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TAIWAN AND THE RECOGNITION DECISIONS OF DEVELOPING STATES 

Matthew W. Munday, PhD 

The University of Texas at Dallas, 2021 

ABSTRACT 

Supervising Professor:  Jonas Bunte 

This dissertation explores the following question: why do certain developing states choose to 

recognize Taiwan while others do not? Developing states, despite being generally regarded as 

less influential in global affairs, have been the subject of an intense diplomatic competition 

between China and Taiwan. This research explores why states choose to engage with Taiwan as 

well as why some states pursue informal relations rather than formal relations. A causal theory is 

developed to account for how coalitions between Finance, Industry, and Labor influence the 

recognition decisions of developing states. I hypothesize that countries where Finance is strongly 

represented are more likely to recognize Taiwan while countries where Industry is strongly 

represented are less likely to recognize Taiwan. I find quantitative and qualitative evidence to 

support the theory that, in the context of informal recognition, coalitions between economic 

interest groups influence the likelihood that a developing country will recognize Taiwan.  
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CHAPTER 1 

INTRODUCTION 

State sovereignty is a bedrock of the Westphalian international system. In contemporary 

scholarship, the actions of great and middle powers receive a lion’s share of attention due to their 

overall influence in the international order (Keohane, 2006; Neumann and Gstöhl, 2006). 

International relations theorists have traditionally treated smaller and developing states as 

ineffectual and systematically irrelevant due to asymmetric power capabilities relative to 

developed states (Maass, 2020). Less developed states are not the only marginalized sovereign 

actors. Contested or de facto states, seemingly sovereign entities lacking formal recognition, are 

also minimized in the international arena. However, the actions of lesser powers, such as 

developing states and contested states, reveal interesting empirical puzzles. Taiwan, a contested 

state with a lengthy history of recognition and derecognition, is a case in point. Specifically, this 

dissertation explores why certain developing states choose to recognize Taiwan. 

The interest in studying developing states and Taiwanese recognition stems from a 

mutual desire to explore an intersection between the foreign policies of emerging economies and 

contested states as well as expand a comparatively understudied research area. In the context of 

Taiwan, this research focuses on the foreign policy of developing states since all of Taiwan’s 

formal diplomatic allies fit this designation. Taiwan is a unique actor to study since it is a 

contested state with a deep history of disputed recognition. Following the Chinese Civil War in 

the mid 20th century, it went from having de jure sovereignty as the legitimate government of 

China in the eyes of the international community to having de facto sovereignty after the 

international community broadly embraced the regime on the mainland as the legitimate Chinese 
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government. Despite the change in recognition by most state actors, there is still a meaningful 

number of developing states that recognize Taiwan as the legitimate government. Yet this is not 

universally true among developing countries.  Figure 1 indicates the trends in recognition by 

developing states since 1980. 

 

Figure 1: Recognition of Taiwan by Developing Countries 

This figure shows how developing states opted to recognize Taiwan between 1980 and 

2020. Formal recognition denotes the presence of an official embassy while informal recognition 

indicates the presence of a de facto embassy in the form of a cultural or economic office hosted 

by Taipei on a foreign government’s soil. Taiwan maintained a larger network of formal allies at 

the beginning of this period, but circumstances would reverse over time. Additionally, the 

decrease in formal recognition and increase in informal recognition does not simply imply that a 
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state switched its diplomatic status with Taiwan. Many states that formally recognized Taiwan 

would never follow through with informal recognition after their diplomatic realignment with 

China. Similarly, many states would allow years to pass between their initial decision to 

recognize China and their decision to informally recognize Taiwan. These trends give rise to the 

following research question: why do certain developing countries choose to recognize Taiwan 

while others do not? Additionally, since states can engage with Taiwan without officially 

recognizing it, why do some states pursue informal engagement while others do not?  

Of the regions with concentrations of Taiwanese recognition, Latin America contains an 

interesting puzzle. This region has been the focus of intense study regarding the formal 

recognition of Taiwan. Central America and the Caribbean have historically been among the 

most ardent supporters of Taiwan’s formal status. However, research on Taiwan’s foreign 

relations have tended to undercover the importance of informal relationships between Taipei and 

foreign governments. In this regard, the Southern Cone of Latin America contains an interesting 

puzzle. Argentina, Chile and Uruguay are three countries with comparable conditions that have 

pursued different levels of engagement with Taiwan. Each of these countries previously 

maintained formal relations with Taipei before ties were severed in favor of recognizing Beijing. 

Chile and Argentina both maintain informal ties with Taiwan while Uruguay does not. Even 

when comparing Chile and Argentina, Taiwan has achieved a robust and friendly relationship 

with Chile while it has achieved comparatively limited success with Argentina. These unique 

relationships in otherwise comparable countries suggest the issue of Taiwanese recognition 

raises questions that have not been sufficiently answered by the existing literature.  
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It is clear from an analysis of the literature why Taiwan and China pursue relations with 

developing states, but it is less clear what motivates these countries to align with either Taiwan 

or China. Existing literature on the recognition of Taiwan emphasizes the role of China and 

Taiwan providing benefits to developing states in exchange for recognition. However, these 

theories overlook domestic factors which can influence the recognition decisions of developing 

states. An initial analysis of the previously mentioned empirical puzzle in South America 

suggests that domestic economic interest groups may incentivize the leaders of these countries to 

prefer ties with one country over another. This dissertation seeks to better understand the 

recognition decisions amongst developing states.  

I explore this empirical puzzle by first developing a theory to explain how influential 

domestic groups can influence the recognition decisions of developing states. My theory assumes 

that developing states are self-interested actors seeking to profit from their recognition decisions. 

However, I go further and account for demand-side constraints which influence these decisions. 

Specifically, I theorize that economic interest groups are the parties which stand to gain or lose 

from specific recognition decisions and thus exert influence on their governments to pursue a 

foreign policy that best matches their preferences. Dominant coalitions emerge from the joint 

preferences of Finance, Industry, and Labor. At any given time, leaders in a developing state will 

entertain the preferences of the two strongest interest groups at the expense of the weaker group. 

I theorize that each group values relations between China and Taiwan differently. Finance is the 

most likely to favor ties with Taiwan, Industry is the most likely to favor ties with China, while 

Labor is indifferent to both countries. These relationships help explain why certain countries 

seek closer ties with China while other countries to seek closer ties to Taiwan.  
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I gather quantitative and qualitative evidence to test this theory. A quantitative model is 

created to statistically analyze how interactions between these economic groups influence the 

recognition decisions of developing states. I obtain significant results which indicate that, in the 

context of informal recognition, countries with coalitions between Finance and Labor are more 

likely to pursue ties with Taiwan while countries with coalitions between Industry and Labor are 

less likely to pursue ties with Taiwan. These results remain significant even when subjected to 

the influences of potentially moderating control variables. I further explore why economic 

interest groups influence the likelihood of informal recognition by conducting a case study of 

three comparable countries that differ in regards to their dominant economic coalition. I compare 

the three South American countries of Chile, Argentina, and Uruguay. I find that Chile, a country 

dominated by a coalition between Finance and Labor, has pursued the strongest informal ties 

with Taiwan. Argentina, a country that is increasingly influenced by a coalition between Industry 

and Finance, has pursued a more measured and reserved approach to informally engaging with 

Taiwan. Uruguay, a country that features a coalition between Industry and Labor, has been the 

least friendly to Taiwan. I utilize process tracing to analyze how the composition of domestic 

interest groups has influenced Taiwan’s ability to exert influence and build relations in these 

countries. My case study finds evidence to support the initial theory that economic interest 

groups have inherent preferences towards either China or Taiwan and that the joint preferences 

of the dominant coalition influence the likelihood that the government in a developing state will 

pursue informal relations with Taiwan.  

These findings contribute to the literature on state recognition by clarifying how domestic 

actors influence the foreign policy decisions of their national governments.  The implications of 
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these findings extend to improving the scholarly understanding of contested states and how 

developing states pursue international status through their recognition decisions. The case study, 

in particular, provides further insight into how China and Taiwan pursue influence in Latin 

America which also has implications for U.S. policy towards this region.  

The structure of this dissertation proceeds as follows. Chapter 2 reviews the scope of the 

literature on the recognition of Taiwan. It briefly explores the fraught history of Taiwan’s 

contested status before reviewing how China and Taiwan have competed for the recognition 

decisions of developing states. The chapter concludes by identifying important shortcomings in 

the prominent theories that seek to explain why developing countries choose to recognize 

Taiwan. Chapter 3 proposes a theory of recognition that addresses these shortcomings. This 

theory imposes demand-side constraints on the traditional rational choice models of recognition 

by identifying how coalitions between domestic economic actors can influence the decisions of 

ruling elites. Chapter 4 builds a quantitative model to statistically analyze the recognition 

decisions of a sample of developing states. The subsequent model is also subjected to the 

influences of plausible control variables to evaluate the robustness of the initial results. Chapter 5 

explores a case study of the Southern Cone countries of Chile, Argentina, and Uruguay to 

explore the strength of the causal mechanism. Process tracing is utilized to reconstruct the 

history of Taiwan’s relationships with these countries and identify the pathways by which 

Taiwan achieves informal relations with some of the countries but not others. Chapter 6 

summarizes the general findings from this research and discusses their overall significance.    
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CHAPTER 2 

 
LITERATURE REVIEW 

 
 

2. Developing States as Major Players? 

Small and developing states as a subfield of international relations scholarship began receiving 

critical attention in the second half of the twentieth century. Between 1945 and 1990, the number 

of states in the international system grew substantially due to decolonization. A recent area of 

scholarship finds development theorists exploring questions related to the foreign policy 

influence of less developed countries (Bailes, 2015; Bernal 2015; Heng and Aljunied, 2015). 

Developing states, despite significant power asymmetries, are not simply pawns on the 

international chess board (Ingerbitsen, 2006). Every state has equal voting power within 

influential international forums like the General Assembly of the United Nations. Many 

developing states also possess strategic qualities, such as geopolitical location, which gives them 

outsized weight in global affairs. Studies on state influence indicate these agents can act as 

economic and diplomatic ‘price makers’ instead of ‘price takers.’ Singapore is a frequently cited 

example for its use of status-enhancing coalitional strategies (Heng and Ajunied, 2015). 

Developing states can utilize their geographic locations between rival powers to extract 

concessions for their use as ‘buffer states’ (Efremova, 2019). Despite power asymmetries, these 

countries can also take advantage of political interest groups in developed states to magnify their 

influence (Bernal, 2015). 

This study is especially interested in diplomatic recognition as a tool of foreign policy by 

developing states. Prior research reinforces the concept that recognition of state sovereignty is a 

preeminent instrument of statecraft (Brown, 1950; Peterson, 1982). The recognition of a foreign 
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state’s sovereignty can be either de jure, such as when an actor formally recognizes a state is the 

sovereign representative of a specific population in a defined geographic area, or de facto, such 

as when an actor chooses to engage informally with a disputed sovereign without officially 

recognizing it (Talmon, 1998). Peterson (1982) explains that formal recognition of de jure 

sovereignty is one of the most significant forms of recognition since it “means formal 

acknowledgement that some entity or situation exists, coupled with an assurance that the legal 

consequences of such existence will be respected” (p. 325). 

Statehood is a core concept enshrined in international law. The declarative theory of 

statehood, as codified by the 1933 Montevideo Convention, establishes four criteria for 

determining statehood: a permanent population, a defined geographic territory, a legitimate 

government responsible for exercising control over its territory, and the capacity to entertain 

relations with other states. Taiwan is an example of a de facto or contested state which meets 

these formal criteria but still lacks official recognition from most of the international community 

(Geldenhuys, 2009). Contested states especially value diplomatic recognition since formal 

acknowledgement of sovereignty can be a matter of state survival (Spies, 2018). Langhorne 

(2005) notes that “recognition of a state by other states is the holy grail of legitimacy” (p. 333). 

The high stakes nature of state recognition has thus made it a defining feature of the geopolitics 

amongst the Great Powers (Sterio, 2020). However, larger powers are not the only players in this 

game. Developing states also participate since they potentially have much to gain by trading 

recognition for economic, diplomatic, or military favors. 

Taiwan’s pursuit of diplomatic recognition differs from many contemporary cases since it 

has not focused its efforts on establishing or maintaining formal relations with major powers. 
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Following the mass exodus of allies after the international recognition of the mainland 

government in the 1970s, Taiwan has shifted its diplomatic competition with China to focus on 

smaller and less developed nations. These countries provide comparatively little to Taiwan in 

terms of trade or security. Since most controversies over diplomatic recognition center on major 

states offering or denying recognition to weaker powers, the unique nature of the Taiwan issue 

requires a different approach to analyzing the dynamics of this situation (Rich and Banerjee, 

2015). Hu (2015) provides a starting point for considering why developing states choose to 

diplomatically recognize Taiwan; however, this research utilizes a case-study approach without a 

supporting empirical model. Empirical literature on the explanatory factors for Taiwanese 

recognition exist, but these studies look at the broad category of states with a primary emphasis 

on supply-side motivations of Taiwan seeking formal recognition (Rich, 2009; Rich, 2011; Rich 

and Banerjee, 2015). 

2.1 Taiwan’s Status as a Contested State 

Taiwan’s contested status has its roots in the 1970s. Although the nationalists were exiled from 

the mainland following Chinese Civil War, they succeeded in bringing international recognition 

with them to the island of Taiwan. The communist mainland government was shunned by the 

international community in the decades following the Second World War, in part due to their 

ideological orientation and involvement in the Korean War. However, Cold War politics resulted 

in the People’s Republic of China eventually obtaining de jure recognition. Taiwan was expelled 

from the United Nations in 1971 and most states eventually switched their recognition to the 

mainland Chinese government. Against the backdrop of the One-China principle, China and 

Taiwan continue to compete over formal recognition since the PRC government uses this policy 
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as a basis for normalizing relations with other countries. The formal basis of the One-China 

principle originated with the 1972 Shanghai Communique which was intended to lay the 

groundwork for the normalization of relations between the United States and the PRC. The 

phrase “There is but one China and Taiwan is a part of China” became a central takeaway from 

this diplomatic action (Brown and Tzu, 2019). Beijing, as a matter of foreign policy, 

automatically severs relations with other countries that recognize Taiwan (Taylor, 2002). Studies 

of Chinese diplomatic overtures and aid flows suggest the mainland government is committed to 

a race to zero regarding the number of states that formally recognize Taiwan (Shattuck, 2020).  

Recognition and a presence in the international space are important goals for Taiwan. 

Thomas Chen, a Taiwanese Ambassador, stated “Formal recognition is very important. If you 

want to be a sovereign state internationally, you need it” (McKenzie, 2018). This search for 

status is also at the heart of Taiwan’s foreign policy (Taylor, 2002). The accumulation of friendly 

states that engage with Taiwan help it repel the gravitational pull of the mainland government. 

While the power asymmetry between Taiwan and China has made the formal recognition choice 

for major and middle powers almost automatic, developing states, unlike their developed 

counterparts, are still up for grabs. The value of these states to Taiwan includes economic 

linkages, advocacy for Taiwan’s participation in international forums, and diplomatic legitimacy 

(Shattuck, 2020). 

The literature surrounding the political economy of contested states helps explain 

Taiwan’s diplomatic approach to developing countries. Contested states are motivated by two 

main goals: maintaining their de facto independence and pursuing international recognition 

(Caspersen, 2009). These goals are usually intertwined since the accrual of diplomatic allies 
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strengthens the claim of independence by the contested state. Members of the international 

community usually respond to contested states in one of three ways: active opposition, generally 

ignoring them, or coming to a limited acceptance of their presence (Pegg, 1998). Contested states 

thus have an incentive to achieve recognition, however limited, when faced with these responses. 

A lack of de jure status does not necessarily impede the ability of contested states to involve 

themselves in international affairs. Despite the absence of formal status, contested states can still 

create deep economic linkages with other recognized states. Taiwan is a prime example of the 

successful economic development of a contested state (Levi-Faur, 1998). Diplomatic 

engagement is another pathway by which contested states increase their odds of survival. 

Limited and informal acceptance, even if it does not accomplish the goal of outright sovereignty, 

can ease several problems facing the de facto state (Pegg, 1998).  

Much focus has been devoted to Taiwan’s usage of aid diplomacy as a mechanism to 

achieve broader international recognition. The Taiwanese government’s justification for foreign 

aid has been historically explicit: aid is distributed to expand its pool of allies and obstruct 

Beijing’s attempt at isolation (Atkinson, 2014; Cheng, 1992; Tubilewicz and Guilloux, 2011, 

Wu, 1995). A variety of case studies support the use of “dollar diplomacy” in the historical 

context of Taiwan and developing states. The Asia Pacific, a logical diplomatic battleground due 

to its proximity, has generated many studies of these interactions (Hsieh, 2019; Marinaccio, 

2019; Wesley-Smith and Porter, 2010). Taylor (2002) observes similar forces guiding the 

competition over recognition between Taiwan and China throughout Africa. The Caribbean is a 

region that has also seen these dynamics at play (Tudoroiu, 2017). Taiwan even invested aid 

resources in courting potential allies throughout post-communist Europe (Tubilewicz, 2007). 
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However, a recent branch of the literature has begun to question the contemporary value of dollar 

diplomacy. Rich (2019) notes that Taiwan has found greater success in expanding the pool of 

states that informally recognize it while the number of its formal allies has dwindled. Likewise, 

Taiwan has utilized an overseas network of economic and cultural institutes to deepen its 

relations with informal partners. Rich (2020) notes that these institutes function as de facto 

embassies given their quasi-diplomatic activities. 

2.2 Patterns of Engagement and Recognition 

While China and Taiwan have both utilized aid diplomacy over the last several decades, the 

overall patterns of economic engagement and recognition have evolved in distinct phases. This 

section proceeds with an analysis of: (a) the early stages of aid diplomacy beginning in the 1950s 

and concluding in the late 1970s; (b) Taiwan’s democratic transition and China’s economic rise 

throughout the 1980s and 1990s; and (c) Taipei’s rapprochement with Beijing in the 2000s. 

During the mid 20th century, the recognition contest between China and Taiwan was 

largely influenced by the ideological confines of the Cold War and the actions of Great Powers. 

Beijing and Taipei utilized aid diplomacy to compete for recognition at the margins. Precise 

accounting of foreign aid flows from China and Taiwan is not easily achievable. Both 

governments treat this information as sensitive and confidential (Chan 1997; Lee, 1993). Despite 

inconsistencies in the availability of data, scholars have pieced together a comprehensive picture 

of the first few decades of the diplomatic competition between the ROC and the PRC. Taiwan 

began with a diplomatic advantage since it was recognized as the legitimate government of 

China in the eyes of the international community. China’s aid offensive began in the 1950s as it 

offered economic aid to various countries, including non-communist nations, to induce them to 
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break ties with Taipei. This strategy was expanded throughout the 1960s as China provided aid 

to developing nations in a bid to secure enough votes to admit it into the United Nations (Copper, 

2016). China’s successful UN bid resulted in a wave of defections from Taipei throughout the 

1970s. Between 1971 and 1979, 46 countries had switched their recognition from Taiwan to the 

PRC with the majority of these states receiving some form of foreign assistance from Beijing 

(Copper, 2016). Throughout the 1950s and the 1960s, Taiwan lacked the economic clout to 

engage in large-scale economic diplomacy to hedge back against China’s diplomatic pushes. 

Following its emergence as an East Asian economic power in the 1970s, Taipei began to 

leverage economic aid to purchase recognition (Newnham, 2000). Most of Taiwan’s early aid 

efforts took the form of technical assistance programs. For example, between 1961 and 1971 

over 100 agricultural-based technical assistance efforts were administered in 24 African 

countries (Atkinson, 2014). Taiwan also treated this phase of the recognition contest as zero-

sum, routinely breaking relations with countries that switched recognition from Taipei to Beijing.  

Foreign aid became a major instrument of diplomacy for Taiwan after the rupture of its 

relationship with the United States in 1979 (Cheng, 1994). Taiwan initiated a new aid offensive 

in the late 1980s to capitalize on declining levels of Beijing’s foreign assistance in conjunction 

with growing international discomfort of the PRC’s human rights record (Copper, 2016). 

However, aid diplomacy again intensified as China also transitioned from being a net recipient of 

aid in the 1980s to a net donor in the 1990s (Kobayashi, 2008). The late 1980s also witnessed a 

transformation of Taiwan’s political system which influenced its strategy of engagement with 

developing countries as well as its allocation of international aid. The transition to a democratic 

form of government freed Taiwan from its decades-long stance of non-coexistence with the PRC. 
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Beginning in 1988, Taiwan began making overtures to communist states and its ideological 

opponents. The administration of President Lee Teng-hui promoted a strategy of “flexible 

diplomacy” which was aimed at enlarging Taiwan’s international space by strengthening its 

unofficial relations with other states. Tubilewicz (2004) explains that the goal was to use 

economic relations as a prelude to substantive - if not diplomatic - ties. Despite the thaw in cross-

strait politics and change in international strategy, Taipei still recognized the need for diplomatic 

allies in ensuring its international relevance. Political sentiments in Taiwan seemed to recognize 

the role of aid in achieving a top foreign policy goal: winning international support and, ideally, 

official recognition (Lee, 1993).  Taiwan created the Overseas Economic Cooperation 

Development Fund in 1988 to achieve this goal. It was renamed the International Economic 

Cooperation Development Fund in 1991. This fund became a part of Taiwan’s efforts to connect 

foreign aid with its diplomatic interests. Chan (1997) notes that Taipei, beginning in the 1980s, 

knowingly endorsed a form of flexible and pragmatic diplomacy wherein Taiwan attempted to 

make use of its economic success to promote its international interests. This observation came 

from analyzing an official Taiwanese White Paper published by its Ministry of Foreign Affairs in 

the early 1990s. By 1989, Taiwan’s aid largesse earned it eight new allies. All eight of these 

countries immediately lost their embassies in Beijing (Newnham, 2000). Evidence suggests that 

China, fueled by its emerging economy, emulated Taiwan’s aid strategies in the 1990s. The 

Chinese government made inroads into Taiwan’s diplomatic strongholds throughout Latin 

America and Africa (Newnham, 2000). Taiwan’s ability to compete with China via dollar 

diplomacy became more difficult as the importance of Chinese markets to developing countries 

grew exponentially on the back of its economic growth (Copper, 2016).   
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At the turn of the century, relations between Beijing and Taipei grew increasingly tense 

under the newly empowered Democratic Progressive Party government in Taiwan. For the first 

time in Taiwan’s history, a party unaffiliated with the Kuomintang (KMT) nationalists controlled 

the levers of political power.  Beijing viewed this administration as pro-independence and thus 

attempted to further isolate Taiwan, including through the expanded use of aid to peel away 

diplomatic allies. Many of the countries that established relations with Beijing during this time 

noted that support for the One-China policy was its only condition (Copper, 2016). Taiwan 

witnessed significant diplomatic defections under the DPP-aligned Chen Shui-bian 

administration. When the DPP assumed control of the presidency in 2000, Taiwan had official 

diplomatic ties with 28 states. By 2008, Taiwan had lost nine allies, won over two new allies, 

and regained one former ally. A shared sentiment amongst the DPP and KMT began to form 

during this decade that viewed the diplomatic rivalry with Beijing as unsustainable. This marked 

a crucial moment where Taiwan began to rethink its commitment to dollar diplomacy 

(Tubilewicz and Guilloux, 2011). The Chen administration enacted fundamental reforms to 

Taiwan’s aid program. An administrative goal was to be thrifty with public money. While the 

ally count was still important, Taipei would not let that stand in the way of reducing aid 

expenditures (Atkinson, 2014). This amounted to a partial rejection of dollar diplomacy insofar 

as the government intended to preserve its base of international support without committing 

additional resources to expanding its pool of diplomatic allies.  In May 2008, the KMT regained 

executive power in Taiwan. Ma Ying-jeou staked out a policy of reconciliation with China 

aiming to create a diplomatic truce in foreign affairs (Atkinson, 2010). The understanding relied 

on a tacit agreement that Taiwan would not poach China’s diplomatic allies and that Beijing 
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would respond in kind. President Ma’s decision did not amount to an abandonment of aid-based-

diplomacy. Rather, the administration focused on maintaining its current number of allies instead 

of expanding it (Tubilewicz and Guilloux, 2011). The diplomatic truce appeared to last for the 

duration of the Ma administration. However, cross-strait relations would deteriorate and Taiwan 

would lose more allies following the election of the DPP president Tsai Ing-wen. 

