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摘要 

當投資環境發生變化時, 某些企業便會出現移動現象, 尤其受到全球整體經濟不

景氣的影響下, 企業營運的快速因應更是重要。 

 

中國自 1979 年鄧小平推動改革開放，歷經將近 40 年的發展，中國藉由低廉的

勞動人力帶動經濟高度成長，吸引了全球各國目光，紛紛到中國投資。隨著中

國勞動力成本的優勢不再，整體營運成本上升，政府要求企業產業轉型升級

等，對台商在經營上產生很大的影響。而許多資料也指出，在面臨中國整體運

營成本上升時，不少台商選擇到具備低廉勞動力成本和人口紅利優勢的東南亞

國家進行投資設廠。 

 

本研究結合企業成長理論、資源基礎理論，並配合區位選擇理論和生產力工資

理論，探討台商在大陸經營成長過程中，面對中國投資環境改變，對於區位選

擇的策略影響。期望藉由本研究提供未來台商在區位選擇上的參考。透過個案

公司的深入訪談，本研究發現台灣中小企業受限於企業規模及營運資金規模，

加上大環境是連動、相互影響的複雜動態系統，許多決策是多面向且多變的，

因此台商在思考區位選擇時，除了首重關注勞動成本，也需考量目標市場及產

業特性和其他因素的影響。 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

關鍵詞：台灣中小企業，區位選擇，勞動成本，中國 
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Abstract 

When the investment environment changes, some enterprises will experience a 

transformational phenomenon, especially in recent years, with the global financial crisis, 

and the global economic downturn. It is more important than ever that business 

operations rapidly change in response to such influences. 

 

After nearly 40 years of development in China, since Deng Xiaoping promoted an 

economic revolution in order to help the economy in 1979, now China becomes the 

second largest economy in the world. During this period, the high economic growth in 

China was driven by low labor force and attracted the attention from all of the world 

and started to invest. After the advantage of labor cost gradually disappear, the overall 

operation cost increase, and the government asked the transformation and upgrading 

for enterprises, these factors brought a large burden on business operation. And many 

information also pointed out that many Taiwanese Small and Medium Enterprises 

choose to invest and relocate the factory in Southeast Asian countries which have 

cheaper labor force and demographic dividend advantage when they face the constrains 

in China. 

 

This study uses business growth, resource-based, location select and productivity wage 

as theoretical approach to discuss Taiwanese Small and Medium Enterprises growth 

process in China, the impact of location select strategy when their face the investment 

environment changes in China. It is expected that this study will provide a reference for 

further Taiwanese enterprises in terms of location selection. Through in-depth 

interview with case companies, this study found that Taiwanese Small and Medium 

enterprises are limited by the size of enterprise itself and the scale of operation capital, 

in addition, the environment is the complex dynamic system with linkage, complex and 

interaction. Many decisions ought to be made by cogitating in the short term and long 

term, in addition, the labor cost is the priority when Taiwanese enterprises select the 

location, but also consider the target market, industrial characteristics and other factors. 

 

 

KEY WORDS: 

Taiwanese Small and Medium enterprise, Location select, Labor cost, China  
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Chapter 1 - Introduction 

1.1 Background 

For stakeholders in a private enterprise, maximum revenue achievable through business 

operations is sought. High-level managers across the world are always looking for the 

most attractive conditions for managing a company. Considerations such as location, 

water, electronics, labor costs, tax incentives and other issues are of great importance. 

Taiwan is an island nation, belonging to a “plate-form” economy, with a lack of natural 

resources, with a high dependence on foreign trade. As a result, domestic manufacturing 

and industrial resources are all dependent on essential imports. The products produced 

are mostly exported to foreign markets, with these exports becoming an important 

driving force of economic growth for Taiwan. Since the Asian financial crisis in 1997, 

Taiwan's exports have been declining. While compared to other Asian countries, the 

impact of Taiwan’s decline in exports is relatively small. However, the financial crisis 

caused by the global economic recession compelled Taiwanese companies to consider 

restructuring their industrial efforts, especially in their future directions and 

developments. In the late 1980s, Taiwanese Small and Medium Enterprises (SMEs)1 

faced slowing economic development and the cost for operation and production began 

to rise. These factors gradually impacted the competitiveness of some labor-intensive 

industries and a portion of SMEs in Taiwan were faced with their own extinction, so 

they began to look for outside sources to maintain low labor costs, cheaper property 

costs, higher tax incentives, relocation subsidies and so on. 

