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Government, Trade, and Enterprise:
Economic Structural Adjustment after
the 1972 Termination of Taiwan-Japan

Diplomatic Relations

Sao-yang Hong"

Abstract

This study examines the transformation of Taiwan-Japan economic
relations after the severance of diplomatic ties in 1972, with a focus on how this
diplomatic upheaval influenced Taiwan’s economic policies, funding sources,
and organizational operations. Postwar Taiwan’s economic ties with Japan
continued the industrial and technological dependencies established during the
colonial period. Beginning in the 1960s, Taiwan’s trade deficit with Japan steadily
expanded. Although the government attempted to address this issue through official
meetings and trade agreements, these measures had limited impact due to Taiwan’s
structural dependence on Japanese capital goods. Following the termination of U.S.
aid in 1965, yen loans became a crucial source of funding for public works and
state-owned enterprises, accompanied by significant technology transfers. After the
termination of diplomatic relations with Japan, while official loans ceased, Taiwan
continued to secure essential infrastructure funding and technology through the
mediation of Japanese parliamentarians and pro-Taiwan actors in Japan.

Institutionally, the Sino-Japanese Cooperation Promotion Committee, which
had been crucial during the years with diplomatic ties, gradually lost its function
after 1972 and was replaced by the East Asia Economic Conference. The latter

Professor and Director of the Institute of Science, Technology and Society;Joint
Appointed Professor of the Institute of Social and Cultural Studies, National Yang Ming
Chiao Tung University
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served as the primary non-official platform for trade, investment, and technological
cooperation, ensuring a continuity of bilateral economic dialogue. Meanwhile,
Taiwan’s Japan policy shifted from the boycott and sanctions strategy led by
the “Endeavor Task Force” (Lixing xiaozu) to that of pragmatic cooperation,
establishing a “friendly enterprise list” through the “Practice Group” (Shijian
xiaozu) in order to prioritize Japanese firms whose investments and procurement
aligned with Taiwan’s interests.

These findings reveal that the rupture of diplomatic relations did not weaken
the deep economic interdependence between Taiwan and Japan. The two countries
maintained close exchanges through semi-official and non-official institutions,
sustaining strong linkages in technology, capital, and market complementarity. This
restructuring reflected Taiwan’s turn toward pragmatic economic engagement with
Japan in the context of Cold War and under Chinese political pressure, highlighting
the adaptive capabilities of its diplomacy and economy during a period of crisis.

Keywords: Taiwan-Japan severance of diplomatic ties, Japanese loans, East Asia

Economic Conference, trade deficit, technology transfer
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