2.3 Existing Theories to Explain Recognition by Developing States 

When evaluating existing explanations for Taiwanese recognition in the literature, a 

consistent theme emerges in that most theories view developing states as unitary actors seeking 

to maximize the benefits of their recognition decision. States recognize China when it is in their 

best interest to do so, unless Taiwan is willing to extend benefits which exceed the costs of 

violating the One-China policy. These benefits-based theories of recognition encompass two 

types of benefits: material benefits and immaterial benefits.   

In terms of material benefits, the literature on international recognition suggests that 

leaders can use the promise of recognition to secure concessions from contested states (Peterson, 

1982). Furthermore, studies of the competitive relationship between Taiwan and China over 

formal recognition note that the contest resembles a strategy of dollar diplomacy with each side 

offering material aid in exchange of international recognition (Rich, 2011; Shattuck, 2020; 

Taylor, 2002; Yang, 2011). Since the 1960s, Taiwan has, either implicitly or explicitly, tied aid 

packages to broader diplomatic engagement (Rich, 2011). Likewise, the growth of China’s 

economy has also increased its ability to participate in dollar diplomacy (Rich, 2011). Case 

studies of Chinese and Taiwanese involvement in Africa reinforce the view that each side has 

competed over recognition (Rich and Banerjee, 2015; Taylor, 2002). The primary carrot used by 
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the PRC to attract Taiwan’s allies has been the promise of money through loans, contracts, and 

aid (Shattuck, 2020). For example, São Tomé and Príncipe apparently abandoned Taiwan in 

favor of China over economic assistance in 2016. Following the Tsai administration’s decision to 

abstain from ‘checkbook diplomacy,’ Taiwan refused São Tomé and Príncipe’s request for $210 

million in financial aid. The small state abruptly de-recognized Taiwan and accepted aid from 

Beijing (Shattuck, 2020).  

Taiwan is not always able to out-spend China in the competition for recognition. A 

different theory of recognition suggests that developing states evaluate the opportunity cost of 

recognition in terms of both the material as well as the immaterial benefits that can be obtained 

from recognizing Taiwan. Long and Urdinez (2021) argue that some developing states use their 

Taiwan policy as a means for status seeking since relations with Taiwan allow developing states 

to be the “big fish in a small pond in international relations” (p. 7). Small and developing states 

seek to improve their status at the margins due to the inherent limitations imposed upon them by 

the constraints of larger powers within the international system (Carvalho and Neumann, 2015; 

Renshon, 2017; Wohlforth et al., 2017). The status benefits accrued from recognizing Taiwan 

include relational benefits that elevate the position of the developing state internationally. 

Developing states can also feel more respected by the contested state than if they joined the 

bandwagon by recognizing the more powerful state. In the case of Paraguay, this specific state 

receives lavish attention and respect from Taiwan in addition to the material aid benefits 

associated with its recognition decision. These immaterial benefits can supplement the material 

benefits of recognition and offset the cost of not recognizing the stronger state.  
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The material and immaterial benefits of recognition are also subject to moderating 

factors.  Hu (2019) provides a framework to evaluate the recognition decisions of small states by 

including the influence of ideational, geographic, and economic factors. A state’s ideation refers 

to the ideological orientation of the ruling elite. Developing states with consolidated democracies 

may feel a natural affinity towards Taiwan while autocratic developing states may more naturally 

align with China. Geography refers to the size of the developing country as well as its overall 

distance from the state in question. The largeness or smallness of a state as well as its distance 

from the recognized state can influence the evaluation of benefits that it receives from this 

diplomatic act. Economic factors include the material benefits that are derived from recognition, 

such as trade and aid. These moderating factors can magnify or minimize the perceived benefits 

that a developing state may expect to receive from choosing to recognize either China or Taiwan. 

I argue these benefits-based theories are subject to demand-side shortcomings which 

weaken their ability to fully account for why certain developing states choose to recognize 

Taiwan while others do not. Material explanations for recognition decisions encounter the 

explanatory hurdle of China’s aid coffers. Beijing simply possesses a significantly greater 

capacity to provide aid than Taipei. As China’s economy has grown, so has its ability to outbid 

Taiwan for recognition. Prior to the ‘diplomatic truce’ between China and Taiwan, Taipei 

dispersed nearly $500 million annually in aid to its allies while Beijing responded with anywhere 

between $1.5 - $2 billion in countervailing foreign aid primarily dedicated to the issue of 

recognition (Tudoroui, 2017). Comparative studies of Chinese and Taiwanese aid find that 

Taiwan’s allies pay an opportunity cost for their recognition. Tuman and Shirali (2017) found 

that Chinese FDI flows to developing countries are negatively associated with recipients that 
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recognize Taiwan. Long and Urdinez (2021) estimate that Latin American countries recognizing 

Taipei receive approximately $850 million less in combined aid, investment and finance from 

China as compared to those that recognize Beijing.  

The immaterial benefits of recognition can offset the Taiwan cost; however, this 

explanation reinforces the unitary actor assumption. According to this theory, the ruling elites in 

a developing country are willing to leave money on the table from China if that means they 

obtain narrow clientelist privileges that come with recognizing Taiwan. Leaders are only able to 

enjoy these benefits so long as they are able to maintain their rule. A competing theory suggests 

that leaders maximize their chances of political survival by pursuing decisions that satisfy the 

preferences of politically influential members of their domestic audience (Bueno de Mesquita et 

al., 2003). If the ruling elite in a developing country foregoes greater material benefits from 

China by engaging with Taiwan, and the domestic audience suffers grievances from those lost 

benefits, it is quite possible that the ruling elite would be unable to continue enjoying the 

immaterial benefits from Taiwanese recognition for a sustained period of time. 

Existing theories have generally assumed that China and Taiwan allocate benefits to 

developing states to obtain recognition while the leaders in developing states simply choose the 

set of benefits that is most valuable to them. I believe a comprehensive theory of recognition 

should account for both supply-side motivations of recognition seekers as well as the demand-

side constraints of developing states. In the following section, I outline a theory which accounts 

for both issues. 
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CHAPTER 3 

 
THEORY 

 
 

3. Theorization of a Causal Mechanism 

The logic of dollar diplomacy indicates that rational choice theory may offer a theoretical 

foundation for understanding why certain developing states choose to recognize Taiwan while 

others do not. The relationship between China, Taiwan and developing states resembles an aid-

for-recognition exchange. Each side has something to offer the other. Developing states, which 

are usually poor and thus a location where aid is in demand, can offer to “lease” recognition to 

either Taiwan or China. Taiwan, a wealthy de facto state capable of supplying aid, can offer to 

“rent” recognition by providing material benefits to developing states. At a simplified level, one 

side is trading something symbolic, recognition, in exchange for something material, such as aid. 

Rational choice models for diplomacy games and international negotiations have received 

considerable attention by game theorists (Avenhaus and Zartman, 2007). At its core, rational 

choice theory would predict that developing states choose to recognize Taiwan over China when 

it provides them with greater utility, and vice versa. Although this observation seems simplistic, 

this theory can illuminate the decision-making processes of aid suppliers and aid recipients. 

3.1 Supply Side Features in the Aid-Recognition Exchange 

The competitive relationship between China and Taiwan is comparable to existing aid-

under-rivalry models. Hirschman (1964) provides a geometric model for conceptualizing the 

dynamics of aid rivalry during the Cold War. For each country, aid is allocated according to its 

ability to earn the political support of a recipient state. As a developing state more closely 
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aligned with the United States, its aid from the U.S. increased while its aid from the Soviet 

Union decreased and vice versa. In essence, each country’s willingness to give aid constitutes a 

production function where alignment can be transformed into aid. As depicted in Figure 2 below, 

there is a symmetrical relationship between the production functions of China and Taiwan where 

each state rewards close alignment and punishes dealignment.  

 

 

            Figure 2: Aid Supply Curve 

The total aid supply curve in the above figure is best thought of as a long run supply 

curve. This model would suggest that developing states obtain little aid when not clearly aligned 

with either China or Taiwan and receive maximum aid when aligned with one or the other. In the 

short run, the total aid supply curve may not feature a tradeoff due to possible simultaneous 

allocations of aid from both China and Taiwan. These allocations can occur for a variety of 

reasons. One example can emerge from strategic considerations such as when a competing donor 

obtains newfound bargaining power and attempts to persuade a developing country to switch 

sides. However, long-term considerations discourage developing states from consistently 

pursuing a strategy of switching sides since the long run total aid supply curve will trend towards 
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a position of rewarding allegiance and punishing neutralism. Another explanation for an additive 

short run supply curve can relate to an exogenous event which compels a competing state to 

provide a nominal volume of aid that it would otherwise withhold. For example, Haiti has 

recognized Taiwan since 1956 and China has generally avoided providing foreign aid to the 

Haitian government. An exception to this trend emerged following the 2010 earthquake in Haiti. 

China and Taiwan, along with other international actors, agreed to provide humanitarian aid in 

response to the disaster. Tubilewicz (2012) notes that China intentionally followed a measured 

approach in its dispensation of assistance. The volume of humanitarian aid was noticeably 

smaller than packages it provided to countries with similar humanitarian needs. China’s rationale 

for this decision likely stemmed from an altruistic desire to provide aid given its expected role in 

the international community as well as a self-interested motivation to minimize aid given Haiti’s 

consistent alignment with Taiwan (Tubilewicz, 2012).   

Long run total aid is a function of combined aid from China and Taiwan and represents 

the feasibility set for aid-receiving countries as depicted in Figure 3. In this set, the feasibility 

frontier is inverted compared to a traditional feasibility set and bows inward to signify the 

decreasing opportunity costs of combined aid allocations. This has an intuitive appeal since the 

largest rewards for recognition would be concentrated at the extremes of either complete 

recognition or complete derecognition. Lundborg (1998) models a similar aid dynamic between 

the United States and the Soviet Union. His model operated under the same assumptions as the 

Hirschman model and found empirical support that donors provide larger aid flows to recipients 

which more fully align with their interests and minimize aid flows to recipients which align with 

their rival.   
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Figure 3: Feasibility Set for Aid 

3.2 Demand Side Features in the Aid-Recognition Exchange 

Any model involving foreign aid must begin with a succinct assessment of why recipients desire 

this instrument. A standard definition of foreign aid utilized by the Development Assistance 

Committee defines foreign aid as technical assistance, financial flows, and commodities 

designed to promote economic development and is provided through grants or loans (Radelet, 

2006). Financing can take the form of concessional financing, such as with grants and subsidized 

loans, or non-concessional financing, where loans carry market or near-market terms. Prior 

models of aid exchange treat the recipients as indifferent to the type of aid received and 

concerned purely about the quantity of aid received. Hirschman (1964) suggests that developing 

states can act as “mercenary maximizers” in their pursuit of aid by aligning with the donor that 

best meets their preferences. A straight-line indifference curve can be mapped over the aid 

feasibility set since, from the perspective of a developing country in this model, aid from one 

donor can be perfectly substituted with aid from another donor which results in the marginal rate 

of substitution remaining constant. This is represented in Figure 4 below. Key observations can 
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be drawn from this prior model of aid allocation. A recipient country is made best off by fully 

committing to either one country or another and should theoretically be indifferent to China or 

Taiwan when aid offers are equivalent, potentially explaining long periods of donor-recipient 

stability in many cases. These equilibrium outcomes are also highly sensitive to real or imagined 

shifts of the aid supply curves of either China or Taiwan as a slight shift of one curve would 

change the feasibility set such that it incentivizes the recipient state to quickly switch to the new 

optimal point, perhaps explaining why certain states have oscillated back and forth between 

China and Taiwan as the two donors attempt to outbid one another.  

 

Figure 4: Feasibility Set and Indifference Curve 

This initial model, while appealing, oversimplifies the preferences of recipient states. A 

robust model for the exchange of foreign aid and diplomatic support should simultaneously 

incorporate the preferences of donors as well as recipients given their mutual influence in the aid 

allocation process (Mosley, Harrigan, and Toye, 1991; Swedlund, 2017). With this consideration 

in mind, an analysis of the political economy of foreign aid suggests that recipient states are 

motivated by more than just the total value of an aid offer.  One area of development research 

that has received significant attention concerns the macroeconomic impact of foreign aid (Harms 
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and Lutz, 2004; Hjertholm, Laursen, and White, 2000; Radelet, 2006). As such, it is important to 

differentiate key economic actors that are impacted by the receipt of foreign aid and thus have a 

preference about the outcome of the aid exchange process. Bunte (2019) distinguishes between 

the agents of Finance (owners of intangible assets), Industry (owners of tangible assets) and 

Labor (workers without assets) as being the central economic interest groups.  

I argue that the interests of these three groups form a constrained choice problem 

incentivizing a leader to pursue specific outcomes with China and Taiwan during the aid 

exchange process. Each economic group has diverging perspectives about the value of the 

respective benefits that China and Taiwan can offer via aid. When comparing the types of 

assistance provided by China and Taiwan, it is possible to envision the preferred donor of each 

interest group.  

3.2.1 The Qualities of Competing Styles of Foreign Aid 

The recent history of Chinese and Taiwanese aid reveals significant details about their 

respective approaches to foreign assistance. Official records document Taiwan’s commitment to 

prioritize aid distribution to countries friendly to its interests. A report from its Ministry of 

Foreign Affairs defines friendly countries as those that: (a) have official diplomatic relations 

with Taiwan; (b) those that do not have diplomatic relations but still allow Taiwanese foreign 

offices to operate under the Republic of China label; (c) those who have significant trade or 

cultural linkages with Taiwan; (d) those who are actively trying to improve relations with 

Taiwan; and (e) those who are not openly hostile towards it (Chan, 1997). States may also confer 

degrees of legitimacy that fall short of full recognition. Taiwan maintains quasi-diplomatic status 
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with many countries, including the United States, through networks of offices and associations in 

both Taipei and foreign capitals (Mengin, 1994).  

Taiwan’s aid falls into one of three categories: (a) loans; (b) grants; and (c) technical 

assistance. Since the 1980s, grants and loans began to replace technical assistance as the primary 

form of foreign aid (Atkinson, 2014; Lee, 1993). Most of Taiwan’s loan programs are aimed at 

helping small to medium-sized businesses, particularly in the domain of industrialization and 

free trade. These projects are overall in line with Taiwan’s economic policy to encourage 

overseas investment (Chan, 1997). Taiwan is willing to adopt either a bilateral or multilateral 

framework for distributing aid, with a general preference for bilateral interactions (Atkinson, 

2014). In either case, Taiwan’s objective stems from its desire to build diplomatic relations with 

the recipient countries (Lee, 1993). Bilateral aid is distinguishable from multilateral aid since it 

stems largely from the political motivations of the donor state. From the recipient’s perspective, 

it is generally understood that the extension of bilateral aid is a reward for diplomatic support to 

the donor (Lin, 2000). Taiwan’s aid programs are opaque and pursued out of self-interest. 

Although Taiwan’s general aid distributions are not public information, Atkinson (2014; 2017) 

finds evidence through extensive interviews with Taiwanese officials that the bulk of its bilateral 

aid is unconditioned and goes to its diplomatic allies. Furthermore, every country recognizing 

Taipei has received aid from Taiwan (Lin and Lin, 2017). 

In contrast with Taiwan, the basic principle of China’s aid policy can be expressed in a 

single tenet: “equality and mutual benefit” (Kobayashi, 2008). The equality principle is captured 

in official government documents which emphasize an axis of “south-south cooperation” 

amongst China and developing countries intended promote an alternative to the western model of 
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development. Chinese foreign aid, as compared to aid from DAC member countries, is guided by 

a policy of noninterference into the internal affairs of its recipients (Dreher and Fuchs, 2015; 

Woods, 2008). In regard to the second principle, the goal of aid is to simultaneously promote the 

economic development of recipient countries as well as strengthen China’s economic and 

international standing via the promotion of trade, investment, and resource acquisition. This 

often involves the distribution of aid in ways that invariably benefit overseas Chinese businesses 

(Kobayashi, 2008). China also pursues clear political motives with its distribution of foreign aid. 

Based on an analysis of China’s aid to developing countries between 1956 and 2006, the 

recognition of Taiwan and UN voting patterns were found to be strongly correlated with 

Beijing’s allocation of aid to recipient countries (Dreher and Fuchs, 2015).  

The developmental models espoused by China and Taiwan differ in fundamental ways. 

Taiwan’s rapid economic development in the 1980s formed the backdrop for its foreign aid 

architecture (Lin and Lin, 2017). Compared to China’s primary aid recipients, countries 

receiving aid from Taiwan are generally at a higher level of economic development. This 

difference suggests that Taiwan’s development experience is reflected in the type of aid it offers 

developing countries. Based on an analysis of Chinese aid flows to African countries between 

2000 and 2012, Dreher et al. (2018) found that Beijing tailors its aid flows to poorer countries it 

views as easier to influence with aid. While China’s aid programs are shaped by the notion of 

economic self-reliance, resource extraction and infrastructure development, Taiwan’s programs 

have emphasized technical cooperation and the development of small and medium-sized 

businesses (Lin and Lin, 2017). 
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3.2.2 The Preferences of Finance 

Finance includes economic actors that possess intangible assets and benefit from policies 

that preserve the value of its capital stock. As such, this group would prefer aid policies that 

maintain stable macroeconomic conditions and do not contribute to inflation. The lending 

policies of China and Taiwan differ in this area. Atkinson (2017) notes in an analysis of East 

Asian aid donors that Taiwanese development assistance is comparable to that of DAC nations. 

Although Taiwan provides quantitatively less overall aid than the DAC average, the qualitative 

value of its aid follows the general norms of this lending group (Kondoh, 2012). Bunte (2019) 

finds that Finance prefers DAC assistance and has an aversion to BRIC assistance, of which 

China is a part. Chinese lending is usually tied to specific investment projects which can crowd 

out domestic sources of financing and encourage countries to pursue industrial policies which 

may inhibit capital mobility and the liberalization of markets. Taiwan’s aid is not tied in this 

way. 

Finance should also dislike the structure of China’s industrial aid policies. For example, a 

2007 cooperation agreement between China and the Congo resulted in a $6.5 billion 

infrastructure investment loan for the Congo. Reimbursement was guaranteed through a joint 

venture, with China as a majority stakeholder, to develop mining facilities in the Congo. Marysse 

and Geenen (2009) calculate that China’s payoff for the joint venture amounts to anywhere 

between $39.7 and $83.6 billion. The authors expect the public debt and deficit to increases as a 

result of this exchange since the Congolese government will forego a significant sum of public 

revenue and will be responsible for funding the upkeep of the new infrastructure created as part 

of the cooperation agreement. Finance would view the growth of the debt and deficits as a net 
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negative as it potentially contributes to the crowding out of private investment. This is not an 

isolated phenomenon since China frequently ties its infrastructure funding to mining rights 

(Recker, 2013). Finance may also worry about the direct crowding out effect of Chinese capital. 

In the absence of external sources, the financial sector in developing countries is a principal 

source of funding for domestic projects. China’s state-owned banking sector allows it to direct 

large sums of capital into its overseas aid projects, which can displace local sources of funding 

(Davies, 2008). Financial interest groups in resource rich states would also be concerned about 

the influx of external investment in the commodity sector. China’s ascent as an economic power 

and aid supplier poses a significant challenge to the macroeconomic stability of resource rich 

countries. Commodity booms driven by Chinese investment may create macroeconomic 

distortions via the “Dutch disease” and thus undermine a country’s long-term economic 

competitiveness (Zafar, 2007). Finance, sensitive to policies that create macroeconomic 

disturbances, would prefer to avoid this outcome. 

Finance should have a theoretical preference for Taiwanese economic assistance.  

Initially, it would seem counterintuitive that Finance would favor a development model that 

follows in the footsteps of an East Asian Tiger. The industrial economic policies pursued by 

Taiwan and its regional cohort in the late 20th century involved government involvement in the 

economy and interference in the financial sector. However, at least two distinctions deserve to be 

made on this point. First, the “East Asian Development Model” is perhaps better thought of as a 

range of strategies involving the use of the state to promote industrialization rather than as a 

unified approach used equally amongst the advanced East Asian economies. When observing 

Taiwan’s path to development, it stands apart from its neighbors in terms of how it wielded the 
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power of the state to promote economic growth. Smith (2000) notes that Taipei did intervene in 

the market to promote an environment favorable to economic growth, but resisted the urge to 

push the macroeconomic boundaries beyond a natural level of growth. Fiscal and monetary 

policy were generally restrained and flexible while government intervention was nonaggressive 

compared to its neighbors. Taipei’s path to democratization in the 1990s ran parallel to economic 

reforms that liberalized and significantly strengthened the financial industry in Taiwan (Tan, 

2009). Second, Taiwan has not attempted to impose its historical experience with development 

on its aid recipients.  Lin and Lin (2017) note that Taiwan’s aid efforts display an eagerness to 

conform to the United Nation’s Millennium Development Goal initiative. This aid framework 

recognizes that development is a natural process that is influenced by contextual factors and not 

simply something that can be remedied by exporting a model based on any one country’s 

historical experience. In contrast to Taiwan’s approach, Chinese aid and loans are viewed as 

door-openers for China’s domestic interests. The financial sectors in developing states may 

worry about being crowded out as heavy foreign infrastructure investment encourages the pursuit 

of industrial economic policies by the recipient government (Bunte, 2019). Taipei’s aid leaves a 

comparatively smaller footprint compared to Beijing’s aid, which can assuage domestic concerns 

about the intrusion of Chinese investors and firms (Lee, 1993).  

Additionally, recipient governments and their interest groups understand that bilateral 

assistance is an attempt to acquire influence on the behalf of the donor. Bunte (2019) notes that 

financial interests in developing countries are more likely to have connections to money centers 

in Western countries as compared to China, reinforcing their predisposition towards bilateral 

donors of this type. The close but technically unofficial relationship between the United States 
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and Taiwan may help explain why financial interest groups in developing states, who prefer 

Western influence over Chinese influence, favor development assistance from Taipei. Taiwan’s 

historical ties with the United States can provide it with leverage, as evidenced by its support 

amongst Latin American and Caribbean countries (Maggiorelli, 2019). China’s model of 

development has been informally referred to as the Beijing Consensus. Although this 

development framework is intentionally less prescriptive than the Washington Consensus, it does 

broadly encourage the use of government-driven industrialization policies and a dealignment 

from Western economic and developmental priorities (Turin, 2010). Finance would be in 

opposition to both points as it prefers limited-government intervention and capital mobility.   

3.2.3 The Preferences of Industry 

 Industry should exhibit a positive preference towards Chinese aid compared to Taiwanese 

aid. The literature surrounding China’s assistance to Sub-Saharan African countries supports the 

Beijing-oriented preference of Industry. Stevens and Kennan (2006) find that sub-Saharan 

African countries experience a net-gain in the export of industrial goods to China through trade 

linkages. China explicitly treats foreign aid as a mechanism for generating trade pathways with 

recipient countries (Kaplinsky and Morris, 2009; Woods, 2008). Chinese aid packages often 

target infrastructure, which it views as a prerequisite to mutually beneficial development (Rich 

and Recker, 2013). Industry also favors China’s commitment to pro-industrial policies such as 

special economic zones. China has established several of these zones throughout select African 

countries to assist with export diversification. Agebebi and Virtanen (2017) remark that China 

could become a catalyst for industrial activity in African states possessing Chinese-funded 

special economic zones. 
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 Although Taiwan does provide aid that would benefit Industry, the overall composition 

of its aid programs makes it a less favorable option compared to China. Taiwan’s aid programs 

can be categorized into four specific areas of intervention: lending and investment, technical 

cooperation, humanitarian assistance, and international education training. Taiwan’s method of 

international assistance differs from China’s aid packages which typically emphasize 

infrastructural development (Maggiorelli, 2019). Taiwan’s aid has traditionally targeted areas 

such as training programs, medical missions, agricultural development and, to a lesser degree, 

infrastructure projects. Taiwan’s support of the UN’s Millennium Development Goals reinforces 

its commitment to long-term social and economic development, which does not produce 

immediate benefits for Industry (Lin and Lin, 2017). Lastly, China simply possesses a larger aid 

purse than Taiwan suggesting that Industry would prefer both the style and volume of Chinese 

aid.  

