holding those discussions, Japan and Taiwan are able to
further connect and work together towards common goals, once again proving the

strong partnership between them.

In 2021 Taiwan was for the first time ever mentioned in Japan’s defense white
paper, amid Chinese intimidation against the island, also hinting at military support
if China decided to attack (Clark, 2021). It was a moment of change. Defense white
papers have to be approved by the Cabinet before publication, meaning that the
government for the first time defined Taiwan as a separate entity. From that
moment on the annual defense white papers maintained the same narration,

explicitly showing concern over the situation in the strait.

In 2024 Japan and Taiwan’s Coast Guards united for a joint exercise drill south of
the Boso Peninsula in the Chiba Prefecture. It was the first time the training has
been made public, although it might have not been the first one (Reuters, 2024).
The reason behind it was once again China’s aggressive maritime strategy, which
made it necessary for Tokyo and Taipei to have joint training. However, the
military drill also proves that the two countries have aligned interests and that they

both are willing to challenge China’s power.

5.4 A New Strategy?

Economic coercion per se has been proven not to have achieved Beijing’s goal.

Gray zone operations do not seem to scare Taiwan and political isolation has been
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bypassed in many instances. Taipei has been very resilient ever since the CCP took

power and recently has become more and more willing to become independent.

To change the status quo and regain power, China could try different strategies,
such as the disruption of the semiconductor industry or trying to further isolate
Taiwan from the rest of the world. There is also the possibility that China would

completely change its approach and try to invade the island.

5.4.1 Is Destroying Taiwan’s Semiconductor Industry a Good Idea?

In order to tear down Taiwan’s semiconductor industry, China would need to either
cut Taiwan’s supply of rare earths, finding a way to develop better semiconductors
or find a way to use the semiconductor that China can produce in a smarter way,
like they did with the Al chatbot Deepseek’. Cutting the supply of rare earths
sounds easy, considering China produces 69% of the world’s rare earths, while
processing 90% of rare earths elements as of 2024 (Mining Technology, 2025).
Taiwan would need to find ways to get around a possible ban, however it would
undoubtedly slow down the production. However, China still depends on Taiwan
when it comes to chips production. Although not being able to buy the state-of-art
ones - as per chapter 2 - Beijing keeps buying some less advanced semiconductors
from Taipei. As a matter of fact 70% of them are bought from TSMC (Cronin,
2022).

When it comes to trying to find a different way to produce semiconductors on the
mainland, that is also particularly complicated, as China does not have access to
the tools to manufacture them’. If Beijing were to find a way to obtain those tools,

it would still take time to build the factories.

Using less advanced semiconductors to produce state-of-art technology is what

China has been trying to do, although it takes a long time. As seen for Deepseek,

74 See chapter 2
75 Due to the CHIPS and Science Act, as discussed in chapter 2
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the chatbot needed a long time to be trained, which might put China in a less than

ideal position in the trade war.

Those are a few of the reasons why at the moment Beijing is not able to harm
Taiwan’s semiconductor industry without suffering from it. Without Taipei, China
would also risk being left behind, where the island’s allies would gain huge

technological advantages over Beijing.

5.4.2 Can Beijing Further Isolate Taiwan?

China has been trying to isolate Taiwan for years, especially since the DPP has
gained so many supporters. It is vital for Beijing that Taipei does not obtain more
recognition than it already has. For this reason it has been vetoing its access to
different international organizations and has been pressuring other countries
against accepting any change in the status quo. However, it is also worrisome to
the CCP the ties that the island is creating with the Western countries - and in
particular the US - which could potentially help Taiwan in case of an uprising. As
seen previously, Taiwan has been able to create strong bonds with different entities
and countries despite Chinese efforts. There is not much Beijing can do other than
barring Taipei’s access to international bodies and using gray zone operations to
force other countries to bend to the One China policy’®. As a matter of fact there
are a few instances where the CCP tried to use its power and influence to change
some countries’ leaders' ideas in regards to Taiwan. For example, in 2021 when
Paraguay was struggling with Covid-19, China offered vaccines in exchange for

the derecognition of Taiwan, which Paraguay did not accept (McCartney, 2021).

Although those tactics might work on some occasions, it is undeniable that Taiwan
now has more recognition than ever. Regardless of its status, the island has been
able to portray itself as strong and reliable, which is something that China cannot

change by simply trying to constrain its contacts with other countries.

76 Just like it did in the case of Tibet, as discussed in chapter 3
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5.4.3 War?

China might try to take over the island militarily. Beijing is planning on becoming
fully prepared for major combat operations by 2027, although that does not
necessarily mean that the PLA will attack Taiwan (Culver, 2025). What has been
found is that China has been building new mobile piers. Those piers can be used
to facilitate landing on challenging shores, which is useful in the case of Taiwan:
the coast has cliffs, reefs and rocks, while the flatter western beaches are muddy.
On top of that there are concrete seawalls and wave-breaking concrete blocks
between the coast and the inland areas (Hille, 2025). By employing the new mobile

piers, China could land and easily have tanks and artillery sent to the island.

Following that news, in March 2025 a video appeared on WeChat featuring large
barges. Those could be used in case of an invasion, as Taiwan only has around 20
beaches where the Chinese army could land, which can be filled with anti-landing
equipment (Davidson, 2025). With barges, the problem is solved, as they would
allow China to land in other areas of the island. The fact that one of the main
defense mechanisms that could be used by Taiwan to stop the PLA from landing
could potentially be outdated comes as a surprise for Taipei. Additionally, there is
a possibility that the US could not protect the island in case of a Chinese attack. In
October 2024 the Chicago Council on Global Affairs created a survey asking
Americans their views on Taiwan. It was found that only 42% of the interviewees
were in favor of sending troops to Taiwan in case of an invasion although most of

them were not against sending help (Kafura, 2024).