3.2.4 The Preferences of Labor 

 Unlike Finance and Industry, which have preferences that align with a specific aid 

provider, Labor is likely indifferent to the type of aid offered by China and Taiwan since both 

donors offer assistance that would benefit this group. In the context of Taiwan, workers would 

directly benefit from aid programs which foster development and an improvement in socio-

economic conditions. Taiwan has also pursued ways to disburse assistance through civil society 

organizations and NGOs which increase the likelihood that workers directly benefit from its aid 

packages (Lin and Lin, 2017). Labor would also exhibit a positive preference for Chinese aid 

given its emphasis on infrastructural development and economic growth which can, in turn, 

increase employment.  A common criticism of Chinese foreign aid has targeted its impact on 



 

 33 

average workers in recipient countries. However, surveys of citizens in African countries where 

China has provided aid find a general pattern of support for Chinese aid allocations. Western 

criticisms regarding the negative impact of Chinese aid on average consumers and workers in 

recipient countries are generally unfounded by attitudinal surveys (Agbebi and Virtanen, 2017; 

Sautman and Hairong, 2009). Likewise, the concerns about the emigration of Chinese workers to 

aid recipient states undermining growth or contributing to social divisions are inflated when 

compared to continent-wide trends throughout Africa (Mohan and Tan-Mullins, 2009). Research 

further suggests that Chinese companies operating in African countries do not actively seek to 

supplant local labor with Chinese labor. Instances where members of the Chinese diaspora 

makeup large shares of the workforce in overseas state-owned enterprises are usually localized 

and contingent on skill shortages in the relevant labor market (Jackson, 2014).  

3.2.5 The Joint Preferences of Informal Coalitions 

The causal mechanism at the core of this theory relates to a constrained choice problem 

faced by leaders in developing states that are seeking to trade recognition in exchange for aid. 

Developing states are not simply looking for the best aid allocation; rather, they are looking for 

the best aid allocation that meets the preferences of their domestic audience. Leaders value aid 

insofar as it maximizes the likelihood of their political survival (Bueno de Mesquita et al., 2003; 

Bueno de Mesquita and Smith, 2009). Rational choice models for aid negotiations featuring this 

assumption are prominent in the literature. A common assumption of these models is that leaders 

in recipient countries are primarily motivated by the maintenance of their own rule. Economic 

decisions surrounding the receipt of aid are tied to how rulers believe this aid will impact the 

interests of politically significant interest groups in recipient countries (Bates, 1981; Bates and 
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Krueger, 1993). Recipient countries also have the capacity to select certain donors over others. In 

a study of aid recipients in Africa, Whitfield and Fraser (2009) find that securing support for the 

ruling regime via the delivery of aid is common when deciding between specific aid donors. 

Citizens in aid dependent states also have the capacity to differentiate between competing 

foreign aid donors and reward leaders for obtaining aid that is aligned with their preferences 

(Heinrich, 2013). Suppliers of aid are likely to note this incentive structure since a primary 

interest of bilateral aid donors is to earn the political support of recipients. Since donors face a 

budget constraint when allocating aid, they are incentivized to select a recipient country where 

the political benefit of their aid allocation is maximized. Lin (2001) suggests that China and 

Taiwan take this constraint into account when assessing the internal political conditions of likely 

aid recipients. 

Aid allocations from China and Taiwan are unable to simultaneously satisfy the joint 

preferences of Labor, Industry, and Finance. Political leaders, motivated to pursue deals that 

increase their odds of maintaining office, are encouraged to appeal to the preferences of 

dominant actors while ignoring the interests of marginal actors. This dynamic is conducive to the 

creation of informal coalitions amongst these three interest groups. Bunte (2019) identifies key 

coalitions that emerge from interactions amongst Finance, Industry, and Labor within developing 

countries. He distinguishes between three types of economic coalitions: 1) a Corporatist 

Coalition between Labor and Industry; 2) a Capital Coalition between Finance and Industry; and 

3) a Consumer Coalition between Finance and Labor. Theoretically, Corporatist Coalitions 

would prefer aid from China due to the combined interests of Industry and Labor, Consumer 

Coalitions would prefer aid from Taiwan due to the combined interests of Finance and Labor, 
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and Capital Coalitions would have mixed-preferences due to the countervailing interests of 

Finance and Industry. Given these constraints, the leader of a developing country is encouraged 

to pursue an aid allocation that best satisfies the preference of a dominant coalition.  

3.3 Overcoming the Taiwan Cost  

 The Taiwan cost does not create an intractable problem for an aid-exchange theory. 

Qualitative case studies strongly suggest that aid is a central factor in the decisions of developing 

states to support either China or Taiwan. Each donor has obtained allies by outbidding the other 

in specific instances. However, China has a significant budgetary advantage in this area and 

several developing countries have opted to stay with Taiwan despite receiving smaller aid shares. 

The decision calculus for pro-Taiwan states may be found in how aid recipients value the 

assistance offered by the rival donors. A typical assumption in aid exchange models is that 

developing states are passive agents simply seeking to maximize their aid share. A modification 

to this assumption is warranted. The demand-side constraints of the exchange process strongly 

suggest that developing states actively account for the interests of their dominant economic 

coalitions and this, in turn, shapes the perceived benefit of the aid offer from each donor. 

Traditional aid models assume that a developing state, 𝐷𝑖, derives maximum utility, U(𝐷𝑖), from 

the joint combination of aid from China, 𝑎𝑖
𝐶, and Taiwan, 𝑎𝑖

𝑇, such that:   

U(𝐷𝑖)= 𝑎𝑖
𝐶+ 𝑎𝑖

𝑇          

My analysis of utility preferences will not challenge the basic assumption that developing states 

want to maximize aid. I will argue that the actual utility of a developing state’s aid combination 

is weighted according to how beneficial an interest group believes the aid to be for them. Since 
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certain interest groups prefer one provider over another, these respective groups discount the 

perceived benefit from aid that does not align with their donor preferences.  

The principal-agent nature of the leader-coalition relationship in a developing state also 

highlights how value differentiation can occur. The leader of the developing state acts as an 

agent in their pursuit of foreign aid for the benefit of their domestic principal, i.e., the dominant 

coalition. This is especially relevant for an aid exchange model where the leader obtains the 

benefits for a party not directly involved in the decision-making process. Lundborg (1998) 

models the aid rivalry dynamics between the United States and the Soviet Union as a “gift 

exchange” where recipient countries acquire foreign aid “gifts” for their citizens by exchanging 

diplomatic support to the respective aid donor. The value of the aid gift received by the leader 

does not necessarily translate into the same value in the eyes of their dominant coalition. Gift 

exchanges are susceptible to a deadweight loss when the preferences of the gift receiver do not 

align with the gift sender (Waldfogel, 1993). This discounting factor can help explain why 

certain countries are willing to accept aid from Taiwan even if China offers a larger quantity of 

aid.  

Similarly, developing states are not necessarily required to engage with one state and 

completely ignore the other. Taiwan presents an interesting case where developing states can 

choose to maintain formal relations with the mainland government but pursue informal relations 

with Taiwan. This arrangement would allow a developing state to receive tangible benefits from 

both suppliers without necessarily having to completely align with one while ignoring the other. 

While China still adheres to a diplomatic requirement of a One-China policy, Taiwan has long 

since abandoned such a requirement for establishing interstate relations. This creates a situation 
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where the informal recognition of Taiwan might be a rational outcome for certain developing 

states contingent on their domestic coalitions.  

3.4 Demand-Side Utility Preferences in the Aid-Recognition Exchange 

My initial evaluation of the aid-exchange process follows the Lundborg model of the 

United States and the Soviet Union during the Cold War. Lundborg’s model assumes donor 

states compete over the diplomatic support of recipient states. This model offers insight into the 

China-Taiwan scenario. Lundborg’s model assumes that diplomatic support is the prize sought 

after by rival aid donors. Support was specified as the percentage of UN general assembly voting 

afforded to a specific donor.  In the China-Taiwan context, a recipient’s diplomatic support can 

be interpreted as the extent it recognizes either China or Taiwan. I assume that each recipient 

faces a choice when recognizing Beijing or Taipei. Only one donor can be fully recognized at a 

time given Beijing’s One-China policy. However, states can informally recognize a donor 

through the exchange of unofficial and quasi-diplomatic contacts. I assume that recognition 

varies between no recognition and full recognition of Taiwan, with varying levels of informal 

recognition existing between these extremes.  

All states are assumed to be utility maximizers making self-interested decisions. Donors 

derive utility from recognition and disutility from allocating aid. The disutility arises from a 

budget constraint. Utility for Taiwan is maximized as overall recognition increases while also 

minimizing aid spending. Utility for China is maximized as overall recognition for Taiwan 

decreases while also minimizing aid spending. Recognition is also a function of aid. As aid from 

Taiwan increases, recognition is expected to increase. As aid from China increases, recognition 
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of Taiwan is expected to decrease. Developing states derive utility from aid. The amount of 

utility they derive corresponds to how the dominant interest groups perceive the aid such that: 

U(𝐷𝑖) = U(𝐷𝑖
𝐹𝐿), U(𝐷𝑖

𝐼𝐹), or U(𝐷𝑖
𝐼𝐿)        

where: 

 U(𝐷𝑖
𝐹𝐿) corresponds to the utility of the Finance-Labor coalition in a given country; 

 U(𝐷𝑖
𝐼𝐹) corresponds to the utility of the Industry-Finance coalition in a given country; 

 U(𝐷𝑖
𝐼𝐿) corresponds to the utility of the Industry-Labor coalition in a given country. 

Each interest group has distinct utility preferences regarding donor aid. Industry prefers China 

over Taiwan, Finance prefers Taiwan over China, and Labor is indifferent to China and Taiwan. 

These preferences are noted by a discount factor, 𝛿, attached to the aid from an unpreferred 

donor, where 𝛿 = 0 <  𝛿 < 1. Utility is maximized from Taiwanese aid if the coalition prefers 

Taiwan and utility is maximized from Chinese aid if the coalition prefers China. The joint utility 

preferences of a coalition can be represented as the sum of each dominant interest group’s 

valuation of the aid divided by twice the actual value of the aid, or formally as: 

U(𝐷𝑖
𝐹𝐿) =  [(𝑎𝑖

𝐶 + 𝑎𝑖
𝑇 − (𝑎𝑖

𝐶𝛿𝑖
𝐹)) + (𝑎𝑖

𝐶 + 𝑎𝑖
𝑇)] / 2(𝑎𝑖

𝐶 +  𝑎𝑖
𝑇)    

U(𝐷𝑖
𝐼𝐹) =  [(𝑎𝑖

𝐶 +  𝑎𝑖
𝑇 −  (𝑎𝑖

𝑇𝛿𝑖
𝐼)) + (𝑎𝑖

𝐶 +  𝑎𝑖
𝑇 − (𝑎𝑖

𝐶𝛿𝑖
𝐹))] / 2(𝑎𝑖

𝐶 + 𝑎𝑖
𝑇)   

U(𝐷𝑖
𝐼𝐿) =  [(𝑎𝑖

𝐶 +  𝑎𝑖
𝑇 −  (𝑎𝑖

𝑇𝛿𝑖
𝐼)) + (𝑎𝑖

𝐶 + 𝑎𝑖
𝑇)] / 2(𝑎𝑖

𝐶 + 𝑎𝑖
𝑇)    

The equations above will each yield a value between zero and one to represent the coalition’s 

joint satisfaction with the aid allocation. Values close to one represent complete satisfaction 

while values close to zero represent complete dissatisfaction. The value of the discount factor is 

not explicitly known and will necessarily vary across country coalitions, but it achieves the 

purpose of devaluing the unpreferred aid relative to the preferred aid. A developing country 
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would realize that pursuing a higher aid allocation with the preferred donor would improve 

overall satisfaction. As aid from the desired donor increases, the joint utility value will move 

closer to one. The equation for U(𝐷𝑖
𝐼𝐹) is perhaps the most interesting as the outcome of this aid 

allocation will depend on the relative value of a group’s discount factor. Leaders in developing 

states understand that aid is a function of recognition. As recognition of Taiwan increases, aid 

from Taiwan is expected to increase. As recognition of Taiwan decreases, aid from China is 

expected to increase. 

Since the empirical record for aid and recognition decisions is not static, this theory must 

be able to explain why donors alter their aid allocations as well as why recipients switch their 

recognition decisions. For many developing states, the best decision is to fully commit to either 

China or Taiwan. This theory must also account for the empirical reality that many developing 

states have deviated from this strategy either through complete realignment or even a period of 

switching back and forth. A demand-side feature of the aid-exchange dynamic can account for 

these deviations by considering changes in the relative strength of interest groups within each 

country. As the feasibility set suggests, a developing country is made best off in the long run by 

fully committing to one side or the other. Minor deviations result in lower levels of utility. 

However, a donor deviation is justified if the utility calculation of the developing state changes. 

Since a developing state’s utility is directly related to the composition of its interest group 

coalition, any change to the coalition would in turn alter the utility calculation of the developing 

state. Theoretically, prior receipt of aid should strengthen the position of the dominant interest 

groups and create a ‘feedback loop’ which makes it more likely that they stick with the previous 

recognition decisions. However, this endogenous effect can be offset by an exogenous event. The 
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economies of developing countries are dynamic and not purely structured by aid flows from 

China and Taiwan. Random short-term events such as disasters or coups as well as long-term 

events such as structural economic and social transitions can alter the interest group balance.  

 On the supply-side, the aid allocation decisions of China and Taiwan are subject to an 

optimization problem since each donor derives utility from recognition and disutility from 

allocating aid. Each donor is willing to allocate aid as long as the marginal benefit of recognition 

is greater than the marginal cost of the budget constraint. The budget constraint simply 

represents the portion of the national budget that each donor can afford to allocate for external 

aid. Every dollar in foreign aid entails an opportunity cost since it is unable to be spent on other 

priorities. A donor with a significant budget constraint would experience heightened disutility 

from aid, which can offset the utility gained from recognition. Conversely, a donor with a minor 

budget constraint faces a smaller opportunity cost and may therefore prioritize utility obtained 

from recognition. In the context of the donor rivalry, the gap between China’s aid budget and 

Taiwan’s aid budget increased over time. This empirical dynamic cannot be measured directly 

due to an absence of clean aid data, but it can be measured indirectly based on which states 

remain aligned over time. Finance dominant states would be the most resilient allies that Taiwan 

would target since its money goes further with them due to the power of the discount factor. 

Industry dominant states would be the quickest to switch to China as its aid budget grew more 

favorable in comparison to Taiwan.   

3.5 Testable Hypotheses 

According to the theory outlined above, developing countries are expected to recognize either 

China or Taiwan based on the expected utility they intend to receive from this action. Leaders of 
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developing countries expect that recognition increases the probability of receiving aid from the 

recognized country and base their diplomatic decisions on the aid preferences of dominant 

economic interest groups. Recognition is also partially divisible since a developing country can 

officially recognize one country in lieu of the other or pursue official relations with one while 

simultaneously pursuing informal relations with the other. Given the established preferences of 

Industry, Finance and Labor, this theory suggests two testable hypotheses:  

H1: Finance and Taiwan 

If Finance is strongly represented, then a developing country is likely to recognize 

Taiwan. Countries with coalitions between Finance and Labor are particularly likely to 

do this since Labor also holds a positive view of Taiwan.  

H2: Industry and China 

If Industry is strongly represented, then a developing country is likely to recognize China. 

Countries with coalitions between Industry and Labor are particularly likely to do this 

since Labor also holds a positive view of China. 

While the theory can illustrate the causal forces at play as well as the incentive structure for how 

each side makes decisions, it lacks an empirical basis for extending potential theoretical 

conclusions. The following chapters utilize a quantitative and qualitative approach to determine 

if the influence of economic interest groups over Taiwanese recognition is supported by 

empirical reality.  
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CHAPTER 4 

 
QUANTITATIVE ANALYSIS 

 
 

4. Structure of a Quantitative Model 

This section sets out to develop a quantitative model for the recognition decisions of developing 

states based on the presence of informal coalitions amongst economic interest groups. The 

following subsections details the unit of analysis, the dependent and independent variables, the 

methods for measuring the relationship between the dependent and independent variables, and 

the results of this quantitative analysis. 

4.1 Unit of Analysis and Period of Observation 

The unit of analysis for this study is the state-group level. Data points for the observations are 

drawn from a sample of 91developing states covering the time-period between 2005 and 2015. 

This sampling method generated a total of 706 unique observations. The sample is subject to 

missing observations. Of the 91 sampled countries, full coverage is available for 31 countries. 

Coverage for nine out of the eleven years is available for 60 out of the 91 countries. Only 20 of 

the 91 sampled countries have less than six years of coverage. The time period of analysis as 

well as sample coverage were necessarily limited due to the availability of data for the economic 

coalition independent variables. The choice to differentiate between developed and developing 

countries relates to the causal mechanism in the aid-recognition exchange theory. Since it is 

assumed that states can elect to trade recognition for aid, it is appropriate to limit the sample to 

countries with the opportunity to participate in this exchange. A country is considered a 

developing state if it comports with the United Nation’s country classification system. I code a 
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state as developing if the UN lists it as a developing country, small island developing state, or 

landlocked developing country.  

4.2 Dependent and Independent Variables 

The dependent variable of interest is whether or not a developing state recognizes Taiwan in a 

given year. Previous literature has treated recognition as a dichotomous measure (Rich, 2009; 

Rich, 2011; Rich and Banerjee, 2015). However, a binary measure of recognition fails to capture 

the nuance of the relationship dynamics between developing states and Taiwan. The demand-

side theory espoused by this study acknowledges that states can confer degrees of recognition 

that fall short of full recognition. A more appropriate operationalization of this measure would 

account for the degrees of recognition by developing states. As such, this study creates an 

original measure of recognition that accounts for informal diplomacy. Traditional measures of 

Taiwanese recognition code it as either 0 or 1 depending on if a country has formal relations via 

embassies and diplomats. In reality, most states that engage with Taiwan do so on an informal 

basis via the hosting of Taiwanese economic and cultural institutes on their soil. A number of 

studies suggest these institutions function as de facto embassies (Chang and Tai, 1996; Paitinka, 

2017; Rich, 2020). An ordinal variable with three categories was created to account for degrees 

of recognition. The variable is coded as 0 if a state has no relations with Taiwan, 1 if it has 

informal relations with Taiwan, and 2 if it has formal diplomatic relations with Taiwan. The 

determination of informal versus formal relations was made by consulting official government 

records concerning diplomatic missions hosted by the government of Taiwan. Diplomatic 

missions are differentiated based on whether or not a participating country hosts an official 

embassy or other type of unofficial institution. Countries that host full embassies are coded as 
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having formal recognition while countries that host cultural or economic institutions are coded as 

having informal recognition under this measure.  From the sample of 706 observations, 490 

observations are coded as no recognition, 146 observations are coded as informal recognition, 

and 70 observations are coded as formal recognition.  

The independent variable of interest relates to the composition of economic interest 

groups in developing countries. As detailed in the theory section, three possible coalitions can 

emerge from the interactions between Finance, Industry and Labor. Corporatist Coalitions are 

composed of Labor and Industry, Capital Coalitions are composed of Finance and Industry, and 

Consumer Coalitions are composed of Finance and Labor. A comprehensive measure of an 

economic coalition must simultaneously capture the identity of each interest group while also 

accounting for the ability of each group to exert political strength. Bunte (2019) introduces an 

effective way to measure the political strength of an interest group by analyzing the interaction 

of two factors: 

 Group political strength = Group’s ability to organize *  

Group’s importance to economy    

The first factor reflects the ability of a group to organize and overcome collection action 

problems. The second component reflects the importance of this interest group which increases 

the likelihood that political leaders will account for the preferences of this group.  The strength 

of each political group is operationalized using the equations below.   

Bunte (2019) derived data points for 115 developing countries between 2005 and 2015. 

He used data from the World Economic Survey to determine the average skill level of workers 

via a country’s reliance on unskilled versus skilled labor. The unemployment rate, derived from 
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World Bank data, reflects the presence of surplus labor. The resulting value was normalized 

between 0 and 1. Low numbers indicate that a country relies on low-cost labor while higher 

values convey a reliance on high-skilled labor. The score increases as the prevalence of high 

skilled workers increases relative to low skilled workers and as the unemployment rate 

decreases.  

Political Strength of Labor = Average skill level of workers *  

(1 / unemployment rate)   

 The political strength of Industry reflects the degree that industry can organize and 

influence the political process. Bunte (2019) derived data points for 95 developing countries 

between 2005 and 2015 for this measure. The logic behind the sophistication of the production 

process component relates to the degree that firms are connected based on domestic supply-chain 

linkages. He used data from the World Economic Survey to proxy for the organizational capacity 

of industry. The extent that an economy is dependent on domestic inputs relative to foreign 

inputs is likely to reflect the political importance of Industry. Political leaders are more likely to 

listen to the demands of Industry if it relies on domestic inputs and more likely to ignore it if it 

relies on foreign inputs. Data points for this component of the equation are drawn from the 

World Bank. The resulting value from this equation is normalized between 0 and 1. The scores 

increases as the prevalence of high-tech products increases relative to low-tech products and also 

increases as economic actors use more domestic inputs relative to foreign inputs.  

Political Strength of Industry = Sophistication of the Production Process *  

(reliance on domestic inputs / reliance on foreign inputs) 
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The political strength of Finance, like the previous measures, accounts for the ability of 

this group to organize and influence the political process. Bunte (2019) derived data for 128 

developing countries between 2004 and 2015 for this measure.  Since banks are the most 

common financial actors in developing countries, banks in a concentrated financial sector would 

find it easier to coordinate with one another and overcome potential collective action problems. 

Data for bank concentration are derived from the work of Beck, Demirgüç-Kunt, and Levine 

(2010). Political leaders are more likely to listen to the interests of banks if they are important 

economic actors. This concept is operationalized by using World Bank data which measures the 

domestic credit provided by the financial sector as a percentage of GDP in a given country. The 

result from the equation is normalized between 0 and 1. The value of this measure increases as 

banks’ organizational capacity rises and also increases as the credit provided by the financial 

sector to the domestic economy rises.  

Political Strength of Finance = Bank Concentration *  

Domestic Credit provided by Finance 

 The causal theory put forward in the theory section, that leaders in developing countries 

trade recognition for aid which best matches the preferences of influential domestic actors, 

agrees with Bunte’s (2019) view that political leaders are incentivized to listen to only two of the 

three economic interest groups. A leader can maximize their political benefits by appealing to the 

two most influential groups since it is impossible to simultaneously satisfy each group due to 

diverging aid preferences. As such, an informal coalition is determined to exist in a country 

when two of the political strength variables are high while the other is low. Following Bunte, I 

model the recognition decisions of developing states by assuming the political strength of the 
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strong interest groups in a given coalition is in the 90th percentile of their respective distribution 

while the political strength of the weaker interest group is in the 10th percentile of its distribution.  

4.3 Method of Statistical Analysis 

The statistical model utilized in this study relies upon a multivariate regression analysis. Since I 

originally conceived of the dependent variable as an ordinal measure that treated recognition as 

an outcome with distinct categories, it would be common practice to utilize an ordered logistic 

regression model to study the effects of the independent variables. However, this statistical 

technique is also known as a proportional odds model and relies upon the parallel regression 

assumption requiring the effects of the independent variables to be equal across all categories of 

the dependent variable (Long and Freese, 2014). Violation of the parallel odds assumption can 

produce incorrect and misleading results. A test of this assumption revealed that each of the three 

political strength variables, along with several control variables, violated the parallel odds 

assumption.  

 A class of generalized ordered models exist to deal with such shortcomings. I initially 

attempted to fit a partial proportional odds model to account for violations of the parallel 

regression assumption utilizing the Stata package gologit2 developed by Williams (2006). This 

routine has the advantage of an autofit command which automatically applies tests for the 

proportionality assumption and relaxes it for the necessary predictor variables. However, this 

adjusted model proved insufficient since the partial relaxation of the parallel odds constraint 

increased the sensitivity of the model to outcome categories with fewer observations. Fitting the 

model with the predictor and control variables proved especially challenging. A baseline model 

including only the key independent variables produced a significant number of negative 
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predicted probabilities. This problem grew worse with the inclusion of control variables. 

Williams (2016b) recommends correcting for this problem by expanding the size of the sample, 

reducing the number of categories on the dependent variable, and/or simplifying the number of 

explanatory variables in the model. I attempted to simplify the model by first converting the 

political strength of interest groups into dichotomous measures for coalitions. This eliminated the 

problem of negative predicted probabilities in the baseline model, but was unable to resolve the 

same issue with the other covariates. An entire category of economic control variables was 

dropped from this model to prevent the occurrence of negative predicted probabilities.  

 Given these problems with an ordered logistic regression, I opted instead to utilize binary 

regression models to assess the recognition decisions of developing states. The original ordinal 

measure of recognition (none = 0, informal = 1, formal = 2) was collapsed into three different 

dichotomous measures. Although the original sample contained 706 unique observations, each 

model utilizes a subsample due to the specification of the dependent variable. One model 

compares no recognition to formal recognition alone (no R = 0, formal R = 1, n = 560), a second 

model compares no recognition to informal recognition alone (no R = 0, informal R = 1, n = 

636), while a third model compares informal recognition to formal recognition (informal R = 0, 

formal R = 1, n = 216). As such, I initially test for the influences of the predictor variables across 

three different baseline regression models.  

 However, a traditional logistic regression technique also proved unsuitable for this study. 

The limitations of a small sample size, especially with respect to the outcome of formal 

recognition, as well as separability issues became clear when performing logistic regressions 

with my dataset. King and Zeng (2001) note how small sample sizes with rare occurrences on the 



 

 49 

outcome variable can lead to biased maximum likelihood estimates via an underestimation of 

event probabilities. In my sample, this is applicable since only 70 of the 706 observations are 

coded as formal recognition. Henize and Schemper (2002) discuss how maximum likelihood 

estimates are potentially vulnerable to a separation problem, in which a predictor perfectly 

predicts one or both outcomes, as well as a quasicomplete separation problem, in which some 

outcomes are completely determined. I encountered the problem of quasicomplete separation 

across a variety of model specifications while using a standard logistic regression technique.  

Firth (1993) was the first to offer a solution to these issues by proposing a penalization 

method to achieve bias reduction in maximum likelihood estimates. This technique, also known 

as Firth’s penalized likelihood, is a type of penalized likelihood regression model. The 

theoretical basis behind this technique involves placing a penalty term on the standard maximum 

likelihood function to correct for biases generated from small samples, rare occurrences, and 

complete or quasicomplete separation (Canario, 2020). Given the bias-preventing aim of this 

method, Allison (2012) recommends deferring to penalized likelihood estimation in lieu of 

conventional logistic regression techniques. As such, I utilize the Firth method for my baseline 

models designs and the subsequent iterations via the firthlogit Stata package developed by 

Coveney (2008). 

Each baseline model begins with utilizing the three political strength variables as 

predictors for the outcome of interest. I probe for the influences of informal coalitions by 

introducing the appropriate interaction term. I follow Aiken and West (1991) by limiting my 

analysis of the interactions to focusing on the highest order term in each model and restricting 

the presentation of the tests to the conditional effects of these interactions, thereby minimizing 
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any possible misinterpretation of the results. I test for the moderating influence of control 

variables by including them in the interaction term in subsequent models. Yzerbyt, Muller, and 

Judd (2004) show this design is important in models interested in the interaction amongst the 

independent variables since this result is estimated without bias only when the interaction 

between the covariate and the independent variables is included in the analysis. This approach to 

nonlinear modeling with independent and covariate variable interactions is supported in the 

literature (Keller, 2014; Hull, Tedlie, and Lehn, 1992; Baron and Kenny, 1986). 

Since I am using interactions terms to evaluate the influence of informal coalitions, this 

poses a problem for forward model building. The inclusion of control variables in the interaction 

term imposes significant constraints on the inferential capabilities of the model as the number of 

covariates grows. The inclusion of all control variables at once is thus untenable. As a result, I 

follow a sequential approach to show the robustness of a baseline model through serially added 

controls (Adolph, 2013; Bunte, 2019).   

In lieu of focusing my findings on the evaluation of the significant effects in parameter 

tables, I focus on visualizing the predicted probabilities of the predictor variables. Nonlinear 

parameter estimates, by themselves, can be troublesome to interpret. I instead adopt for an 

approach that calculates the expected value of the outcome variable and show how this expected 

value is contingent on its covariates. I do so by calculating the expected recognition decision of a 

developing state conditional on the type of interest group coalition. It is considered a best 

practice to utilize visualizations for presenting and interpreting interaction effects amongst 

continuous variables. Mize (2019) recommends choosing “ideal types” for one of the predictor 

variables and then varying it across a systemic percentile range of its distribution. For my model 
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visualizations, I vary the values of the covariates from the 25th to the 75th percentiles of their 

respective distributions. 

I utilize the margins command in Stata to generate the predicted probabilities for each 

model. Before analyzing the results, I had to account for a confidence interval estimation issue 

with the resulting predicted probabilities. Many of my models produced predicted probabilities 

with confidence intervals that went either below zero or above one, which is impossible in a 

probability space. These confidence interval estimates result from the use of the delta method by 

the margins command to approximate standard errors for the predicted probabilities. Albright 

(2018) notes that while this Stata command’s estimate of standard errors is accurate, the resulting 

confidence interval calculation does not appropriately account for predicted probabilities that 

result from nonlinear models. Initially, I incorporated a set of Stata commands from Newson 

(2015) to transform the confidence intervals produced by margins into interval ranges that are 

properly calculated for binary regressions and bounded between zero and one. However, these 

transformations produced asymmetrical confidence intervals with uncentered point estimates. 

Upon reconsideration, I decided to use the original confidence interval estimates even though 

some estimates go beyond the logical boundary of the probability space. I note this visually in 

the models.  

4.4 Findings 

I begin by estimating three baseline models using dichotomous measures to compare no 

recognition with formal recognition, no recognition with informal recognition, and informal 

recognition with formal recognition. I account for the influence of interest groups by modeling 

the political strength of Labor, Finance and Industry and estimating how coalitions between these 
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groups influence the likelihood of recognition amongst developing countries. I estimate the 

presence of informal coalitions and the predicted recognition decisions based on the relative 

strength of each interest group. When simulating recognition decisions, I assume the strength of 

the two dominant interest groups are in the 90th percentile while the strength of the weaker group 

is in the 10th percentile. These results are displayed in Figure 5.  
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Figure 5: Baseline Models 
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 Model 1A compares no recognition to formal recognition. Across the three coalitions, 

none are substantially more likely than the others to formally recognize Taiwan. Model 1B 

compares no recognition to informal recognition. This model provides interesting results. 

Consumer Coalitions and Capital Coalitions are both noticeably more likely to informally 

recognize Taiwan when compared to Corporatist Coalitions, which is in the expected direction of 

the hypotheses. Model 1C compares informal recognition to formal recognition. Similar to 

Model 1A, this model does not provide meaningful insight for comparing across coalition types.  

My initial hypotheses are at least partially supported by these findings. Although the 

baseline models do not detect a notable influence of interest groups when focusing on formal 

recognition, a strong influence is detected when focusing on informal recognition. In Model 1B, 

the probability of informal recognition by Corporatist Coalitions is approximately 8% while the 

probability of informal recognition by Consumer and Capital Coalitions is approximately 64% 

and 49%, respectively. Given these results, I focus my analysis on the interesting findings from 

Model 1B and attempt to verify the robustness of these findings through the exposure to 

potentially moderating control variables.  

4.5 Accounting for Alternative Explanations  

A comprehensive demand-side model should account for additional factors that might influence 

the recognition decisions of developing states. Hu (2019) provides a useful framework for 

conceptualizing about other factors which may influence recognition decisions over Taiwan. 

Hu’s case study speaks to three important domestic influences: (a) geographic factors, (b) 

economic factors, and (c) ideational factors. I generate a set of control variables from each of 

these categories to account for the influences of possible alternative explanations. I then account 
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for any moderating influences by individually including each control variable in the interaction 

terms associated with each coalition type across a series of model specifications. Since the 

controls are added sequentially, I specify a model for each control variable.  

4.5.1 Geographic Factors 

Geography is a potentially important predictor of international recognition. The 

“smallness” of a state could greatly inform which states are more likely to recognize Taiwan. A 

country with a smaller population is potentially a cheaper client to solicit recognition from when 

it comes to the dispensation of foreign aid. Almost all of Taiwan’s formal allies are small in 

terms of both population and land area. Since Taiwan is one of the world’s largest holders of 

foreign exchange reserves, it faces few constraints in trading economic assistance for recognition 

to states with smaller populations (Hu, 2019). It is possible that Taiwan attempts to offset 

China’s overall economic advantage by strategically pursuing clients with small populations. I 

test for this by introducing a control variable that accounts for the population of each developing 

country. The results are represented by Models 2 and 3 in Figure 6. 
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Figure 6: Geography Models 

When examining Model 2, the inclusion of population in the interaction does not 

dramatically change the finding of the baseline model. For comparison, countries in the bottom 

25th percentile have populations around 3.6 million while countries in the 75th percentile have 

populations around 31.2 million. Countries with Corporatist Coalitions are unlikely to informally 

recognize Taiwan across all values of the distribution. Countries with Consumer Coalitions and 

Capital Coalitions are comparatively more likely to recognize Taiwan, although the likelihood of 

recognition modestly increases across the Consumer Coalition distribution while the likelihood 

of recognition modestly decreases across the Capital Coalition distribution. The predicted 

probability of informal recognition by countries with Consumer Coalitions increases from 35% 

at the 25th percentile to 83% at the 75th percentile while the predicted probability of informal 

recognition by countries with Capital Coalitions decreases from 82% at the 25th percentile to 
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45% at the 75th percentile. These results would suggest that small countries are not sole 

purveyors of recognition when informal recognition is counted. It also suggests that the 

moderating effect of population is different for countries where the interests of Industry are 

strong when compared to those where it is weak. For countries with Consumer Coalitions, where 

the political strength of Industry is weak, the likelihood of informal recognition grows as 

population increases while the opposite is the case for countries with Capital Coalitions, where 

the political strength of Industry is strong and on par with the political strength of Finance.  

Distance is another geographic factor that may influence recognition. States that are near 

China may be more likely to feel the pull of its sphere of influence. Taiwan simply cannot 

compete in exerting power as influence. However, prior studies suggest that distance decreases 

the influence of powerful states. Henrickson’s (2002) comprehensive analysis of distance in 

international relations concludes that “diplomacy depends on distance” (p. 462). This is intuitive 

since China has little military presence outside of its immediate region and all of Taiwan’s 

current formal allies are geographically far from China. I account for this dynamic with a control 

which measures the distance between China and each developing country. These results are 

represented by Model 3 in Figure 6.  

For comparison, countries in the 25th percentile are approximately 5,000 kilometers from 

China while countries in the 75th percentile are approximately 10,000 kilometers from China. 

The results from this model support the initial finding from the baseline model. Developing 

states with Corporatist Coalitions are noticeably less likely to afford informal recognition to 

Taiwan, but the predicted probability trends upward across the distribution. This might be 

explained by the role of distance. Corporatist states have a theoretical preference for Chinese 
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influence, but this appeal might diminish as the geographical distance grows between China and 

these specific states. As distance increases, the economic and geopolitical influence of China 

decreases which may then make these countries more willing to informally engage with Taiwan. 

Consumer Coalitions and Capital Coalitions are both more likely to informally recognize 

Taiwan. The probability of recognition for both of these coalitions remains fairly stable at all 

points across the distribution.  

4.5.2 Economic Factors 

Economic explanations for recognition are most strongly tied to trade and investment. In 

the case of developing states, many of the countries which formally recognize Taiwan do not 

have export-oriented economies. This could help to explain why they are less concerned with 

formally recognizing the PRC and thus having access to Chinese markets (Hu, 2015; Hu, 2019). 

Developing states with export-oriented economies may have an incentive to accommodate 

China’s interests and thus avoid engagement with Taiwan, even on an informal basis. I test for 

this by controlling for a country’s exports in goods and services as a percentage of GDP. 

Countries with high scores in this measure would theoretically have a stronger preference for 

access to Chinese markets while countries with low scores in this measure would have a weaker 

preference for access to Chinese markets. Independent of exports, a country’s level of 

development could also account for its recognition preferences. These results are represented by 

Models 4 and 5 in Figure 7.  



 

 59 

 

Figure 7: Economic Models 

Net exports make up approximately 22% of GDP for countries in the 25th percentile and 

approximately 43% of GDP for countries in the 75th percentile. In regards to countries with 

Corporatist Coalitions, the probability of recognition is low but increases across the distribution. 

This trend is also observable for countries with Consumer Coalitions, although the initial 

probability of recognition is still higher by comparison. The predicted probability for informal 

recognition does not meaningfully vary across the Capital Coalition distribution. If the theory 

behind this control was applicable, then the opposite result would be expected since increases in 

exports as a percentage of GDP should increase a country’s reliance on China. It does not appear 

that developing countries with export-oriented economies are any less likely to informally 

recognize Taiwan.  
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It is also possible that certain countries, regardless of coalition, are predisposed towards 

seeking aid from China and Taiwan due to their current stage of development. Lin and Lin 

(2017) note that countries receiving aid from Taiwan are generally at a higher level of economic 

development than countries receiving aid from China, which mirrors the different developmental 

models espoused by the two donors. I account for this possibility by incorporating a recipient 

country’s GDP per capita into the model to account for their level of economic development. If 

GDP per capita is an influential factor, then developing countries with lower levels of GDP 

should be more likely to pursue engagement with China while developing countries with higher 

levels of GDP should be more likely to recognize Taiwan regardless of coalition. These results 

are represented by Model 5 in Figure 7. 

In this model, countries at the 25th percentile have a GDP per capita of approximately 

$1,130 while countries in the 75th percentile have a GDP per capita of approximately $6,729. 

The predicted probabilities of informal recognition for Corporatist Coalitions and Capital 

Coalitions increase across the distribution, which is consistent with the theory behind this control 

variable. However, the predicted probability of informal recognition for Consumer Coalitions 

decreases as GDP per capita grows. If the alternative explanation noted above were accurate, I 

would expect less developed countries, regardless of coalition, to be less likely to informally 

recognize Taiwan due to their desire to pursue engagement with Beijing. My analysis suggests 

that coalitions do matter given that countries at lower levels of development are more likely to 

informally recognize Taiwan when Consumer Coalitions are present.  
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4.5.3 Ideational Factors 

Ideational factors refer to the ideology, norms, identities, and political cultures of a given 

state. A common way to measure this is by observing the political regime within a country. Since 

Taiwan is a democracy and China is an authoritarian regime, developing states may pursue 

diplomatic ties based upon ideological norms. A control variable utilizing the Freedom House 

Index is employed to account for the political ideology of each developing state. This index 

scores a country on a scale from 1, most free, to 7, least free, using half-points increments to 

indicate varying degrees of freedom. Although Polity scores are a more common way of 

measuring political ideology in the literature, this source did not feature scores for a meaningful 

number of observations. In the interest of preserving a maximum number of observations, 

Freedom House was used instead. Data was gathered from both indicators and shared 

observations were compared with a correlation matrix. These measures strongly correlated with 

one another (0.8104) in the sample.1 The results are displayed in Model 6 in Figure 8. 

 
1 Since Freedom House scores countries from 1 to 7, with 1 being the most free, and Polity scores countries from 10 

to -10, with 10 being the most free, these scores are negatively correlated due to the opposite ranking directions of 

the respective indices. As such, higher scores on Freedom House indicate the absence of freedom while higher 

scores on Polity indicate the presence of freedom. For clarity, I omitted the negative sign from the correlation. 
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Figure 8: Ideational Models 

 For reference, countries in the 25th percentile have an average Freedom House score of 2 

(free) while countries in the 75th percentile have an average score of 4.5 (partly free). The 

probability of informal recognition decreases across the distribution for Corporatist Coalitions 

and Capital Coalitions while the probability of informal recognition increases across the 

distribution for Consumer Coalitions. Regime type does seem to moderate the effect of informal 

coalitions, but the direction of the effect seems to be conditional on coalition type. The 

institutional features of autocracies may explain these diverging trends. Gerrin, Gjerløw, and 

Knutsen (2020) find that autocracies are more likely than democracies to adopt development 

models that focus on heavy industry. Autocracies have stronger incentives and capabilities to 

pursue rapid industrialization. Since relations with China can entail opportunities for industrial 

development assistance as well as export-oriented growth, autocratic countries with Corporatist 
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Coalitions and Capital Coalitions would be likely to respond strongly to an opportunity to align 

with China. Although Consumer Coalitions tend to benefit from the institutional protections of 

democratic countries, emerging research suggests that autocratic regimes face incentives to 

appeal to financial interests. Pond (2017) finds an accelerating trend of autocratic regimes 

favoring the liberalization of their financial markets. Since 1966, more than 40 autocratic 

countries have completely liberalized their capital accounts. Autocrats tend to endorse capital 

liberalization for two reasons. Financial liberalization is a stabilization tool that can bolster 

economic performance and reduce the likelihood of political opposition. When stabilization is 

prohibitively expensive, financial liberalization enables asset mobility which can protect the 

economic elites against fears of democratic redistribution. Since Consumer Coalitions have a 

theoretical preference for Taiwan, this may explain why less-free regimes with these coalitions 

would show a heightened preference to informally recognize it.   

Additionally, ideational inclinations towards major powers may compel developing states 

to engage or disengage with Taiwan independently of domestic economic coalitions. As such, it 

is important to account for the relationship of developing countries towards the major powers 

which shape the international dynamics of Taiwanese relations: namely that of the United States 

and China. Although the United States does not formally recognize Taiwan, it is undoubtedly 

one of its strongest informal allies. Likewise, China is the strongest voice against engagement 

with Taiwan. A country’s overall attitude towards the United States and China could very well 

dictate its Taiwan policy. Voting patterns in the United Nations are a frequent proxy for the 

relationships amongst nation states. Bailey, Strezhnev and Voeten (2017) compare the various 

measures of state affinity vis-à-vis UN voting patterns and produce a robust ideal point estimate 
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for determining how strongly a country aligns with the preferences of the United States. 

However, this measure does not cover all of my observations. I opted to use a different measure 

that preserved all of the cases in the sample. Instead of the ideal point estimate measure, I 

calculated the difference between the number of times a country voted with the United States 

versus the number of times a country voted with China at the UN in a given year. This value 

ranges from 1 to -1 with positive values indicating more support for the United States and 

negative values indicating more support for China. Larger differences indicate stronger levels of 

support for the corresponding countries. This technique produced a variable that strongly 

correlated (0.8695) with the ideal point estimate measure amongst shared observations and 

covers all of the cases in the sample. The results are represented by Model 7 in Figure 8.  

According to the theory behind this control, countries that are more closely aligned with 

China should be less likely to recognize Taiwan regardless of informal coalition. Given the 

distribution of the data for the control, this variable should be able to detect a preference for 

China. At the 25th percentile, countries voted with China 65% more often than with the United 

States. At the 75th percentile, countries voted with China 34% more often than with the United 

States. The results remain relatively stable across the distributions for each coalition type. This 

suggests that a state’s ideological proclivity for either China or the United States is not the 

overriding factor in determining whether or not it grants informal recognition to Taiwan.  

4.6 Summary: Aid for Recognition Revisited 

Any attempt to empirically test a theory of aid-for-recognition will invariably run into the 

problem of aid opaqueness from both China and Taiwan. I attempted to indirectly test an aid-

based theory of recognition by focusing on the demand-side factors that would inform such a 
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relationship. This theory is best suited to explain why certain states would choose to formally 

recognize Taiwan while others do not. In the context of economic interest groups, my data does 

not support this theory. I fail to find evidence that suggests economic coalitions influence the 

formal recognition decisions of developing states. However, I do find support for my hypotheses 

when informal recognition is considered. In regards to my hypotheses, the political strength of 

Finance and the political strength of Industry do seem to influence informal recognition 

decisions. Of the three coalition types, countries with Consumer Coalitions are consistently the 

most likely to informally recognize Taiwan while countries with Corporatist Coalitions are 

consistently the least likely to recognize Taiwan. Countries with Capital Coalitions consisting of 

Finance and Industry are more likely than Corporatist Coalitions but less likely than Consumer 

Coalitions to informally recognize Taiwan.  

My theory suggests that developing states choose to recognize Taiwan for self-interested 

reasons related to the benefits of recognition. The statistical results provide mixed evidence in 

support of this theory. Coalition type does not seem to matter when considering formal 

recognition, but it does seem to matter when considering informal recognition. However, this 

brings into question my original theory since I postulate that donor states reward developing 

countries that closely align with them and punish those that pursue a middle path. Based on this 

analysis, developing states may not necessarily be the “mercenary maximizers” as suggested by 

an aid-exchange theory. A plausible explanation for these results amongst states with Consumer 

Coalitions and Capital Coalitions could be that these countries view the middle path of 

informally engaging Taiwan as a more beneficial option than formal relations. Given Beijing’s 

commitment to the One-Chine principle, formal recognition entails a much higher cost than 
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informal recognition. China has demonstrated its willingness to terminate or narrow relations 

with countries that choose to formally recognize Taiwan, but has either ignored or pursued a 

more measured approach towards those that informally recognize it. Developing states with these 

coalitions may well believe that informal relations with Taiwan generate a benefit that goes 

beyond any amount of aid that Taipei could provide since this option does not entail a serious 

cost imposed by Beijing. Despite prior emphasis on dollar diplomacy in the literature, aid alone 

may not be the sole motivating factor for recognition. The material benefits of relations with 

either China or Taiwan extend beyond just the receipt of aid. My results do suggest, however, 

that coalitions do value informal engagement differently which is still consistent with my theory.  

 It is also possible that informal coalitions of all varieties are more likely to wield 

influence over political elites in countries that do not recognize Taiwan. Should this be the case, 

it would disrupt the causal pathway at the core of my theory. Long and Urdinez (2021) find 

evidence for this alternative explanation in the context of Paraguay. The Paraguayan government 

has consistently recognized Taiwan as the legitimate government of China. The authors note that 

Paraguay’s political structure allows the governing elites to capture nearly all of the tangible and 

intangible benefits flowing from the state’s relationship with Taipei. The structure of Paraguayan 

politics dampened the formation and influence of interest group lobbying due to the 

configuration of the state’s ruling elite, a dominant political party, and a “prebendary and 

clientelist” state apparatus. Paraguayan elites also show low diversification and high cohesion 

which, when combined with the country’s smallness and limited economic diversification, 

insulates them from social pressure. 
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An analysis of plausible control variables lent support to the influence of informal 

interest groups while also offering new insight into informal state recognition. In terms of 

geographic factors, only population appears to moderate the influence Consumer Coalitions. 

Interestingly, this finding is counterintuitive since the interaction goes in a different direction 

than the theory of the control would expect. Countries with Consumer Coalitions, which are 

already more likely to informally recognize Taiwan, display an increased likelihood of 

recognition as population size increases. Existing research on formal recognition suggests that 

smaller countries are generally more likely to engage with Taiwan. A consideration of informal 

recognition indicates that small states are not the only supplier of status to Taiwan. When 

accounting for economic factors, neither net exports nor GDP per capita substantially influence 

the likelihood of informal recognition. In the case of the net exports model, this control would 

expect the probability of recognition to decline as net exports increase. This is not the case with 

any coalition type. Similarly, the theory behind the GDP per capita control suggests that 

developing countries at lower levels of development are more likely to prefer China while those 

at a higher level of development would prefer Taiwan. This appears to be the case for Corporatist 

and Capital Coalitions but not Consumer Coalitions. When accounting for ideational factors, 

only regime type seems to moderate the influence of coalition types. Countries with Corporatist 

and Capital Coalitions are likely to informally recognize Taiwan when freedom is high, but not 

when freedom is low. Countries with Consumer Coalitions are more likely to informally 

recognize Taiwan initially and this outcome is increasingly likely as these countries grow less 

free. This might be explained by the institutional dynamics of illiberal regimes in the presence of 
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these specific economic interest groups.  Affinity for the United States and China amongst 

developing countries does not appear to substantially influence the likelihood of recognition. 

Despite mixed results, this quantitative analysis still yields interesting and novel findings. 

First, this analysis introduces a new way to measure a state’s relationship with Taiwan by 

expanding the focus beyond an exclusive emphasis on formal recognition. Second, these results 

suggest that disaggregating recognition into multiple categories while accounting for the 

influences of informal coalitions can explain why some developing states are more likely than 

others to recognize Taiwan. Third, the analysis of common alternative explanations reveals how 

certain informal coalitions can either moderate or strengthen these influences.  

  



 

 69 

CHAPTER 5 

 
QUALITATIVE ANALYSIS 

 
 

5. The Need for a Case Study  

While my quantitative results do suggest that economic coalitions influence diplomatic relations 

between developing states and Taiwan, they fail to substantiate the aid-exchange theory which 

guides much of the literature’s theorization on Taiwan’s pursuit of international status. It is 

important to consider that the diplomatic contest between China and Taiwan has changed 

profoundly over the last few decades. As China’s economic clout has grown, Taiwan’s ability to 

leverage aid for recognition has decreased dramatically. Checkbook diplomacy rests on the 

premise that whoever writes the biggest check wins. The value of this metaphor and causal 

mechanism is weakening given that China’s “checking account” is a magnitude larger than that 

of Taiwan’s. It is unsurprising that Taiwan has reconsidered the value of formal relations in the 

face of a seemingly unwinnable contest. In comparison to its network of formal allies, Taiwan 

has assembled a much larger grouping of informal partners. Recognizing states face a clear 

calculus when deciding between formal or informal relations with Taiwan since official 

recognition often results in isolation from Beijing. The economic costs of formal recognition via 

chilled relations with China seem to outweigh the economic benefits of strengthened support 

from Taiwan. Informal relations, on the other hand, do not arouse Beijing’s animosity to nearly 

the same degree.  