Those advancement and the overall modernization of the army that China is
carrying on is definitely not creating a peaceful environment. Taiwan needs to
prepare itself for the worst case scenario, even if it might not happen. This could
be the CCP final move to take over the island and destroy the opposition once for
all. However, it is still too early to tell if China is planning an attack. It might just
be another gray zone operation to create panic and make Taipei comply with

Chinese requests.
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Conclusions
Taiwan’s status is constantly being challenged. The DPP became the channel for
the Taiwanese quest for formal independence, which only increased over the years.
When the political party managed to win its first elections in 2000, China realized
that it needed to intervene in order to maintain the status quo. Although never
directly attacking the island, Beijing did all it could to stop all Taipei’s attempts at
increasing independence. Regardless, Taiwan became a close unofficial ally to the
US, becoming especially important to the economic superpower in the past few
years, when the trade war between the US and China began. Taiwan, being the
major hub for the production of semiconductors, became crucial in the economic
conflict. However, Taipei does not want to take the side of Beijing: it follows
Washington’s requests, which also include not allowing China to buy state-of-art

chips.

For those two reasons, China has been implementing gray zone operations, actions
that stay on the gray line between peace and war. China has been well-known for
using those tactics against all the countries that were acting against Chinese

wishes, however Taiwan has always been the main target.

The last chapters analyze those operations, focusing in particular on economic
coercion. Economic coercion was used quite frequently in the past 25 years, aiming
at forcing Taiwan into submission. The study then follows the question whether or
not economic coercion could actually destabilize the economy of the island,
especially considering the large amount of goods exported to mainland China from

Taiwan every year.

Economic coercion, I conclude, was never meant to invalidate Taiwan’s economy.
It was a way to instill fear that China could do something worse like annihilating
Taiwan’s economy or even stripping the country of its independence. The tactics
only affected a few businesses or sectors, such as the tourist one. They were never
aimed at creating major problems in the island, as it would cause troubles to China

too. China does not want to depend on an unstable economy when it comes to the
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production of semiconductors, which are widely used on the mainland. Not having

access to such a key hub for chip production would bring huge economic losses.

However, the study also brought to the attention that Taiwan is not passively
accepting China’s attempts to put pressure onto Taiwan and its economy. It has
instead become clear that Taipei would not let China decide for the island. Taiwan
has never taken a step back when Beijing was implementing gray zone operations
and economic coercion in particular. Even when China tried to destroy Taiwan’s
tourism industry or when it suspended 134 ECFA concessions, Taipei was never
willing to bend to Chinese requests. The government decided to take different

routes by finding new solutions to the problems.

Those operations also brought Taiwan to the realization that China was not
reliable. China cannot be trusted in allowing the Taiwanese people to determine
their own future. A future that does not include being absorbed or occupied by
Mainland China. For this reason Taipei has been working towards finding new
solutions. The government has been trying to increase the number of its unofficial
allies, which helped Taiwan gain international relevance and which are more
aligned with the island’s political beliefs. This situation is frustrating for China,
since the CCP does not desire for what it considers as a province of its own country
to become close to its enemies. The bonds with those countries are worrisome to
Beijing and it is the reason why gray zone operations are employed when Taiwan

has contacts with them.

Other than that, Taiwan has realized that its potential could be valuable on an
international level in different organizations. Although it remains very difficult for
Taiwan to join them due to China’s vetoes, in a few instances it was granted an
observer role. Additionally, many were the countries willing to support the island
in its attempts at becoming a member of those institutions. Therefore, despite still
not being allowed access to different organizations, the so-called “Taiwanese

Question” has been brought up multiple times by multiple nations. This is also
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important for Taipei: it means that it is internationally recognized for being reliable

and a potentially valid addition to the institutions.

Therefore, Taiwan has been gaining more from China and its aggressive behavior
than it would have if Beijing had not opposed Taiwanese requests with the same
intensity. By creating such an adverse environment, it forced Taipei to become less
dependent on China and closer to other countries, which otherwise might have not
found an ally in Taiwan or could have been skeptical about doing business or
creating ties with Taipei. Although finding itself in a difficult position, where
China keeps using gray zone operations against the island, the situation brought
Taiwan to open itself to new possible partners, more politically aligned with

Taipei’s government.

China will most probably not stop using gray zone operations and the situation
could possibly escalate. At the time of writing, Beijing has once again launched a
new military drill around Taiwan. However, the situation is different: this time
Taipei actually responded. Taiwan sent its own aircraft and ships, as well as
employing land-based missile systems (McCarthy, et al., 2025). Considering the
increasing number of times China has been using gray zone operations recently,
there is the possibility that China might actually be planning on escalating the
situation: it has become uncertain whether Beijing will continue putting pressure
onto Taiwan through gray zone operations or decide to military attack the island.
It is also uncertain whether the US would be willing to protect the island from an
invasion or if the American government would decide not to take part in a war,
especially after the election of President Trump. Under his administration, new
tariffs were imposed on Taiwanese goods at 32% (Bohannon, et al., 2025), which
are significantly higher than before but could also signal that there was a shift in

the American opinion, at least at governmental level.

China could also never attack Taiwan. It might keep using gray zone operations
and economic coercion to try to reach its political goal of keeping the island under

control. Only time will tell whether the two will find a peaceful solution or if the
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only way to resolve the problem will be through fighting. There is also the
possibility that China might try new kinds of gray zone operations that were never
used before. Many are the options on what will happen, however one thing is
certain: Taipei has been resilient and ready to adapt whenever the situation
required it to do so. Regardless of what the future will hold, Taiwan will do

whatever it takes to defend its beliefs.
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