The mainland government is not entirely opposed to Taiwan’s participation in the 

international space, so long as its actions do not weaken Beijing’s sovereignty claims. China’s 

foremost precondition on Taiwan’s foreign engagements involves ensuring that such maneuvers 
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does not create a situation of “two Chinas” or “one China, one Taiwan” (Glaser, 2013). Formal 

relations with Taiwan clearly violate this condition. Appropriately tailored informal relations 

may not. China uses different combinations of carrots and sticks to induce states to adjust their 

behavior towards Taiwan. States choosing to establish formal relations with Taiwan receive the 

biggest sticks while states switching relations form Taiwan can receive large carrots. This 

transactional relationship still exists at the informal level, even if it occurs in a more complicated 

fashion. China strongly desires to limit Taiwan’s drift from its geopolitical orbit by discouraging 

the development of robust relations between Taiwan and foreign governments. Dider (2018) 

finds that a state’s compliance with China’s cross-strait preferences and the One-China policy 

increases its market access to China and reduces the probability that China will utilize retaliatory 

trade tactics against the state in question. A dispute between Cambodia and Taiwan demonstrates 

this point. In 1997, Cambodia closed Taipei’s trade office which had been in operation since 

1994. The mainland government quickly applauded Cambodia’s decision to close this de facto 

embassy when its ambassador in Phnom Penh said that Beijing “highly appreciates that the 

Royal Government of Cambodia has firmly carried out the One-China policy” (Cheesman, 

1997). It seems reasonable to assume that developing states are aware of China’s preferences and 

those that wish to align themselves with Beijing will exhibit caution when approaching Taiwan.  

Rigger (2013) succinctly identifies the tradeoffs countries face when attempting to 

deepen their relationship with Taiwan: 

The PRC is determined to draw Taiwan into its orbit, not just socially and economically, 

but politically as well. No one knows exactly what political unification would entail, but 

Beijing has made it clear that engineering a merger is its unshakeable goal— and it will 

not look favorably on nations that help Taiwan resist its embrace. These trends create real 

challenges for nations that value Taiwan’s contributions but also hope to maintain good 

relations with China. Increasingly— and understandably— citizens in those nations are 
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asking: Why should we sacrifice good relations with the world’s fastest-rising economic, 

political, and military power to help Taiwan remain autonomous? What do we gain by 

challenging Beijing on a matter it has defined as one of its core interests? Do the benefits 

we get from helping Taiwan resist Beijing’s pressure justify the costs to our ties with 

China? In short, why does Taiwan matter to us? (p. 187-188) 

 

My statistical results suggest Taiwan matters to some developing countries because of how 

certain economic interest groups benefit from closer relations to Taipei. However, the cost and 

benefits of engagement go beyond simply the receipt of foreign aid since many developing states 

attempt to thread the needle with China by informally recognizing Taiwan.  

Due to the increasing importance of informal relationships combined with Taiwan’s 

inability to financially compete with China, an emphasis on official recognition and a theory 

premised on the trade of aid for formal relations seem ill suited to explain contemporary 

relationships between developing countries and Taiwan.  The following section utilizes a case 

study approach to explore how interest group coalitions influence the informal recognition 

decisions of developing states. A focused case study relating to the significance of informal 

recognition and interest group coalitions can help answer the initial research question of why 

certain states choose to recognize Taiwan while others do not. 

5.1 Method of Qualitative Analysis and Case Selection 

The qualitative approach utilized in this study compares the recognition decisions of three 

similarly situated countries that vary in terms of their dominant economic coalitions. In assessing 

the influence of interest group coalitions as a causal factor in the informal recognition of Taiwan, 

I rely on the method of difference. This method involves comparing a “positive” case where a 

phenomenon of interest and plausible cause are present to another case in which that 

phenomenon and cause are absent, despite being as similar as possible in all other respects 
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(Skocpol and Somers, 1980). Such a case study must be well-designed to account for 

methodological concerns. Cases cannot simply be chosen due to differences on the independent 

variables alone since this would fail to account for the influence of moderating factors. Selected 

cases need to be as similar as possible to satisfy ceteris paribus conditions and allow for the 

elimination for alternative explanations. 

Additionally, case study researchers employing this research method are encouraged to 

utilize process tracing to improve the methodological rigor of this research design (Bennett, 

2004). Process tracing involves the systematic examination of evidence selected and analyzed in 

the context of specific research questions posed by an investigator (Collier, 2011). The primary 

purpose of process tracing is to deduce and scrutinize the presence of a causal pathway between 

the independent and dependent variables. Simons (2014) explains how the analysis of significant 

documents, such as government publications and media reports, is useful for establishing the 

antecedent conditions surrounding the interaction between the independent and dependent 

variables. During the case analysis, I utilized a chronological document analysis which 

scrutinized information from press releases, periodicals, government reports, as well as published 

interviews with key stakeholders to accomplish the task of process tracing. My analysis follows 

the historical development of relations between each country with China and Taiwan beginning 

from the moment the recognizing country officially acknowledged the mainland government. I 

pay particular attention the historical period beginning in the 1990s which corresponds with 

Taiwan’s embrace of flexible diplomacy and informal engagement with non-recognizing 

countries.  
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Latin America is an ideal area to select countries for a case study. This area of the world 

contains many similarly situated subregions that share a number of characteristics which are 

important to control for in a qualitative analysis. In terms of Chinese and Taiwanese influence, 

Erikson and Chen (2007) describe Latin America as their diplomatic battleground. Much 

research has focused on Taiwan’s pursuit of diplomatic recognition in Central America and the 

Caribbean as well as the expansion of China’s economic ties throughout the region. Given the 

suitability of this region in terms of similar characteristics and importance to China and Taiwan, 

I proceed to look for comparable countries that exhibit variation on the independent variable.  

With these considerations in mind, I selected Argentina, Chile and Uruguay for my cases. 

These three countries form part of the Southern Cone, which is a geographic sub-region of South 

America marked by a shared history and geography. Traditional definitions limit this subregion 

to Argentina, Brazil, Chile, Paraguay and Uruguay (Oelsner, 2005; Phillips, 2004). Before 

proceeding, it is necessary to clarify why I opted to include Argentina, Chile and Uruguay while 

excluding Brazil and Paraguay from consideration. First, there are important ceteris paribus 

conditions which are shared by my chosen countries. With respect to history and culture, these 

states were formerly Spanish colonies and obtained independence in the early 19th century. In 

terms of politics, they are all examples of multiparty representative democracies featuring 

bicameral legislatures and presidential systems. Each country has old and long-lasting political 

party systems which developed in the 19th century and recovered from military coups in the late 

20th century (Loveman, 1998; Tartakoff, 2012). Geographically, these three countries form the 

southernmost part of the South American continent. Although separated by the Andes mountains, 

geography has not prevented these countries from orienting their markets towards Asia (Ellis, 
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2009). In terms of economics, all three countries followed similar developmental paths beginning 

with import-substituting industrialization (IS) before switching to economic liberalization in the 

late 20th century.  

The developmental trajectories of the Southern Cone countries diverged in meaningful 

directions that makes certain countries more comparable than others. Brazil differs from the three 

chosen countries since it has pursued a long-term strategy of ISI while Argentina, Chile and 

Uruguay all diverged down the path of economic liberalization beginning in the 1970s 

(Villarreal, 1990). Abreu (2004) considers Brazil to be a laggard in trade liberalization since its 

reform efforts began in the late 1980s and proceeded at a much slower pace when compared to 

the rest of the Southern Cone countries. Paraguay also pursued a different development path 

when compared to the rest of the Southern Cone. Richards (2001) considers Paraguay to be a 

unique case within Latin America since it pursued a strategy of export-led growth rather than ISI. 

Brazil, as the largest country in South America, is also subject to significant internal and regional 

differences. Its southernmost states share many similarities with Argentina, Chile and Uruguay 

such as high standards of living, similar geographic conditions, high levels of industrialization, 

and large immigrant populations from Europe. However, the rest of Brazil’s states are more 

similar to other South American states. Paraguay also meaningfully differs from its Southern 

Cone neighbors since it is landlocked, has a less institutionalized democracy, and is it a lower 

level of economic development. Due to these significant variations, I opt to exclude Brazil and 

Paraguay from consideration and proceed with a comparison of Argentina, Chile and Uruguay.  
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5.2 The Southern Cone and Interest Group Coalitions 

 Despite their shared similarities, the selected cases diverge in regards to the composition 

of their economic coalitions. I contend that Uruguay exhibits the traits of a country with a 

Corporatist Coalition, Chile displays the characteristics common of a country with a Consumer 

Coalition, and Argentina demonstrates the qualities of a country with an emerging Capital 

Coalition. The following sections provide evidence to support these categorizations by focusing 

on the political economy of coalition development in the three Southern Cone states.  

5.2.1 Chile and a Consumer Coalition 

Chile is a country marked by a Consumer Coalition with roots stretching back to the mid-

20th century. Chile’s classical democratic system began with the constitution of 1925 and lasted 

until the military coup of 1973. Democracy during this time was marked by a tripolar balance of 

power between political groups on the right, which supported a predictable business climate and 

flexible labor rights, the center, which sought state supported industrial policies as well as land 

and social reforms, as well as the left, which championed the causes of the center but with a 

stronger role of the state. The tripolar multiparty system encouraged the development of 

coalitions which helps explain Chile’s path of redemocratization beginning in the 1990s (Silva, 

2020). Under military rule, the regime imposed deep structural reforms that encouraged broad 

economic liberalization. Successive democratic governments on both the center-left and center-

right would maintain these reforms, due in part to the fact that they were a condition for the 

transition from military to democratic rule. The success of the free-market model was also a 

powerful reason for its preservation since it delivered high and sustained economic growth from 

the mid-1980s through the mid-2000s (Silva, 2020). 
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Industry holds a comparatively marginalized position in contemporary Chilean society. 

While a former beneficiary of ISI oriented development, the interests of Industry have been 

undermined in the era of economic liberalization. Rapid liberalization under military rule 

fractured the existing relationship between Finance and Industry. As the military instituted 

neoliberal reforms, Finance and owners of intangible capital pushed for rapid internationalization 

while Industry and owners of physical capital preferred a gradual shift away from the ISI model. 

This produced bitter conflicts between liberalization promoters in the financial sector and 

protectionist seekers in the industrial sector (Bogliaccini, 2019). Market reforms reinforced a 

trend towards deindustrialization. In lieu of state sponsored industrialization, Chile pursued an 

agro-export strategy dominated by copper, salmon and timber (Undurraga, 2015). The copper 

industry is a case in point regarding how Chile has instituted a model of neoliberal development 

that bridges the interests of Finance and Labor. Copper, one of Chile’s primary exports, is a 

state-owned enterprise. Although Chile adopted an array of macroeconomic reforms under 

military and democratic rule, state involvement persists in the resource sector. Singh’s (2014) 

analysis of the corporate governance structure of the Chilean copper industry finds privileged 

positions for Labor and Finance at the expense of Industry. 

Finance is one of the strongest interest groups in Chile. The country has a strong banking 

system that developed in response to the banking crisis of the 1980s. Mature regulations have 

yielded a diversified financial system with capital markets that provide a wide variety of 

financing sources to the domestic economy. The banking sector is also fairly concentrated since 

the four largest banks possess 77% of total bank sector assets (BTI, 2020a). Jilberto (2004) 

considers Finance to be a ‘decisive political force’ in Chilean politics. The legacy of 
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privatization during military rule combined with the continuation of liberal economic reforms 

under democracy has sustained the influential position of Finance in the dominant coalition. 

Undurraga’s (2015) comparative analysis of market reforms in Chile and Argentina finds that 

finance and business associations in both countries benefit from extensive networks which 

strengthen their capacity to coordinate their interests. This group benefits from the presence of 

influential formal organizations such as the National Chamber of Commerce (Silva, 2020). 

Informal networks based on family relations, religious groups, chains of capital, and shared 

business interests also unite the actors of Finance (Undurraga, 2014). The interests of Finance 

have also found their way into government corridors with the majority of economic ministers 

being appointed from the ranks of business leadership (Phillips, 2004). Additionally, partisan 

linkages with the UDI and RN, two powerful right-wing parties, have embedded the interests of 

Finance in the decisions of the ruling elite (Undurraga, 2015). 

Organized labor emerged in a weaker position following nearly two decades of military 

rule. Limited collective bargaining and low union membership have limited the ability of 

organized labor to represent its interests. However, the labor movement wields influence in other 

ways. Beginning in the mid-2000s, the labor movement embraced militant strategies and protest 

to voice its demands. These tactics resulted in the government becoming more amendable to the 

demands of Labor (Silva, 2020). Lawrence (2010) suggests that the influence of workers has 

grown with the consolidation of democracy since this group has found itself institutionally 

aligned with the interests of Finance. For example, a holdover reform from the Pinochet era 

helps explain the prevailing coalition between Finance and Labor. Under Pinochet, the military 

government privatized social security, which made shareholders out of Chilean workers and 
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allies of Finance by virtue of the social security system. Gourevitch and Shinn (2005) show that 

this informal coalition between Finance and Labor became a driving force behind corporate 

governance reforms. Additionally, attempts to strengthen labor reform in the 1990s and early 

2000s, while far from substantial, do signal that the Chilean state remains invested in the 

management of the relationship between business and workers (Phillips, 2004). 

5.2.2 Uruguay and a Corporatist Coalition 

The Corporatist Coalition in Uruguay has its roots in the ideology of batllismo, which 

refers to the distinctive social and political achievements of President José Batlle y Ordóñez in 

the early 20th century. Finch (1981) notes that a hallmark of this governing style, which 

characterized Uruguayan politics until the end of the 1960s, involved the use of redistributive 

economic policies and consensus building political strategies, which ultimately favored the 

interests of industrial capital and the urban working class. These conditions strengthened the 

political standing of Industry and Labor at the expense of Finance.  

The industrial sector in Uruguay is highly concentrated. During the ISI era, this sector 

was extremely influential in lobbying the government for protectionist trade measures. Connolly 

and de Melo (1994) illustrate the importance of sector concentration on lobbying efforts by 

noting that as late as 1978 there were only 310 firms that employed more than 100 workers, 

concluding that the relatively small number of sizable firms enabled intense lobbying activity 

from this sector of the economy. However, the interests of Industry are not uniform. The two 

most prominent groups in this sector are rural agriculture and urban manufacturing. The ISI era 

favored manufacturing at the expense of agriculture. Finch (1981) suggests that the 

manufacturing sector was able to secure preferential treatment during the batllismo era due to 
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declining share of the labor force involved in agriculture. The influence of agriculture would 

increase relative to manufacturing following the period of economic liberalization as Uruguay 

reduced barriers to foreign markets and integrated itself in the Southern Common Market. The 

commodity boom of the early 2000s encouraged the development of a new agribusiness model 

that substituted capital for labor, resulting in the further consolidation of an increasingly 

prosperous agricultural sector. Agriculture now found itself firmly at the negotiating table when 

bargaining with the state and other organized groups allowing it to secure a policy line which 

privileged the current development model based on agro-industrial exports (Norberg, 2020). 

Despite the historical cleavage within the interests of Industry, this economic sector was able to 

cement its influence as a member of the dominant coalition. 

Like Industry, Labor is also well-represented in Uruguay. The country has long been a 

traditional welfare state, with its social spending ranking among the highest in Latin America on 

a per capita basis (BTI, 2020b). The government’s early protectionist measures enabled the rise 

of a strong and coordinated labor movement by the mid 20th century. Trade unions, despite being 

banned during the era of military rule, remain highly concentrated. Unions are organized by 

sector instead of by labor category or skill, meaning that workers, foremen and even some 

managers belong to the same guild (Rama 1994). There is a natural convergence of interests 

between Industry and Labor since the manufacturing sector provides nearly one-fifth of urban 

jobs. Rama (1994) finds that trade unions, although not directly involved in the historical 

creation of protectionist policies, shared in the rents created by such barriers. When firms face 

strong international competition, there is less room to maneuver for wage increases. Trade 

unions were better situated to bargain for higher wages when firms enjoyed significant market 
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power. The broader institutional framework of labor protection also favors workers. The 

government has utilized wage laws and bargaining commissions to determine minimum pay for 

private sector workers. Public sector workers enjoy strong protections as well. The interests of 

labor remained prominent despite the era of economic liberalization in the late 20th century. In 

comparison to Argentina and Brazil, where the interests of labor have regressed in both 

countries, the labor wing of the economic coalition has become more institutionalized within the 

ruling parties which has allowed it to successfully navigate the reformist terrain of recent 

decades (Etchemendy, 2020). Bensusán (2019) notes in a comparative analysis of the region that 

Uruguay uniquely avoided instituting regressive labor reforms in the 1990s and the scope of 

collective bargaining actually increased to eventually cover 96.4% of the entire wage-earning 

workforce by 2015. 

In comparison to the influences of Industry and Labor, Finance holds a marginalized 

position in Uruguay. The financial sector was subject to significant restrictions prior to the 

military takeover in the 1970s. Following the banking crisis of the 1960s, the state prohibited 

entry into the banking system and limited the size of existing branches. These policies resulted in 

a severe contraction in the size of the financial market (Melo and Tybout, 1986). Following the 

military coup of the early 1970s, the new government embarked on a different developmental 

path to tackle rising inflation and lackluster growth. The financial sector underwent rapid 

liberalization compared to the rest of the economy. However, the financial position of 

Uruguayan firms began to decline in the early 1980s due to the combined forces of currency 

overvaluation, a rise in interest rates, and historically high levels of debt denominated in foreign 

currency (Pérez-Campanero, Leone, and Sundararajan, 1991). These conditions culminated in a 
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second banking crisis. The government responded to the financial crisis by instituting financial 

sector reforms which reduced the autonomy of independent banks and strengthened the 

regulatory and supervisory role of the state. Uruguay would experience its third banking crisis in 

2002. By 2006, the government had completely restructured its banking sector (Seelig, 2007). 

Lis et al. (2012) find that the high costs associated with the regulatory environment of the 

financial system has reduced bank penetration throughout Uruguay. Credit for household 

consumption in Uruguay amounts to approximately 3% of GDP, which is far below the level of 

neighbors like Chile (11%) and Brazil (15%). The broader financial system in Uruguay, when 

compared to the rest of Latin America, is lagging behind even when differing income levels are 

taken into account. Brun, Gandelman and Barbieri (2002) consider Uruguay to possess an 

underdeveloped financial system. Common indicators for banking development are below world 

averages while the Uruguayan capital market is even less developed since market capitalization 

is below 1 percent of GDP. Representatives and lobbyists from this area of the business 

community also find it difficult to access and influence Uruguayan policymakers (Klimovich and 

Thomas, 2014). 

5.2.3 Argentina and a Capital Coalition 

Argentina is best described as country which has historically alternated between 

Corporatist and Capital Coalitions, but one that is currently characterized by an emerging Capital 

Coalition. The composition of Argentina’s dominant coalitions has fluctuated throughout its 

recent history, largely due to the fraught economic and political developments of the last 80 

years. Between the 1940s and the early 1980s, the country oscillated between fragile, populist-

leaning democratic regimes and repressive military dictatorships. This cycle of political and 
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economic upheaval altered the balance of interest group power depending on which regime was 

in place. Following the 1980s, successive democratic administrations switched between liberal 

and statist economic policies which further altered the composition of interest groups in the 

dominant coalition. Broadly speaking, the populist governments in the mid 20th century 

empowered a Corporatist Coalition while the military governments of that time favored a Capital 

Coalition. The era of economic liberalization in the 1990s further strengthened the status of this 

Capital Coalition before its position was undermined by economic crisis and the return of 

populist-oriented administrations. The neo-developmentalist policies of recent governments, 

despite undermining the influence of Finance, have not displaced its position in the dominant 

coalition due to inherent and growing weaknesses within the labor movement. 

Industry has held a consistent place in this economic coalition since the early 20th 

century. The election of Juan Perón in 1946 ushered in an era of populist Peronism built on a 

coalition between Industry and Labor. An ISI development model solidified the status of 

industrial elites in the domestic economy in the mid 20th century (Vacs, 2020). Industry’s 

influence would remain intact despite a wave of military dictatorships between the 1950s and the 

1980s. The move towards market liberalization by the Menem administration in the 1990s would 

ultimately benefit industrial interests, although unevenly. Agribusiness was one of the strongest 

supporters of early market liberalization. Argentina’s industrial associations would ultimately 

back most of the neoliberal policies as well. Agriculture would go on to benefit tremendously 

from the commodity boom of the 1990s. In the 2000s, the administrations of Néstor Kirchner 

and Cristina Fernández de Kirchner would enable a developmentalist turn when they wielded a 

governing style known as Kirchnerism. This method of governance generally embraced policies 
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commonly associated with left-wing populism. Under the Kirchners, economic growth, industrial 

policies and redistribution enabled a recovery that benefitted business firms. However, the 

agricultural industry would become subject to higher levels of export taxes to sustain these 

redistributive policies. This would produce a serious strain in the ruling coalition of the Kirchner 

government (Fairfield, 2015). Agribusiness would, in turn, play a crucial role in the election of 

Argentina’s first right-wing government in 2015. Mangonnet and Murillo (2020) demonstrate 

that this rift between the Kirchner coalition and the agricultural industry allowed the opposition 

party to build a new coalition where farmers played a fundamental role in this constituency.   

However, the allegiance of Industry to the Labor and Capital wings of the respective 

coalitions would evolve over time. The ISI era created a natural synergy between industrial firms 

and organized labor. Early attempts at privatization would strengthen this coalition. By 

themselves, rent-seeking firms and Peronist labor unions were unable to resist privatization 

efforts. Business firms required credible threats of labor unrest to stave off reforms, which 

induced cooperation from labor. The coalition between these groups magnified their power to 

oppose privatization through bureaucratic inertia, legislative stalling, and even strategic instances 

of labor unrest (Corrales, 1998). The situation changed during the market liberalization of the 

1990s. Key members of the coalition defected and embraced privatization. The Menem 

administration strategically targeted so-called patria contratistas which consisted of the largest 

holding firms in Argentina. These firms previously opposed privatization under the military 

regime. However, the Menem administration succeeded in connecting the interests of Industry 

and Finance during this push for reform. The inducement of domestic capital unlocked a wave of 

privatization after 1991. More than 100 acts of privatization were carried out between 1992 and 
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1994, with almost every transaction involving a domestic buyer (Corrales, 1998). Additionally, 

the interests of modern business firms have remained highly concentrated. National economic 

conglomerates have been dominated by a handful of mostly family-owned firms, which by the 

end of the 20th century accounted for approximately 85% of total sales of this group (Phillips, 

2004). 

Labor has historically been a powerful group in Argentina and was especially organized 

and influential from the 1970s through the 1990s. Labor market regulations during this period 

maintained key provisions which strengthened the position of Labor such as a state-sanctioned 

monopoly of individual unions by sector, centralized collective bargaining, and the 

predominance of permanent contracts for indefinite periods of time (Etchemendy, 2008). 

However, the labor movement was weakened by many of the economic reforms of the 1990s as 

the populist coalition began to run out of steam. A wave of rural to urban migration which had 

been unfolding since the 1950s and 1960s was the first major trend that weakened the Peronist 

coalition between Labor and Industry. The shrinking electorate of rural areas was followed by 

changes in the social and economic structures of urban regions. The expansions of urban 

populations that found employment within the service sector, the informal economy, and white-

collar jobs further eroded support for the labor movement (Gibson, 1997). The political influence 

of Labor has correspondingly declined since it has struggled to convert its demands into action 

by elected members of its coalition. Micozzi (2018) analyzed 120,000 pieces of legislation 

drafted between 1983 and 2007 and found evidence demonstrating the interests of labor were not 

broadly reflected in its populist party representation. The evidence demonstrates that only labor-

based representatives tend to use their legislative resources to target the interest of workers, with 
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every other elected member of the populist coalition generally ignoring labor issues in their 

legislative tasks.  

Although Labor resumed an important position in the Kirchner coalition, the political 

foundation of this social group was precarious. Elbert (2016) notes that serious divisions between 

grassroots labor organizations and the trade union bureaucracy led to working class 

fragmentation and the end of the Kirchnerista decade. Redistributive policies which helped 

reenergize labor in the short-term encountered structural limits in the long-term. Capital became 

increasingly concentrated, to the benefit of Finance, as the economy expanded throughout the 

2000s. Large corporations and industries saw rising profits while workers faced high labor 

informality and job precarity (Elbert, 2016). Further cleavages within the labor movement were 

also emerging. Salaried workers compose a crucial part of the labor sector, registering above the 

mean for Latin America and the Caribbean. The share of salaried workers that participate in 

collective bargaining, and thus directly benefit from labor demands, constitutes barely half of the 

labor force and has been declining over time (Judzik, Levy-Yeyati, and Montané, 2021). The 

organized labor movement also became increasingly divided throughout the 2000s. By 2016, the 

Argentine labor movement consisted of five different organizations that competed with one 

another for influence at the expense of a unified labor movement (Vacs, 2020). 

Finance was notably weaker during the early era of ISI. While the interests of Industry 

and Labor were able to coalesce during this time, Argentina’s large financial groups were unable 

to consolidate their interests and meaningfuly influence state policy (Etchemendy and Puente, 

2017). The Menem administration created the foundation for an eventual alliance between 

Industry and Finance through its Convertibility Plan. This platform utilized drastic neoliberal 
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reforms aimed at privatization, deregulation and liberalization to combat the macroeconomic 

problems plaguing Argentina after the late 1980s. The central elements of the Convertibility Plan 

involved pegging the peso to the dollar to stabilize prices, trade liberalization, and the 

privatization of state programs. The financial sector gained meaningful political influence during 

the 1990s. The Secretary of Finance during the first Menem administration was a former 

banking-association president. Economists from financial sector think tanks were also appointed 

to the Central Bank and Economic Ministry. These formal and informal ties gave Finance 

significant authority to influence policy during the Menem years (Fairfield, 2013). The ability to 

oppose certain taxes demonstrates the growing strength of Finance. Taxes on interest earnings, 

common in most countries, have not been wielded by Argentine governments (Fairfield, 2015). 

Castellani and Dulitzky (2018) documented a “reverse revolving door” in Argentina during the 

1990s where economic elites obtained public sector positions to participate in engineering the 

country’s move towards market liberalization. Many of the public positions occupied by these 

elite members were directly involved in crafting economic, industrial and financial policies. 

These reforms strengthened the role of domestic and foreign capital in the economy while also 

boosting export-oriented industries through the reduction of trade barriers. The costs of this 

adjustment fell disproportionately on labor groups. Market liberalization would make Argentina 

vulnerable to capital flight, which would occur during the economic crisis of the early 2000s 

(Gezmiş, 2018). 

Argentinian politics took a developmentalist turn following the economic crisis of the 

early 2000s. However, the reduced role of Finance in this environment is potentially overstated. 

For example, the populist macroeconomic reforms of the Kirchner governments left many of the 
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fundamental microeconomic reforms intact (Undurraga, 2015). The evolving nature of domestic 

alliances, an increasing reliance on capital and technology to sustain export-oriented growth, and 

external pressures from a globalized economy ensured that the fundamental elements of 

economic liberalism persisted despite the developmentalist priorities of Kirchnerism (Gezmiş, 

2018). The post-neoliberal period witnessed the growth of large, domestically owned private 

banks. Larger banks were able to forge important political connections which enabled them to 

profit from the privatization of provincial and municipal banks while also acquiring foreign 

banks leaving the country after the 2002 crisis (Etchemendy and Puente, 2017). The financial 

system has also trended towards consolidation over the last few decades. Streams of mergers and 

acquisitions have resulted in larger banks expanding their business through the absorption of 

smaller banks. Within a decade, the number of banking institutions decreased from 139 in the 

mid 1990s to 82 by the mid 2000s (Tuesta et al., 2015). Internationalization and liberalization of 

Argentina’s financial sector did invite competition from foreign banks, but this has not 

necessarily displaced the influence of domestic financial actors since domestic banks control 

over 70% of the local commercial banking system (Etchemendy and Puente, 2017). The period 

of financialization has led to a consistent trend of bank consolidation in Argentina. Between 

1996 and 2016, the five largest banks in Argentina obtained an asset concentration of 65% 

(Villavicencio, 2019). 

Furthermore, attempts to reunify the old social alliances common under Peronism failed 

to produce a lasting and durable coalition. Wylde (2016) explains that the economic policies of 

these administrations succeeded in boosting growth and reducing poverty, but ultimately 

produced rampant inflation and the loss of the twin surpluses in the current and fiscal accounts. 
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High inflation and macroeconomic disturbances simultaneously frustrated the middle class, agro-

industrialists, and the financial sector. The election of the conservative opposition party known 

as the PRO in 2015 signaled a further fracturing of the traditional alliance between Industry and 

Labor (Wylde, 2016). The growth of a right-wing coalition between Industry and Finance was 

the result of strong incentives that led to a change in traditional organizing strategies amongst 

political actors. The first incentive was structural since elites could no longer appeal to the armed 

forces to suppress populist democratic forces. The second incentive was connected to the 2002 

economic crisis. The erosion of the non-Peronist forces created an opportunity for new 

competitors to emerge. The third incentive related to influence of Kirchnerism on business 

interests between 2003 and 2015. Business organizations found their political influence reduced, 

and were thus encouraged to increase their coordination and strengthen their coalition with 

industrial groups (Monestier, 2019).  

5.2.4 Aggregate Assessment of the Southern Cone and Expected Taiwan Policies  

 These three Southern Cone countries share important initial conditions but also diverge in 

ways that allow for a comparative analysis of the influence of dominant coalitions and the 

informal recognition of Taiwan. Economically, each country followed an ISI developmental 

pathway before engaging in market liberalization towards the end of the 20th century. Politically, 

each country oscillated between democracy and dictatorship before firmly recommitting to the 

democratic tradition. Socially, each country has a vibrant civil society where influential domestic 

actors can exert their preferences on the government. However, these countries diverge in 

regards to which social actors have wielded the most influence as members of their country’s 

dominant coalition. Given the distinct preferences of Finance, Labor and Industry regarding 
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China and Taiwan, I expect the three Southern Cone countries to have pursued unique Taiwan 

policies which reflect the preferences of their domestic coalitions. These preferences as well as 

my hypothesized Taiwan policies for each state are noted in Table 1.  

Table 1: Aggregate Preferences and Expected Taiwan Policies 

 

Given this understanding of coalitional preferences, I expect that Chile’s Consumer 

Coalition should show a strong interest in informally recognizing Taiwan, Argentina’s Capital 

Coalition should have a mixed interest in informally recognizing Taiwan, and Uruguay’s 

Corporatist Coalition should have little to no interest in informally recognizing Taiwan. Informal 

recognition can be observed in a variety of ways. The most obvious example of informal 

recognition involves the hosting a de facto embassy. This is also a two-way process since a state 

can host an informal embassy from Taiwan as well as station their own informal embassy abroad 

in Taiwan. The official exchange of representatives between states is another method to gauge 

the strength of a state’s informal relationship with Taiwan. Frequent and high-profile visits 

indicate a country’s desire to promote relations with Taiwan while the absence of these visits 

suggest a country’s desire to avoid relations with Taiwan.  
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I am able to derive three distinct hypotheses from the aggregate preferences of these 

Southern Cone countries. I would expect Chile to bestow the strongest informal recognition 

policy towards Taiwan due to the mutual preferences of Finance and Labor. If my theory is 

correct, their historical relationship should be characterized by consistent attempts to build 

informal ties through converging interests between Taiwan and Chile’s Consumer Coalition. I 

would expect Argentina and its Capital Coalition to show a weaker preference for Taiwan, but I 

would not expect it to ignore Taiwan altogether due to the countervailing preferences of Finance 

and Industry. If my theory is correct, their historical relationship should feature both attempts to 

build relations as well as moments where Argentina seeks to distance itself from Taiwan in favor 

of China. Areas of cooperation should demonstrate the importance of Taiwan appealing to the 

interests of Finance while areas of disagreement should show traces of Industry’s preference for 

China. I would expect Uruguay to show the weakest preference for Taiwan due to the mutual 

preferences of Industry and Labor. If my theory is correct, this historical relationship should 

show a reluctance by Uruguay to develop informal relations with Taiwan. The inability to secure 

cooperation should demonstrate the importance of China to Uruguay’s Corporatist Coalition.  

In the following section, I develop an analytical framework to guide my process tracing 

of Taiwan’s relationship with the Southern Cone countries. I then reconstruct the historical 

relationship between Taiwan and each country through a detailed analysis of primary source 

documents.  

5.3 Process Tracing: Taiwan, the Southern Cone, and Economic Diplomacy  

This section develops an analytical framework to understand Taiwan’s approach to 

economic engagement amongst countries where it does not possess official diplomatic relations. 
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Taiwan’s engagement in the international space has been primarily limited to the economic and 

cultural realm due to the Beijing’s increased geopolitical clout over the last few decades. Formal 

diplomatic channels for Taipei have been closed in all but a handful of cases. However, informal 

channels persist through the reciprocal establishment of de facto embassies in Taiwan as well as 

in other host countries. Although these economic and cultural institutes are not considered 

embassies under customary international law, they functionally serve the same purpose of 

granting Taiwan commercial access to foreign governments. In the case of Latin America, 

economic relations are the “pillars of Beijing and Taipei’s diplomacy” as each increasingly 

utilizes trade, aid, and direct investment to garner support in the region (Li, 2005, p. 97). The 

chosen Southern Cone states illustrate how Taiwan utilizes these pathways to pursue its 

international interests in the absence of formal recognition. Taipei has successfully developed 

informal relationships with Argentina and Chile while it remains marginalized by Uruguay. Of 

the two Southern Cone countries which host de facto embassies, Taiwan has a stronger 

relationship with Chile. A comparative analysis of these three cases can clarify the pathways by 

which some developing states choose to informally engage with Taiwan while others do not. 

Given the disparate interests of Corporatist, Consumer and Capital Coalitions, Taiwan’s 

efforts to engage with developing countries can be analyzed from the perspective of economic 

diplomacy. The scope of economic diplomacy is generally construed to include “the use of 

traditional diplomatic tools such as intelligence gathering, lobbying, representation, negotiation, 

and advocacy to further the foreign economic policies of the state” (Lee and Hocking, 2010). 

This understanding of diplomacy is important since it expands the potential number of agents 

responsible for carrying out the state’s interests in a global economy. This is particularly 
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meaningful since the cultivation of semiformal and informal economic networks has become a 

central aspect of the competition between Beijing and Taipei in Latin America (Li, 2005). 

 Taiwan’s economic diplomacy places a special emphasis on personal relationships and 

people-to-people contact. Taipei’s outreach has not only involved direct visits with Latin 

American governing elites, but also the indirect exchange of political party representatives and 

leaders from economic groups. These exchanges cost little in monetary terms but were 

instrumental in building a broader base of political influence (Li, 2005). Taiwanese investors and 

entrepreneurs have been useful in promoting Taiwan abroad, which has helped facilitate further 

trade relations and investment. The political influence of such relationships can be quite strong. 

Rawnsley (1998) notes that “business can be a political tool with extraordinary power, and is a 

vital link in the ROC’s activities where formal diplomatic relations are impossible” (p. 62). 

Official government policies encourage such linkages. Li (2005) notes that the government 

encourages its private sector to invest in Central and South America to help Taiwan extend its 

diplomatic ties throughout the region. Taiwan’s Ministry of Foreign Affairs even hosts 

workshops on mobilizing entrepreneurship in Latin America (“MOFA hosts webinar”, 2020). 

Taiwan also places a significant emphasis on its participation in intergovernmental 

organizations and institutions as a means to expand its international space. Glaser (2013) 

identifies international governmental organizations, multilateral economic organizations, 

regional fishery organizations, and international nongovernmental organizations as pathways by 

which Taiwan has increased its relations with foreign states.  Economic conferences and regional 

summits play an important role in foreign relations since they involve a limited number of actors 

focused on reconciling mutually important political and economic tensions (Bayne, 1988). 
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Despite Taiwan’s exclusion from most international organizations, its involvement in the Central 

American Bank for Economic Integration, the Asia-Pacific Economic Cooperation forum, and 

the World Trade Organization give it additional opportunities to connect with the Southern Cone. 

This ability to embed itself in regional and multilateral institutions has given Taipei additional 

leverage in promoting its interests with participating Latin American countries (Rich and 

Dahmer, 2017). 

The usage of informal networks and people-to-people contacts is well-documented in 

Taiwan’s economic policy, both in terms of its relationships abroad as well as its relations with 

the mainland government. In recent decades, Taipei’s foreign economic policy has 

simultaneously embraced the deepening of economic ties with the mainland as well as a focused 

outreach beyond the Taiwan Strait. Bing (2017) identifies three distinct phases where Taiwan has 

embraced “Go South” economic policies aimed at strengthening economic relations with foreign 

countries to counterbalance the economic integration between Taipei and Beijing. These policies 

are associated with the administrations of Lee Teng-Hui in the 1990s, Chen Shui-bian in the 

2000s, and Tsai Ing-wen in the late 2010s. A key lesson from each of these policies is that 

Taiwan had to rely on informal relationships to promote economic engagement with countries 

that did not formally recognize it. In the case of President Tsai Ing-Wen’s New Southbound 

Policy, the administration emphasized its commitment to using “people-to-people diplomacy” to 

promote Taiwan’s foreign policy interests in Southeast Asia (Kabinawa, 2021). The strategy 

behind this initiative involved leveraging relationships amongst social networks consisting of 

students, migrant workers, businesspeople and entrepreneurs. A defining aspect of this policy 
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entailed using non-state actors to foster cooperation between Taiwan and other countries in a 

variety of economic areas. 

Taiwan has also increasingly relied on its network of overseas businesspeople in 

mainland China, or taishangs, to informally promote its interests with Chinese government 

officials during the formation of cross-strait economic linkages (Momesso and Lee, 2017). Keng 

and Schubert (2010) conducted a series of interviews with Taiwanese business associations 

operating on the mainland and found that these groups acted as informal lobbyists to create 

networks of communications and mutual assistances to resolve specific economic problems 

between Beijing and Taipei. Schubert’s (2013) survey of the taishang found that they are self-

aware of their political agency and acknowledge their ability to help bring about friendly cross-

strait relations by acting as informal agents to connect groups on each side of the Taiwan Strait. 

Additional surveys of the taishang find that they strongly support Taiwan’s current status and 

believe their operations on the mainland serve the interest of Taipei by helping to secure 

Taiwan’s political identity (Schubert, Lin, and Tseng, 2017).  

I utilize this knowledge of people-to-people networks to create an analytical framework 

for evaluating the pathways by which Taipei fosters informal relationships abroad. This is 

represented by Figure 9. I incorporate lessons from Raith and Kabinawa’s (2013) study of 

Indonesian and Taiwanese relations to structure how informal networks can connect Taiwan and 

developing states in the absence of formal relations. I add to this analytical framework by 

building in Risse-Kippen’s (1995) observation that transnational groups must overcome two 

important obstacles to influence the policy process in foreign states: access and impact.  
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Figure 9: An Analytical Framework for Informal Relations with Taiwan 

Access refers to the ability of a transnational group to establish a presence in a foreign 

state while impact refers to its ability to achieve the home state’s preferred outcomes by 

influencing policy in the target state. With regard to access, countries with Taiwan-inclined 

coalitions may be more willing to allow Taiwanese groups to operate within their borders and 

these groups may then be better situated to integrate themselves with the Finance wing of the 

dominant coalition. Taiwan also has the ability to access these countries in shared international 

forums. Li (2006) notes in a comprehensive analysis of Taiwan’s involvement in inter-

governmental organizations since 1980, the ultimate goal “is political, not economic” (p. 613). 

Although commercial issues may set the agenda in shared forums, Taiwan utilizes these 

opportunities to increase its status and pursue relations with desired states.  With regard to 

impact, Taiwan’s method of economic engagement also suggests why the interests of Finance 

might be uniquely receptive to Taipei’s overtures. The PRC outmatches Taiwan in terms of 

quantitative economic power, but Taipei still possesses qualitative advantages which strengthen 

the appeal of its economic diplomacy. In a comparative analysis of the foreign economic 

strategies of China and Taiwan, deLisle (2010) finds that Taipei consistently emphasizes its 
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commitment to liberal economic policies, government transparency, the rule of law, and respect 

for intellectual property rights regimes.  

Additionally, Taiwan’s emphasis on promoting the development of small and medium 

sized-enterprises (SMEs) in developing countries creates additional opportunities for access and 

impact in countries where Finance is well-represented. Regional analysis (Holden, 1997; Rojas-

Suarez, 2007) finds that small and medium-sized enterprises are disproportionately 

underrepresented in Latin America, largely due to the structural limitations in the financial sector 

reducing access to credit. Countries with higher levels of financialization, and better 

representation for the interests of Finance, are more likely locations for the development of 

SMEs. Taiwan has a comparative advantage over China in promoting the development of SMEs 

and strategically searches for opportunities to do so. Countries where Finance is highly 

represented would be particularly interested in working with Taiwanese entrepreneurs since this 

creates further demand for domestic capital. Although there has been concern that banking 

consolidation, a hallmark of strong Finance countries, reduces credit opportunities for SMEs, 

Yeyati and Micco (2003) find that this has not been the case in Latin America. This 

understanding of economic engagement also clarifies the role of aid in the recognition of 

Taiwan. An analysis by Harold, Morris and Ma (2019) of China and Taiwan’s diplomatic 

competition in Latin America finds that Taipei’s aid programs supplement, rather than replace, 

the broader strategy of economic engagement. The authors also note that Taiwan builds these 

bilateral relations through its mobilization of investors and businesses abroad, strengthening the 

importance of these transnational groups.  
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I proceed with this analytical framework when conducting my comparative analysis of 

Taiwan’s economic engagement with the Southern Cone countries. In particular, I focus my 

process tracing technique on the actions of informal networks and economic actors which 

makeup the pathway by which Taiwan attempts to engage informally with foreign states.  

5.3.1 Taiwan’s Relationship with Chile 

 Of the three Southern Cone countries, Taiwan has found the most informal success with 

Chile and its Consumer Coalition. The development of informal relations would occur following 

a lapse in the formal relationship. Taiwan maintained official diplomatic relations with the 

government of Chile until 1971. Chile’s decisions to recognize the PRC was not solely due to the 

elevation of the mainland government at the United Nations. Beijing had been waging a cultural 

and trade offensive in Chile between 1951 and 1970 with the goal of displacing Taipei’s 

influence and earning the recognition of Chile (Chou, 2001). This strategy bore fruit with the 

election of the left-leaning government of President Allende, which recognized Beijing’s One-

Chine policy and switched recognition to the mainland government. Taiwan referred to the move 

as “an extremely unfriendly act” and responded by closing its embassy in Santiago (“Taiwan 

Envoy”, 1971). Taiwan’s stance would change following Chile’s military coup. A report from 

Taiwan Today in 1974 captures the desire for rapprochement in Taipei with statements like 

“Government and people of the ROC applauded overthrow of the Allende regime in Chile” as 

well as “The Allende government had been an enemy; its successor was not so adjudged” 

(“Victor over isolation,” 1974). Taiwan would move to restore informal relations by 1975 with 

the opening of a de facto embassy in Chile. The Chilean government eventually reciprocated 

with the opening of a de facto embassy in Taiwan in 1989. 
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The early years of substantive yet informal relations with Chile were not especially 

notable. The Pinochet government was hesitant to establish commercial relations in 1973 due to 

pressure from the mainland government. Military contacts and latent anti-Marxist sentiments 

eventually facilitated the thawing of relations in 1975. Chile’s government sought a deepening of 

bilateral relations with Taiwan, but attempted to maintain a low profile so as to avoid tensions 

with Beijing; however, the opening of a Chilean commercial trade office in Taipei in 1989 was a 

notable change in priorities at the time. The Taiwanese Foreign Ministry hailed the move as “the 

most direct way to promote understanding and friendship between the people of the two 

countries” (“Chile opens”, 1989). Chou (1995) describes the ensuing period as a transition from 

a “time of non-existent relations to friendly and fruitful relations” between the two states (p. 22). 

Gutierrez (1995) notes that the mid-1990s were characterized by strong and growing ties 

between Taiwan and Chile. In 1994, economic relations markedly improved when Chile 

accepted a Taiwanese trade delegation, which it had not been done since ties were severed in 

1971 (“Taiwan trade delegation”, 1994). A detailed breakdown of the trade relationship between 

Chile, China and Taiwan is noted in Table 2. 
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Table 2: Chile’s Trade Relationship with Taiwan and China 

 

Chile’s trade relationship clearly favored Beijing during the observed time period since 

China was its number one global trade partner across this time span. Taiwan would fare better 

when compared to the other Southern Cone countries since it was Chile’s number 16 trading 

partner during this time.2 Chile’s export profile to both countries would seem nearly identical 

with raw material commodities, mainly copper, composing the bulk of its exports. Chile would 

primarily import clothing and consumer electronics from China while it would import a more 

diversified mix of goods including manufactured goods and capital equipment from Taiwan. 

 
2 Data for trade relationships are derived from the UN’s Comtrade international trade statistics database. In this 

database, information for Taiwan is recorded as “Other Asia, not elsewhere specified.” 
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Private sector organizations and informal networks played an important role in 

strengthening economic relations between Chile and Taiwan. In 1993, a trade arbitration 

agreement was signed between the Santiago Chamber of Commerce and the Chinese Council for 

the Development of Foreign Trade in Taipei. In 1994, Taiwan’s National Association of Industry 

and Trade signed an agreement with the Chilean Society of Industrial Promotion, Chile’s main 

entrepreneurial organization (Gutierrez, 1995). Chou (1995) also finds that exchange visits 

between undersecretaries and ministers in the financial and technical fields were useful for 

strengthening the substantive relations between Chile and Taiwan. Annual meetings between 

Taiwan’s International Economic Cooperation Association and the Chile’s Manufacturing 

Development Society demonstrate the durability and depth of informal networks. The Taipei 

Economic and Cultural Office in Chile notes that the regular meetings between these two 

organizations, which began in 1993, achieved “excellent results” in strengthening bilateral 

relations and increasing commercial exchange between both countries (“Taiwan Mission will”, 

2010). At that time, Taiwan was still a preeminent destination for Chile’s exports, surpassing 

mainland China as well as all members of the Association of South East Asian Nations 

(Gutierrez, 1995). This invariably helped gain Taiwan access to Chile through a shared mutual 

interest in commercial exchange.  

Relations would continue to improve as Chile cooperated with Taiwan on its admittance 

into the World Trade Organization. Taiwan’s Chief Economics Minister referred to the signing 

of the bilateral accession terms with Chile as “a windfall for the ROC delegation” at the WTO 

ministerial meeting (“Taiwan hopes accord”, 1996). Taiwan would signal its appreciation for 

Chile’s support in its WTO bid by pledging to liberalize its agricultural imports from Chile 
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(“Taiwan to import,” 1997). Chile’s Agricultural Minister Carlos Moladinic would travel to 

Taiwan to complete talks on Taiwan’s elimination of import quotas for Chilean agriculture. This 

would mark the first time that a ministerial-level Chilean official ever visited Taiwan. At this 

meeting, Moladinic would encourage his Taiwanese counterpart to steer investment towards 

Chile. Specifically, he stated that “Taiwan entrepreneurs are welcome to visit Chile to inspect its 

general investment climate. I hope Chile will become a favored investment destination for 

Taiwan businessmen” (“Taiwan, Chile seal”, 1997). By the late 2000s, Chile and Taiwan would 

regularly exchange private commercial delegations to pursue business and investment 

opportunities. The Chilean branch of United Press International would refer to the 2008 

delegation visit as “an indicator of the excellent commercial relations between both countries” 

(“Taiwanese Businessmen Will,” 2008).  

An example of the political role played by transnational economic actors is evidenced by 

the mixing of banking and diplomacy by the ChinaTrust Commercial Bank. In 1994, the largest 

privately-owned bank in Taiwan completed its expansion into Latin America by opening up 

branches in Paraguay. A stated goal by the bank’s administration was to use Paraguay as a point 

to obtain eventual market presence in Argentina, Brazil and Chile. Wu Ching-mai, the senior 

executive vice-president in charge of international banking, would speak directly to the mix of 

economic and political motivations guiding the bank’s decisions: “Our mission is not just to 

make profits, but also to play a quasi-diplomatic role. Of course, Taiwan’s efforts to gain 

recognition internationally was one of the important original motivations behind our overseas 

expansion, but at the same time it makes good business sense” (Tyson, 1994). However, the 

individual achievements of “banking diplomacy” would remain limited. The ChinaTrust 
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Commercial Bank would never extend beyond a light footprint in Latin America and by 2004 it 

would close its remaining branches in Paraguay (“Chinatrust confirms”, 2004).  

The influence of Finance as a relationship-building pathway between Chile and Taiwan 

would materialize in other ways. In 2009, the Corpbanca bank of Chile and the Import Bank of 

Taiwan reached a cooperative commercial exchange agreement. This agreement guaranteed that 

Corpbana would receive a revolving line of credit from Taiwan’s Eximbank to finance up to 

85% of a contract’s sale value. An article from the Chilean division of United Press 

International notes that “the importance of this agreement lies in the benefits it will bring to both 

Chilean importers and Taiwan exporters, thanks to the promotion of foreign trade, access to 

emerging markets, obtaining financing for importers and exporters and the creation of a direct 

channel that facilitates communication between businessmen from both countries” (“Corpbanca 

signs,” 2009). 

International forums would also become a space where Taiwan could utilize informal 

networks to foster better relations and financial ties with Chile. The Taipei Economic and 

Cultural Office in Chile specifically acknowledges the importance of the Asia-Pacific Economic 

Cooperation forum as a space for collaboration between Chile and Taiwan. The office notes that 

Taiwanese and Chilean delegations have reciprocally utilized the APEC forum as a space for 

rapprochement and cooperation in both the economic and political spheres (“Bilateral Relations”, 

2021). For example, Taiwan’s Ministry of Foreign Affairs participated in the expansion of IT 

schools throughout Chile with the aim of utilizing Taiwan’s experienced IT industry to help 

close the digital divide in Chile. The resources for this venture, which originated as a policy 

framework at an APEC summit, were allocated from Taiwan’s International Cooperation and 
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Development Fund (MOFA, 2004). The dispensation of assistance to Chile from the ICDF is 

potentially significant due to Taiwan’s strategic and political usage of this program. Following 

its establishment, the Ministry of Foreign Affairs made known that this program was specifically 

designed to facilitate loans and investments to friendly nations and diplomatic allies 

(“Government Guarantees”, 1999). This mission would also lead to routine meetings between 

leading businesses and entrepreneurs in Chile and Taiwan (“Entrepreneurs from Chile,” 2007). 

People-to-people exchanges would become easier in 2011 when Chile and Taiwan agreed 

to launch a reciprocal program for visa exemptions. Chilean authorities commented that this 

policy change with Taiwan, which was made despite opposition from Beijing, was the result of 

the “close economic and commercial relations between the two countries” (“Chilean Congress 

supports”, 2011). Additionally, the original visa plan garnered meaningful support in the Chilean 

Congress since it was reported to have been proposed “by 10 heavyweight members, comprised 

of ruling and opposition parties of the lower house” (“Chilean Congress passes,” 2011). Ease of 

access through a relaxed visa policy has both symbolic and material significance for improving 

interstate relations, especially in the absence of formal recognition. Stringer (2006) explains that 

visas are a diplomatic instrument that can publicly convey moves towards greater cooperation, 

which he also notes is especially true in the instance of Taiwan. A relaxed visa policy allows for 

easier movement of human capital, which improves Taiwan’s access to Chile and strengthens the 

pathways by which Taipei can impact policy within the Chilean government.  

Governmental exchanges would also become another pathway by which Taiwan would 

build relations with Chile. In 2002, Jorge Tarud Deccarett, the president of the Commission of 

Foreign Affairs of the Chamber of Deputies, toured in Taiwan where he met with various 
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Taiwanese ministers and members of parliament with the goal of strengthening trade relations 

(“Chilean President of”, 2002).  During a similar exchange in 2006, Taiwan’s vice president 

extended her government’s appreciation to deputies from the Chilean Congress when she 

thanked the guests’ “long-term support and voicing for Taiwan in the congress” (“Taiwan: Vice 

President”, 2006). President Chen Shui-bian said he was personally moved by this visit since it 

marked the first time that a Chilean House Speaker visited Taiwan following the severing of 

official relations in the 1970s (Wu, 2006). 

The influence of China would exert functional limits on the relationship between Chile 

and Taiwan despite growing ties. Following the election of Taiwan’s first DPP president in the 

2000 election, the mainland government vocalized its opposition to any signs of Taiwanese 

separatism and sought reassurances from countries with informal ties to Taiwan. Chile would 

provide such a reassurance and affirm its commitment to the One-Chine policy (“Wanniang dice 

que”, 2000). Taiwan, despite its opposition to the mainland’s policy, confirmed its willingness to 

work with states that pursued positive relations regardless of official diplomatic status. Near the 

end of his administration, President Li Teng-hui would set a precedent for future administrations 

when he said that Taipei “is more than willing to develop trade and economic relations with 

Latin American countries no matter whether they maintain formal diplomatic ties with or not” 

(“Taiwan president says”, 1999).  

Taiwan’s efforts to connect with members of the Chilean Congress would earn it support 

even when official government policy emphasized adherence to the One-Chine policy. In 2008, 

following Chilean President Bachelet’s reassurance to Beijing that Taiwan is a part of China, 

multiple parliamentarians in the right-leaning UDI party publicly criticized the administration’s 
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stance and affirmed their support for Taiwan (“Bachelet recognizes,” 2008). Taiwan would also 

receive support from the Chilean Congress in its bid to earn membership in the World Health 

Assembly. Support from countries like Chile would eventually earn Taiwan admission into the 

WHA, although it would lose this status in 2016. Later that year, Taiwan’s representative in 

Santiago publicly expressed his gratitude to the UDI and other elected officials which passed a 

resolution supporting Taiwan’s continued participation in the organization (“Taiwan envoy 

thanks”, 2006).  Chile would remain a supporter of Taiwan’s pursuit of readmission into this 

organization. In 2019, half of all members of Chile’s Congress cosigned separate letters to the 

Secretary-General of the World Health Organization requesting that the WHO extend a WHA 

invitation to Taiwan (Drillisma, 2019). 

A comprehensive understanding of the Taiwan-Chile relationship requires a 

consideration of the broader relationship between China and Chile. Ross (2020) characterizes the 

last 40 years of Chile-China relations as pragmatic. China assumed a functional role as a 

counterbalance to the influence of the United States under the Allende and Pinochet governments 

between 1970 and 1990 before becoming a significant trading partner between 1990 and the 

present. Relations between Chile and China over the last twenty years have been largely defined 

by the commodity super cycle. The volume of trade between Chile and China grew from around 

$1.3 billion in 2000 to approximately $26 billion by 2016. However, relations ebbed and flowed 

depending on the state of the commodity cycle. Ross (2020) notes four distinct cycles between 

2000 and 2013 where the commodity industry in Chile moved from expansion to crisis to 

contraction. These economic cycles also influenced the diplomatic relationship between Chile 

and China. Annual diplomatic interactions grew during boom times and declined during bust 
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times. The overall political relationship, despite high volumes of trade, is relatively tepid. Ross 

(2020) concludes his analysis by noting that the Chilean link to the Chinese global supply chain 

is fragile, as evidenced by a temporary decline in exports following the end of the commodity 

super cycle, and that overall Chinese investment in the Chilean mining sector is “almost 

imperceptible in the national FDI picture” (p. 1888). 

The foregoing analysis of Taiwan’s relationship with Chile provides evidence to support 

the role of Finance in helping foster stronger informal ties between the two countries. The 

analytical framework introduced in this chapter suggests that, in the absence of formal 

diplomatic relations, Taiwan can still induce the building of relationships with foreign states 

through informal channels. The influence of these informal channels is constrained by issues of 

access and impact. In terms of access, Taiwan managed to utilize shared commercial interests to 

build a strong trading relationship with Chile. This commercial relationship served as a 

justification for numerous high-level meetings between political and economic elites in both 

countries. Over time, Taiwan would also utilize relaxed visa restrictions and regional 

organizations to increase opportunities for people-to-people connections. Since the 1990s, 

financial ties have been forged through the actions of entrepreneurs, businesses, and the banking 

sector. Positive political relations developed as a result, as evidenced by Chile’s willingness to 

support Taiwan’s inclusion in other international forums. Taiwan’s strongest political supporters 

in Chile are right-leaning political parties, which also have the strongest ties to Finance. China’s 

relationship with Chile has indeed inhibited the development of formal ties between Chile and 

Taiwan; however, this alone has not stopped the Chilean and Taiwanese governments from 

developing strong and friendly relations in the absence of official diplomatic relations.  
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5.3.2 Taiwan’s Relationship with Argentina 

Of the three Southern Cone countries, Taiwan has found mixed success with Argentina 

and its Capital Coalition. In comparison to Chile, Taiwan has found fewer opportunities for 

access and faced greater barriers to impacting Argentinean policy via competition from China, 

although instances of cooperation and support would appear throughout their relationship. The 

first major diplomatic loss occurred when Argentina stopped recognizing Taiwan as the 

legitimate representative of China. Argentina maintained formal relations with Taiwan until 1972 

when it switched recognition to the mainland government. Importantly, Argentina’s military 

government noted that its recognition of Beijing did not necessarily constitute the isolation of 

Taiwan in its foreign policy. An announcement from the Argentinean foreign ministry stated that 

its action “does not imply suspending all ties with Taiwan” and that “commercial relations with 

Taiwan could be maintained and that Argentina would continue to recognize passports issued by 

Taiwan” (“Argentina initiates”, 1972).  

Taiwan would close its embassy that year in protest, but would move to expand its 

informal relationship with the opening of a commercial office in Buenos Aires in 1973. A 

diplomatic cable from the United States would confirm that this office, despite its nondiplomatic 

nature, would hold all the trappings of an official embassy since it was staffed with political 

officers, military attaches, and other personnel not typically involved with a trade mission 

(Embassy Buenos Aires, 1976). Argentina reciprocated with the opening of a cultural and 

commercial office in Taipei in 1992, making it the third South American country to do so after 

Brazil and Chile. Beijing did initially push back against Argentina’s decision to establish a trade 

office in Taipei. Despite Beijing’s attempt to link market access for Argentina’s agricultural 



 

 108 

exports to the downgrading of relations with Taiwan, Argentina opted to retain its informal 

presence in Taiwan (Domínguez, 2006). These attempts by Argentina to preserve the architecture 

of informal relations suggest there are areas of interest convergence between the two states.  

Trejos and Chiang (2012) provide a broad overview of the relationship between 

Argentina and Taiwan during the era of informal relations. Taiwan continued to leverage its 

experience with international development as a means to engage with Argentina. Taipei began 

hosting technical training missions in Argentina using its International Cooperation and 

Development Fund in the 1990s. As in the case of Chile, access to this fund implies positive 

relations between the two states. Workshop topics included issues such as assisting the 

development of small and medium size businesses and promoting international commerce.  

Economic relations have been modest and insubstantial. A detailed breakdown of the 

trade relationship between Argentina, China and Taiwan is available in Table 3. Total 

commercial exchange between Argentina and Taiwan accounts for less than 1 percent of the total 

for both countries. Taiwan primarily imports commodities while Argentina primarily imports 

industrial and capital goods. China, Argentina’s number three trading partner after Brazil and the 

United States, primarily imports agricultural products and commercial office equipment.  
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Table 3: Argentina’s Trade Relationship with Taiwan and China 

 

Of the Southern Cone countries, China exerts the most influence in Argentina through 

exports, investments, loans, immigration, support for the Falklands, and the construction of the 

Deep Space Station (Oviedo, 2020). Relations were initially mild in the immediate decades 

following the switch of recognition. However, the explosive growth of the mainland’s economy 

in the late 1990s fostered a rapid increase in engagement and relations beginning in the 2000s 

(Ellis, 2009). Compared to other South American countries, Argentina has a robust system for 

engaging with the PRC at the governmental and nongovernmental levels (Ellis, 2009). At the 

governmental level, both countries have developed a framework for cooperation that includes a 

permanent committee which has periodic meetings to address economic issues. The 

governmental infrastructure for doing business with China is complimented by various private 
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sector institutions such as the Sino-Argentine Chamber of Commerce. The national government 

would utilize this infrastructure to lobby China for foreign direct investment and support for 

domestic industrial policies (Luque, 2019).  

Argentina’s support for the One-China policy is also more confining in terms of its 

relationship with Taiwan when compared to Chile, as evidenced by the role of the Falkland 

Islands. Argentina and China would exchange their appreciation for one another’s support on 

their territorial disputes on multiple occasions. In 1995, President Carlos Menem of Argentina 

met with President Jiang Zemein to discuss the furthering of their economic ties. At the meeting, 

President Menem affirmed Argentina’s support for the One-Chine policy while also thanking 

President Jiang for China’s continued support of Argentina’s attempts to regain sovereignty over 

the disputed Falkland Islands (“Presidents of China, Argentina”, 1995). Argentina would prove 

its commitment to Beijing on this issue by regularly aligning with the PRC in opposition to 

Taiwan’s efforts to participate in the United Nations (Reid, 1997). In 1998, a senior Argentinean 

diplomat spoke strongly against a proposal to extend UN representation to Taiwan when said that 

the mainland government is “the only lawful” representative of China and that Taiwan is “an 

inalienable part” of the People’s Republic of China (“Argentina backs China”, 1998). The 

Argentine government prefers to avoid robust economic relations with Taiwan out of respect for 

China’s support over the Falklands (Oviedo, 2020). This creates an access problem for Taiwan as 

it has less room to maneuver in creating points of entry for its informal networks. 

Additionally, fishing access in the contested areas around the islands has created disputes 

between Argentina and Taiwan. In 1986, the Argentinean coast guard destroyed a Taiwanese 

fishing boat that had been operating in the British protection zone surrounding the Falklands, 
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which resulted in the death of a Taiwanese crewman (Drosdoff, 1986). A spokesperson for 

Taiwan’s Foreign Ministry immediately issued a statement strongly condemning the actions of 

the Argentine navy and demanded the release of the 22 captured Taiwanese sailors (West, 1986). 

The Argentine Foreign Ministry would respond the following day with a public statement 

expressing regret over the unexpected casualty (“Argentina regrets”, 1986). The rest of the crew 

would be released and allowed to return to Taiwan within a week of the incident (“Taiwan 

trawler crew”, 1986). Taiwan would go on to assert its right to use these waters when a ranking 

official with the Council of Agriculture stressed that “the fishing boats of the ROC will never 

give up its access to the fishing grounds near the Falkland Islands” (“Taiwan trawlers to”, 1986). 

In 2000, Argentina would seize another Taiwanese vessel for fishing near these territorial waters 

(“Taiwanese Association Requests”, 2000). 

Despite these disputes and China’s treatment of Argentina as a “comprehensive strategic 

partner,” Taiwan has still managed to carve out a degree of influence of its own. One reason for 

this may be due to the changing balance of trade between Argentina and China. Argentina’s 

exports to China peaked in 2008 before leveling off in the intervening decade. Between the 2008 

and 2017 period, Argentina experienced stagnant growth in trade with China while its neighbor 

Uruguay experienced rapid growth. Oviedo (2020) credits the stagnation in Argentinean exports 

to a confluence of factors including a decline in commodity prices, lackluster soybean sales due 

to competition from China, as well as Chinese protectionism on value-added products. Over the 

observed period, Argentina would generate an unfavorable balance with China. Oviedo (2020) 

considers Argentina to be a clear “loser” in this trade exchange. A fear of persistent current 

account deficits with China has stirred fears amongst business and financial groups in Argentina, 
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worried that trade deficits will create macroeconomic problems (Ellis, 2009). This may explain 

why groups such as Finance, motivated by macroeconomic stability and preserving the value of 

their intangible assets, are willing to pursue engagement with Taipei even if it means moderating 

trade relations with Beijing. 

In spite of Argentina’s opposition to Taiwan’s inclusion in the United Nations, Argentina 

was among the group of nations that supported Taiwan’s participation in the World Health 

Assembly. Argentina’s position emphasized the point that Taiwan’s health professionals were 

too important of an international asset to be excluded from the organization because of political 

pressures from Beijing (Manthorpe, 2009). Argentina would continue to express support for 

Taiwan’s position in the WHA even after its removal (“Diplomatic allies urge”, 2019). A closer 

analysis of Taiwan’s developing relationship with Argentina reveals the importance of informal 

networks in allowing Taipei to carve out at least a limited degree of influence and importance in 

Argentinean society.  

Beginning In the late 1980s, Taiwan would move to expand its trade relationship with 

Argentina. The China External Trade Development Council in Taiwan singled out Argentina as a 

location to improve its trade relationship while Taiwan’s Industrial Development and Investment 

Center indicated its willingness to help businesses invest and establish joint ventures abroad 

(“Taiwan boosts links,” 1988). In 1993, Argentina and Taiwan expanded their economic 

relationship with the signing of an investment promotion treaty. As part of the agreement, 

Argentina agreed to protect the interests of Taiwanese investors in an effort to solicit additional 

foreign investment. Taiwan would reciprocate by encouraging its nationals to invest in Argentina 

(“Taiwan, Argentina sign”, 1993). In the following year, Taiwan would send a 40-member trade 
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delegation to Argentina to explore additional ways for improving economic ties (“Taiwan trade 

delegation”, 1994). Taiwan would appear to have exerted intentional effort to shore up relations 

with Argentina in 1994 since, within months of the previous trade delegation’s meeting, 

Argentina agreed to meet with Taiwan’s foreign minister. Multiple newspapers reporting on this 

event noted that it was part of a broader effort by Taipei to upgrade ties with countries that also 

recognized China (“Taiwan’s foreign minister”, 1994). Both countries would move forward with 

the exchanging of trade delegations in subsequent years. These delegations would frequently 

feature senior Taiwanese officials interested in negotiating bilateral trade and investment 

agreements (“Taiwan Wants”, 2000). Interactions between Argentinean and Taiwanese trade 

delegations would also help foster linkages between local businesses and entrepreneurs in both 

countries (Califano, 2004). 

Similar to its interest in Chile, the ChinaTrust Commercial Bank would express a desire 

to expand into Argentina as part of its “banking diplomacy” agenda in the early 1990s (Tyson, 

1994). Although ChinaTrust would fail to make a lasting impact in this regard, Argentina and 

Taiwan would find other ways to cooperate with banking acting as a common medium. Both 

countries are members of the Central American Bank of Economic Integration. Taiwan joined 

this organization in 1992 while Argentina became a member in 1995. Taiwan holds a 10 percent 

stake in this banking organization and uses its position to exert influence amongst participating 

countries since China is not a member of the organization (Lin and Ellis, 2019). Argentina 

enjoys the ability to receive loans and financial guarantees through the organization even though 

it is a non-regional member. Taiwan would routinely use meetings and summits with this 

organization to cement ties with participating countries (“Taiwan central bank”, 1998). 
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In addition to providing developmental assistance, Taiwan would move to secure trade 

and commercial access for its citizens to other friendly nations. One notable accomplishment 

involved an increase in the number of states which issued visas to Taiwan. Argentina, which had 

already provided visa access to Taiwanese citizens, moved to further reduce its visa restrictions 

with Taiwan (Kristof, 1989). Official travel between Argentina and Taiwan would not always be 

smooth. As a member of the Egmont Group, an international money laundering prevention 

organization, Taiwan is entitled to attend all related conferences. However, the Argentinean 

government attempted to deny admittance to Taiwan’s delegation at the 1998 conference held in 

Buenos Aires on the grounds that Argentina maintained no formal diplomatic relations with 

Taiwan. The Taiwanese delegation would only gain entrance after the American delegation 

lobbied in favor of it (“Taiwan formally joins”, 1998). Significant progress on visa and travel 

issues would appear later in their relationship. In 2002, the Ministry of Foreign Affairs of 

Taiwan requested that Argentina expedite its processing of visa for Taiwanese businessmen. 

These visas often took several months to obtain, which Taiwan argued was detrimental to their 

commercial relationship. The chairman of the Committee on Foreign Affairs and Culture of the 

Chamber of Deputies in Argentina pledged to support this request (“Taiwan calls for”, 2002). 

Visa applications from Taiwan and commercial contact between the two countries would 

increase with the streamlining of the travel process (“Argentine exports”, 2010). 

Taiwan would also leverage preexisting informal networks to promote its interests in 

Argentina. For example, both China and Taiwan have established notable migrant communities 

in Argentina. Ellis (2009) notes that the majority of migrants arrived between 1970 and 1990. 

Migrants from the mainland primarily emanated from Shanghai and the Fushien province. 
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Taiwan also maintains a meaningful presence as well. Most members of the Taiwanese 

community reside in Belgrano, a suburb of Buenos Aries. These migrants quickly integrated 

themselves into the Argentinian middle class since most arrived with their whole family and had 

sufficient capital to establish commercial businesses (Trejos and Chinag, 2012). This community 

differs from other Chinese communities in that it has also been active in Argentine politics. In 

the 1990s, this community aligned itself with the Peronist party when it formed the Unión de 

Residentes Taiwaneses Justicialistas. Other linkages would develop and help connect Taiwan to 

the Argentine political process. In 1997, the Friends of Taiwan Parliamentary Group was 

established in Argentina’s national legislative chamber. Taiwan would find additional 

opportunities to network with Argentinean officials outside of national politics. In 1991, 

Argentina accepted a friendship delegation from Taiwan. This delegation constituted a 

subnational exchange between Taiwan and Argentina when this 12-member group from Taipei 

visited its city-sister of Buenos Aires (“Taiwan friendship”, 1991).   

Taiwan’s relationship with Argentina is notably more fraught and constrained than its 

relationship with Chile. Commercial relations are comparatively limited and China’s influence 

with the Argentinean government weighs on Taipei’s relationship with Buenos Aires. Despite an 

increase in trade volumes in recent years, Taiwan is an insubstantial trade partner. China’s 

sympathy for the Argentine position in the Falkland Islands dispute has earned it consistent 

support from Argentina in rebuffing Taiwan’s appeals for inclusion in the United Nations. 

However, Taiwan has not completely lost access to Argentina. Both countries preserved a 

limited degree of informal relations in the immediate aftermath of Argentina’s recognition of the 

mainland government. Argentina would even rebuff efforts from China to completely cut off 
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relations with Taipei. Taiwan would succeed in leveraging its minor trade relationship to achieve 

routine access to important policymakers and the financial elite in Argentina. Informal networks 

comprised of financial interest groups, businesses, and the Taiwanese diaspora would combine to 

raise the political profile of Taiwan in Argentinean politics. In terms of impact, Taiwan would 

achieve limited success in comparison to Chile. Argentina’s commitment to the One-China 

policy is partially informed by its territorial dispute which has created a unique affinity for China 

and also acted as a barrier to expanded commercial relations with Taipei. Argentinian officials 

have also aggressively denounced the inclusion of Taiwan in the United Nations. Nonetheless, 

Taiwan would obtain limited success in influencing Argentina to support its status in other 

spaces. Specifically, Taiwan would succeed in earning Argentina’s support in the World Health 

Assembly. Modest and positive relations seem to have persisted between Argentina and Taiwan 

even in the absence of a significant trade relationship. 

5.3.3 Taiwan’s Relationship with Uruguay 

Of the three Southern Cone countries, Taiwan has struggled the most with maintaining 

informal relations with the Uruguay and its Corporatist Coalition. Unlike Argentina and Chile, 

which established formal relations with the PRC in the early 1970s, Uruguay did not recognize 

the mainland government until 1988. The long-standing relationship with Taiwan was primarily 

rooted in ideological anti-communist sentiment as well as the status benefits that existed between 

the Taiwanese and Uruguayan political elites while both regimes were under dictatorship. 

Commercial ties were a negligible aspect of the overall relationship between the two states 

(Bertesaghi and Mangana, 2012). Uruguay’s transition back to a democracy was an integral 

component of its decisions to recognize Beijing. Bertesaghi and Mangana (2012) explain that the 
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first post-dictatorship government engaged in a lengthy process of consultation and coordination 

within the domestic political establishment along with its peers in China and Taiwan regarding 

the eventual decision to recognize the PRC.  Uruguay had already been engaging in annual 

summits on economic cooperation with the mainland government since the mid 1980s (“Taiwan 

economic delegation”, 1985). Uruguay’s foreign minister found the prospect of establishing 

formal relations with the mainland government “interesting” when asked about the issue in 1986, 

indicating a latent desire to recognize the mainland government. The official also noted that such 

a step would be linked with the suspending of ties with Taiwan (“Uruguay on establishing”, 

1986). The eventual decision to establish ties with China was viewed as “an act of political 

realism” by the Uruguayan government (“Uruguay cut diplomatic”, 1988). Taiwan called this 

move a “very unfriendly” act and responded by closing its embassy in Montevideo and 

withdrawing its agricultural advisory mission from the country (“Taiwan suspends relations”, 

1988). 

Taiwan would open an informal embassy in the form of a trade office in 1992; however, 

this office would close in 2002. Taiwan’s Minister of Foreign Affairs issued a statement on this 

closure noting that it was part of a government restructuring process to more effectively utilize 

its diplomatic resources since “some offices cannot function properly due to political situations 

beyond our control” (“Ministry of Foreign,” 2002). Although the precise details of the closure 

are not publicly disclosed, Taiwan’s strategic decision to remove representation from Uruguay 

suggests that it was not successful in achieving its quasi-diplomatic goals in the country. Taipei 

would not completely abandon its desire to achieve informal relations with Uruguay. In 2007, 

Taiwan’s ambassador to Argentina as well as the president of Taiwan’s Chamber of Commerce 
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for Latin America embarked on a visit to Uruguay to discuss opportunities for commercial 

cooperation and to reopen a trade office (“Tourism: Taiwan Project”, 2007). The attempt to open 

a new trade office was unsuccessful. Political support within the Uruguayan government for 

Taiwanese engagement was also sparse. A legislative member associated with the National Party 

would introduce a resolution in 2015 advocating for the establishment of trade offices in 

Montevideo and Taipei (“Trobo asks”, 2015). This resolution failed to muster widespread 

support. Unlike Argentina and Chile, Uruguay would never open a representative office in 

Taiwan. 

Uruguay’s lack of informal relations with Taiwan is best understood vis-à-vis its 

relationship with China. The decision to recognize the mainland government in the late 1980s 

was made with strong economic considerations in mind. Uruguay’s president would quickly 

follow his country’s recognition of the PRC with an official and historic visit aimed at improving 

the trade relationship between the two countries (Claps, 1988). During this visit, China’s Bureau 

Chief of the Ministry of Foreign Economic Relations and Trade addressed the Uruguayan 

delegation with an assurance that “bilateral trade and economic cooperation entered a new stage” 

due to the signing of trade agreements after the restoration of diplomatic relations (“Forum 

focuses on”, 1988). The trade relationship between Uruguay and China has grown significantly 

since the late 1990s. Uruguay maintains a well-developed agricultural sector, with China 

primarily interested in importing wool, leather goods, and fish. China’s exports to Uruguay are 

mainly limited to textiles and other light manufactured goods. The range of manufactured 

imports is limited by competition from Uruguay’s substantially developed manufacturing sector 
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(Ellis, 2009). A detailed breakdown of the trade relationship between Uruguay, China and 

Taiwan is available in Table 4. 

Table 4: Uruguay’s Trade Relationship with Taiwan and China 

 

Despite its small size and orientation away from the Pacific, the Uruguayan government 

maintains a significant infrastructure for promoting commercial relations with Beijing. Uruguay 

hosts delegate offices in Shanghai and Hong Kong in addition to its formal embassy in Beijing. 

These assets assist with the development of reciprocal business relations between Chinese and 

Uruguayan firms (Ellis, 2009). Uruguay’s national agency for trade exports and imports would 

even hold specialized workshops for local businessmen which provided guidance on “how to 

negotiate with China” while also emphasizing the responsibility these individuals had in 

promoting commercial relations with this trade partner (“Uruguay guides”, 2017). Despite this 
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commercial infrastructure, China’s diplomatic relations with Uruguay are less robust than its 

relations with Argentina since Beijing classifies its relationship with Buenos Aires as a 

“comprehensive strategic partnership” while it only grants “strategic partner” status to 

Montevideo. This hierarchy seems to violate Beijing’s “equality of states” principle and suggests 

that it strategically prioritizes some states over others (Oviedo, 2020). Despite this differential 

treatment, Uruguay has consistently sought to advance and deepen ties with the PRC. During a 

meeting with China’s then vice-president Hu Jintao, Uruguay’s vice-president stressed that his 

country takes the development of relations with China very seriously and that it “regards it as 

one of its key points in foreign affairs” (“Vice-President Hu”, 2000). 

From the beginning of Uruguay’s formal relationship with China, Beijing would make 

clear its expectations regarding the One-China policy as well as its preference to marginalize 

Taiwan. China’s Premier Li Peng, during a meeting with a Uruguayan ambassador, declared the 

government’s firm opposition to any foreign policy which attempted to create “one China, one 

Taiwan” or “two Chinas” (“China opposes idea”, 1989). President Sanguinetti would affirm 

Uruguay’s deference to China when he stated in clear terms that “there is only one China and 

Taiwan is an inseparable part of China” (“Vice-Premier Zhu”, 1996). Sanguinetti’s successor, 

President Batlle, would also echo his government’s support of China’s sovereignty over Taiwan 

while simultaneously rejecting the idea of military force to recover the island (“Battle supports”, 

2002). The progressive Broad Front administration of President Vázquez, despite marking a shift 

from the centrist Colorado party’s rule under Sanguinetti and Batlle, confirmed the country’s 

continued adherence to the One-China policy (“China proposes promotion,” 2005). Oviedo’s 
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(2020) analysis indicates that Uruguay has remained a firm adherent to the One-China policy for 

the duration of its relationship with Beijing. 

The interests of Industry would be firmly represented in Uruguay’s commercial dealings 

with China. For example, top Uruguayan government officials assembled a delegation consisting 

of over 50 of the country’s leading industrialists to attend a trade mission to China in 1993 

(“Sino-Uruguayan trade”, 1993). Following this visit, Uruguay’s president reflected on the 

mission and said that he hoped Uruguay could deepen its cooperation to achieve “joint ventures, 

technological transfers, and the realization of industrialization” (“Uruguayan president: China”, 

1993). Commodities from the agro-industrial sector have composed a significant share of 

Uruguay’s exports to China and would become a routine subject of trade meetings between the 

two countries. Following a commercial visit to China in 2002, President Batlle expressed his 

optimism that an agreement to expand agricultural exports to China would help the country 

overcome the economic crisis it experienced in the early 2000s (“Batlle highlights,” 2002). The 

Uruguayan government would even go as far to award one of China’s ministers a ceremonial 

decoration, the first ever issued by Uruguay in this capacity, for his role in authorizing additional 

imports from Uruguay’s agricultural sector (“Uruguay rewards China,” 2004).  

The wool industry would become a highly represented industry group in commercial 

missions to China. For example, Uruguay was the only Latin American country to send a 

delegation to Beijing’s wool exhibition and Shanghai’s International Wool Textile Organization 

in 2004. These trade forums constitute two of the most important activities in the wool industry 

(“Uruguayan wool entrepreneurs,” 2002). In a meeting with the Xinhua News Agency, President 

Vázquez emphasized his belief that agriculture was main area for commercial cooperation 
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between two countries due to Uruguay’s high food output (“Uruguay’s president”, 2005). The 

meat industry also benefitted from this trade relationship when Uruguay became the first South 

American country to export beef to China (“Uruguay will be”, 2004). Over time, the meat 

industry would expand its presence in China’s markets through participation in commercial 

forums and trade missions. By 2017, China recognized Uruguay as its “benchmark country” for 

beef production with Uruguay becoming the top exporting of meat to China at that time (“China 

chooses Uruguay”, 2017). 

Uruguay also sought China’s cooperation with financing domestic infrastructure projects. 

During the administration of President Mujica, Uruguay opened negotiations with Chinese 

conglomerates to acquire financing for the development of a deep-water port project in 

Montevideo (“Large Chinese companies”, 2013).  President Mujica would reach an agreement 

with President Xi Jinping to obtain Chinese investment in the development of port infrastructure 

and railway projects throughout Uruguay (“China looks”, 2013). Oviedo (2020) refers to these 

infrastructure projects as ‘railroad diplomacy’ which, in addition to strengthening the economic 

linkages between China and Uruguay, also act to limit Taiwan’s influence since it further orients 

commercial prospects towards China. 

In comparison to China, Taiwan would regularly struggle with creating access 

opportunities in Uruguay for its informal networks.  Officials from the Ma administration would 

seek out their counterparts in Uruguay during the ‘diplomatic truce’ between China and Taiwan 

in an attempt to increase commercial relations. During an unofficial visit to Uruguay in 2013, the 

representative from Taiwan’s Argentina office raised the issue of visa restrictions for Taiwanese 

business persons in Uruguay. He noted that, at the time, 133 countries provided visa exemptions 
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to Taiwan while Uruguay did not. The representative would also note that there were Taiwanese 

investors interested in Uruguay, but were unable to explore opportunities there since it was “very 

difficult for them to get a visa to enter Uruguay” (“Taiwan seeking,” 2013). This visit would find 

partial success in that Uruguay would reduce the visa processing time for Taiwanese citizens 

from three months to three weeks. Taiwan’s trade office in Argentina would welcome this 

change, but also reinforced its desire for visa exemptions by publicly stating “we still have a long 

way to go” (“Taiwan seeks”, 2013). Uruguay would eventually grant visa-free status to citizens 

of Taiwan in October 2018; however, this decision would be reversed by December of the same 

year. An article in the Taipei Times reported that this decision came unexpectedly and was likely 

the result of pressure from Beijing (Yi-hsuan and Hsiao, 2018). Taiwan’s Ministry of Foreign 

Affairs echoed this position when it pointed to recent interactions between senior Chinese 

officials and their counterparts in Uruguay. China’s customs minister visited Uruguay on 

December 3, 2018 to meet with his Uruguayan contact. The decision to suspend visa-exemptions 

for Taiwan was issued the following day (Storrar, 2018). The Uruguayan government claimed 

that the visa change was due technical issues with their immigration system that needed to be 

resolved. The government provided no clarity on if or when the exemption would resume (Pei-ju, 

2018). 

In terms of trade missions, published articles describing trade outreach between Uruguay 

and Taiwan were seemingly nonexistent. Taiwan’s access to Uruguay through commercial 

delegations was usually limited to broader regional missions rather than one-on-one interactions 

between these states. Conversely, frequent mentions of trade contacts between government 

officials and private business persons from China and Uruguay were regularly noted in media 
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publications. Unlike Argentina and Chile, Taiwan lacks shared membership with Uruguay in 

regional organizations with which it can find opportunities to create points of access for its 

informal networks.   

Although Taiwan benefitted from a lengthier formal relationship with Uruguay when 

compared to Argentina and Chile, its attempt to preserve informal relations following the switch 

of recognition was comparatively limited. Uruguay’s relationship with Taiwan, even during the 

formal years, was never strongly influenced by commercial interests. In comparison, China and 

Uruguay would quickly move to center economic cooperation at the core of their official 

relationship. Corporatist interests in Uruguay would show a natural preference for China over 

Taiwan. Frequent and structured trade missions facilitated the rapid growth of trade. Agro-

industrial interests benefitted significantly from this arrangement.  Uruguay’s agricultural 

industry was regularly represented in trade missions and political contacts between the two 

governments. Access was never an issue for China, which allowed it to meaningfully impact 

Uruguayan policy. Conversely, Taiwan struggled to create points of access for its informal 

networks which undermined its ability to impact Uruguayan policy. China would even use its 

leverage to further minimize Taiwan’s influence, going so far as to reverse small gains such as 

favorable changes in visa policy.   

5.4 Summary and Findings  

The preceding section sought to address the empirical puzzle regarding why some 

developing states choose to informally recognize Taiwan while others do not. I shed light on this 

dynamic through a structured case study of Taiwan’s relations with the three Southern Cone 

countries of Chile, Argentina and Uruguay. Taiwan had a comparatively limited trade 
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relationship when compared to China in all of these cases. Despite the economic influence of 

Beijing, Taiwan was able to overcome this hurdle to create positive informal relations in some 

instances but not others.  I find qualitative evidence to support the theory that informal coalitions 

amongst economic interest groups influence the likelihood that their governments pursue 

relations with Taiwan. Chile and its Consumer Coalition between Finance and Labor has the 

strongest informal relationship with Taipei. Taiwan’s relationship with Argentina and its Capital 

Coalition between Finance and Industry has produced mixed results. Uruguay and its Corporatist 

Coalition between Industry and Labor has been the least receptive to Taiwan’s overtures.  

I utilized process tracing to study how relations have evolved between Taiwan and the 

Southern Cone countries following the respective shifts in recognition from Taipei to Beijing. I 

also developed an analytical framework for envisioning how Taiwan pursues engagement with 

foreign states in the absence of formal relations. The framework envisions that Taiwan utilizes 

official and unofficial networks of transnational actors to influence policies in foreign states. 

Taiwan must first create access opportunities for these networks to be effective. Interest 

convergence in the areas of commerce, immigration policy, and shared spaces in regional forums 

create access points for Taiwanese actors. These informal networks are influential to the extent 

that their interests overlap with the dominant coalition in the developing state. When interests 

sufficiently converge, Taiwan is able to mobilize these resources to achieve desirable impacts 

abroad. These impacts on a developing state’s foreign policy can include raising Taiwan’s 

international status through stronger interstate relations, the implementation of bilateral trade and 

investment agreements, as well as support in international forums from which Taiwan is 

currently excluded.  
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In the case of Chile, I find evidence indicating that this country has established strong and 

consistent informal relations with Taiwan. By 1990, each state would host a reciprocal de facto 

embassy on its soil. Published reports and media articles find the frequent exchanging of 

important diplomatic officials as well as the creation of linkages between the economic elites in 

both countries. Despite China becoming a leading trade partner with Chile, Taiwan would 

remain a relevant trade and commercial partner. The shared interests of Finance and Labor 

would respond positively to Taiwan’s attempts to promote development assistance, investment, 

and business opportunities in Chile. Multiple points of access for Taiwan’s informal networks 

would be created through trade, official exchanges, mutual participation in the Asia Pacific 

Economic Cooperation forum, and favorable visa policies. Chile’s stated commitment to the 

One-China policy would not prevent it from supporting Taiwan’s bid to participate in the World 

Health Assembly. Members of the Chilean Congress would even voice their individual support 

for Taiwan on multiple occasions.  

In the case of Argentina, I find evidence suggesting that this country has pursued a 

limited and inconsistent relationship with Taiwan which has been strongly informed by its 

relationship with China as well as the influences of its domestic economic groups. Taiwan and 

Argentina’s informal relationship would begin to grow in the early 1990s once each country 

hosted a reciprocal de facto embassy. Argentina, despite its strong diplomatic and trade 

relationship with Beijing, would rebuff China’s attempts to completely limit its commercial 

engagement with Taiwan. The extent of Argentina’s pushback against China would be narrowed 

by a shared experience of territorial disputes. Taiwan’s informal networks would face an access 

problem due to Argentina’s general commitment to the One-China policy. Although it would 
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have fewer access opportunities when compared with Chile, Taiwan would still leverage its 

available opportunities to create linkages with the interests of Finance in Argentina. Mutual 

membership in the Central American Bank of Economic Integration allowed Taiwan to utilize its 

financial resources to direct development assistance towards Argentina. Technical assistance and 

investment ventures complimented this assistance by aiding with the creation of small and 

medium size businesses. Trade delegations would also help link important economic actors and 

deepen the informal relationship between both countries. These networks helped foster limited 

political representation in the Argentine legislature. Overall, these networks would positively 

impact Argentinian policy in areas that improved Taiwan’s international status since Argentina 

would also support Taiwan’s cause in the World Health Assembly.  

In the case of Uruguay, I find evidence that Taiwan has struggled to sustain informal 

relations with this developing country. The interests of Uruguay’s Corporatist Coalition strongly 

align with Chinese engagement and I find little interest convergence with Taiwan. Commerce is 

an inconsequential aspect of the relationship between Uruguay and Taiwan, posing significant 

access barriers for Taiwan’s transnational actors. Uruguay temporarily allowed Taiwan to host a 

de facto embassy between 1992 and 2002, which does diverge from my expected hypothesis that 

Uruguay would withhold informal recognition of Taiwan. However, Taiwan would close this 

embassy for reasons that suggest it was unable to obtain the influence and impact that it desired. 

Uruguay’s strong relationship with China is evidenced by their trade linkages, diplomatic 

exchanges, and Uruguay’s firm commitment to the One-China policy. Taiwan was unable to 

achieve anywhere near the same level of trade delegation exchanges that it experienced with 

Chile and Argentina. One of the most significant diplomatic impacts that Taiwan achieved came 
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in the form of visa exemptions in 2018; however, this was reversed almost immediately due to 

likely interference from Beijing.  

Overall, my case study helps illuminate the causal pathways by which developing states 

elect to informally recognize Taiwan. Taiwan’s ability to create access for its informal networks 

was most successful in Chile. Interest convergence with Finance helped Taiwan achieve a 

meaningful impact in this developing country. Argentina would pose more difficulties for 

Taiwan’s ambitions, but shared interests and opportunities for access by Taiwan’s transnational 

groups produced a limited yet favorable impact in Argentinean policy. Taiwan would find the 

least success with Uruguay since the influence of China loomed large. Taiwanese actors had 

significantly fewer access opportunities, which in turn translated into a negligible impact on 

Uruguayan treatment towards Taiwan. Collectively, these cases help answer my initial research 

question and lend support to my hypotheses regarding the role of economic interest groups in the 

recognition decisions over Taiwan. 
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CHAPTER 6 

 
CONCLUSION 

 
 

The history of Taiwan’s status as a contested state reveals interesting empirical puzzles. 

Following its loss of international recognition at the United Nations in 1971, influential and 

economically prosperous countries quickly oriented their recognition policies away from Taipei 

and towards Beijing. Developing states would become a diplomatic battleground between China 

and Taiwan as each side spent the ensuing decades attempting to shore up support amongst a 

group of countries which was still up for grabs. In the intervening years, many developing states 

would align with China while others would align with Taiwan. In 1980, 22 developing states 

formally recognized Taiwan. This number would ebb and flow over time before dropping to 14 

by 2020. Conversely, Taiwan’s informal relationships with developing states would encompass 

only 18 states in 1980 before growing to 29 by 2020. These trends illustrate an interesting puzzle 

regarding why some developing states choose to formally recognize Taiwan, some choose to 

informally recognize it, while others choose to ignore it entirely.  

After assessing the state of the literature, it became clear that most scholars have focused 

on the question of formal recognition to the exclusion of informal recognition. Existing theories 

overwhelmingly emphasize how developing states, acting as unitary actors, make recognition 

decisions based off of the benefits suppliers offer in exchange for recognition.  I sought to 

contribute to this literature by formulating a theory for Taiwanese recognition rooted in a rational 

choice model that focuses on the interests of dominant economic coalitions in developing states. 

My theory suggests that China and Taiwan attempt to utilize economic diplomacy, such as 

commercial contacts as well as aid and trade, to influence the recognition decisions of 
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developing states. I supplemented existing models on aid-for-recognition exchanges by 

investigating demand-side constraints which encourage leaders in developing countries to pursue 

or abstain from relations with Taiwan. These constraints relate to the interests of dominant 

coalitions composed of overlapping interests between the agents of Finance, Industry and Labor. 

At any given time, two of these groups will be dominant at the expense of the third. Leaders are 

made best off by assuaging the interests of the two dominant groups. Given the economic 

profiles of China and Taiwan, the interests of Finance most clearly align with Taiwan while the 

interests of Industry most clearly align with China leaving Labor as an indifferent group. I 

hypothesized that governments with Consumer Coalitions between Finance and Labor would be 

the most likely to recognize Taiwan while governments with Corporatist Coalitions between 

Industry and Labor would be the least likely to recognize China. Governments with Capital 

Coalitions between Industry and Finance were likely to fall somewhere in between due to the 

countervailing interests of these groups.  

I investigated this through a mixed-method approach utilizing a quantitative and 

qualitative analysis. My quantitative analysis featured the development of a formal statistical 

model to determine if developing states with different coalition configurations produced distinct 

patterns of recognition. I found evidence to suggest that economic coalitions do in fact influence 

the informal recognition decisions of developing states. Countries with Consumer Coalitions 

were significantly more likely to informally recognize Taiwan when compared to Corporatist 

Coalitions. Capital Coalitions were more likely than Corporatist Coalitions to informally 

recognize Taiwan, but less likely than Consumer Coalitions. I subjected my model to a battery of 

control variables to test for the moderating influences of geographic factors, economic 
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influences, and the ideational leanings of regimes in developing states. My core finding persisted 

across these various model specifications. Notably, I was unable to detect the influence of 

economic coalitions in the context of formal recognition. None of the coalition types were more 

likely than their peers to formally recognize Taiwan. Emerging studies on the relationships 

between Taiwan and its formal allies suggest that these states may feature regimes with political 

and economic structures which insulate them from the influences of domestic interest groups. 

This could partially explain why my theory holds in the context of informal recognition, but not 

in the context of formal recognition. However, further research is necessary in this area.  

Given my quantitative results, I engaged in a structured case study to explore the specific 

pathways by which developing states choose to allocate informal recognition contingent on the 

presence of specific economic coalitions. The Southern Cone countries of Chile, Argentina and 

Uruguay were selected for analysis based on their comparable conditions. Through process 

tracing, I explored how Taiwan utilizes converging interests and people-to-people connections to 

influence the recognition decisions of developing states. I developed an analytical framework to 

guide my analysis. This framework suggests that, in the absence of formal relations, Taiwan 

must find access points to foreign states which then give informal networks of transnational 

actors the opportunity to influence the policy decisions of a target state. Of the three Southern 

Cone countries, Taiwan was most successful in obtaining informal recognition from Chile and its 

Consumer Coalition. Commercial relations, shared interests, economic exchanges, and mutual 

participation in regional organizations allowed Taiwan to exert influence on Chilean policy. 

Taiwan experienced mixed success in the case of Argentina and its Capital Coalition. China’s 

influence and economic weight diminished Taiwan’s ability to access Argentine society. 
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Nonetheless, Taiwan would still find limited opportunities to connect through shared spaces in a 

way that helped promote Taipei’s priorities. Taiwan experienced negligible outcomes in the case 

of Uruguay and its Corporatist Coalition. Economic interests in Uruguay would strongly align 

with China and Taiwan would find few opportunities to access Uruguay. Divergent interests 

limited the reach of Taiwan’s informal networks which undermined its ability to influence 

Uruguayan policy.  

Overall, my quantitative and qualitative findings lend support to my initial hypotheses 

that economic interest groups influence the recognition decisions of developing states in the 

context of Taiwan. However, these findings are subject to important limitations which also lay 

the foundation for future research. My results apply in the context of informal recognition, but 

not formal recognition. Further research is needed to clarify why this is the case. My statistical 

results were drawn from a sample of 91 developing countries between the periods of 2005 and 

2015. I was unable to obtain full coverage for all developing states during this time period due to 

limitations on the availability of data of the independent variable. Further research can seek to 

both extend the temporal coverage of this measure as well as apply it to states that were excluded 

due to unavailable data. My qualitative findings were limited to an analysis of official media and 

government documents from the time period in question. There is ample space to pursue further 

investigations of the Southern Cone countries. One example could include survey analysis of 

Taiwanese business persons involved in trade delegations, similar to the exploration of the 

taishang in mainland China. Another example could focus on how specific informal networks 

achieve impacts in the Southern Cone states, such as an exploration of a joint business venture 

and the associated people-to-people connections that develop from this initiative.  
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Although this research is far from exhaustive on the question of developing states and 

Taiwanese recognition, it provides new and novel findings to help understand why certain 

developing states choose to informally recognize Taiwan while others do not. Available 

quantitative and qualitative evidence supports the view that certain economic groups are more 

inclined to support relations with Taiwan while others are more inclined to oppose it. Depending 

on the configuration of the dominant interest group coalition, certain developing states will 

pursue close informal ties with Taiwan while others will refrain from it. These findings have 

important policy and scholarly implications.  

From a policy perspective, a better understanding of how Taiwan achieves international 

status in the absence of formal relations is particularly important at a time when the number of 

states recognizing Taiwan continues to decline coupled with increasing pressure from Beijing to 

restrict Taiwan’s involvement in global affairs. A deepened understanding of the influence 

competition between China and Taiwan in Latin America is also valuable to American foreign 

policy since this diplomatic contest holds potential implications for U.S. influence in this region 

(Ellis, 2018; Portada, Lem, and Paudel, 2020). From a scholarly perspective, studies of states 

outside of the major power networks can reveal interesting and unexplored aspects of 

international politics. Encouraged avenues for new developing state research have included the 

exploration of asymmetries that exist between emerging economies and their patron states 

(Baldacchino and Wivel, 2020; Long, 2017). This research explored such an asymmetry and 

found that domestic economic interest groups can influence how developing states wield 

influence on the international stage. Taiwan studies is a rapidly growing space in the literature. 

Surveys of this field suggest that it is in a ‘golden age’ where decades of research are creating 
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pathways for new scholarship (Fell and Hsiao, 2020). This research is an example of such 

scholarship. My quantitative and qualitative analysis of the recognition decisions of developing 

states improves the field’s understanding how Taiwan conduct’s its informal relations and why 

certain developing states are willing to informally recognize it while others are not.   
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