 

In 2001, Taiwan lost a significant advantage in production costs due to exchange rate 

fluctuations in the Taiwan dollar. At that time, the rise of environmental awareness and 

external environment changes, coupled with the beginning of China's economic reform 

and their opening up more to the outside resulted in their labor costs being cheaper than 

those in Taiwan. Adding to this, the Chinese government provided favorable conditions 

and policies to attract Taiwan industries to move there. Therefore, because of these 

factors, many Taiwanese industries relocated to China during that period. Taiwanese 

                                                 
1 See the definition of Small and Medium Enterprises in the MINISTRY OF ECONOMIC AFFAIRS 

website. http://www.moeasmea.gov.tw/ct.asp?xItem=8261&CtNode=530&mp=2 
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industries quick access to China and favorable development in a short time was due in 

part to both sides having the same cultural background, and could be described as a 

win-win situation for both sides and a mutually beneficial cooperation model. 

 

Due to cost concerns, customer situations, and the global layout, companies relocated 

their factories and brand offices accordingly. This speedy response to the market 

resulted in rapid change. Many people in China have little income and lower standard 

of living conditions compared with more developed countries. The leaders in China 

know their country needs to reform immediately to help people improve the quality of 

their lives, so they opened the country to outside investment and provided attractive 

conditions for foreign companies to enter their market which would help the domestic 

economy at that time. Therefore, many Taiwanese private enterprises entered China, 

used these conditions to achieve their business goals in terms of cost and revenue. 

Because of this infusion of outside companies, people in China were provided with 

more job opportunities and had increased access to higher earning potentials. This is 

why it can be called a win-win situation. Outside companies benefited as did the local 

populations. After that, more and more Taiwanese SMEs entered China. They may shut 

down the companies or factories they had in Taiwan and then move to China, or 

establish a brand office in China. These SMEs were well aware that China is a 

communist country and many conditions there are therefore going to follow a 

communist model. Despite this fact, these companies still decided to move to China 

with the main reason being the ability to reduce cost by making such a move. 

 

However, since 2008 authorities in China launched a number of major changes in 

policies to gradually amend the original export promotion of economic development 

incentives. The government in China wanted to promote the implementation of policies 

like, "Labor Contract Law", "Enterprise Income Tax Law", "Lower Export Tax 

Rebates", "Austerity Processing Trade Policy" and some strict property adjustment 

policies. The Chinese government also put restrictions on foreign investment projects 

and no longer welcomed the three high and one low industry foundations (high energy 

consumption, high pollution, high value-added and low labor-intensive). This coupled 

with continued appreciation of the currency in China was a big shock to Taiwanese 

SMEs. This was because they were export-oriented and employing a model based on 

previous experiences. These changes also reflect that China would like to alter their 

role in the world, a role which seeks to transform gradually from the world's 
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manufacturing plant to the world's market; plus the global financial crisis involving the 

US in 2008 and the European debt crisis in 2010, made the international trade 

environment even less robust. Because of these developments, Taiwanese SMEs faced 

increases in operating costs, tense labor relations, operational difficulties and 

uncertainties regarding stability. All these issues pushed Taiwanese SMEs' toward 

transformation. Generally speaking, the overall investment environment changed in 

China. This was the result of rising wage labor costs, increasing social welfare, the 

international economic downturn, and social developments. Taiwanese industries saw 

a number of business risks with continued investment in China. Based on these 

consideration and forecasted market growth potential, some Taiwanese industries 

turned their focus to Southeast Asia to realize their business layout. 

 

According to the Investment Commission of Ministry of Economic Affairs, the 

statistics for Taiwan's investment in Association of Southeast Asian Nations (ASEAN) 

7 countries shows that the amount continued to increase and indicated stable growth 

(see Table 1). The total investment amount increased from $ 1,442.08 million in 2001 

to $ 2,234.64 million in 2015, which reveals a total trade growth of over 55%. Overall, 

the ASEAN is one of Taiwan’s major investment markets and the proportion of 

investment Taiwan has in this market will be likely to continue to increase. 

 

Table 1 Taiwan’s investment in ASEAN (7) countries, 2001-2015 (in millions of US$) 

 
Source: Overseas Chinese & Foreign Investment. The Investment Commission, Ministry of Economic 

Affairs.http://www.moeaic.gov.tw/news.view?do=data&id=1011&lang=ch&type=business_ann; 

compiled by author 

 

           Country

Year
Thailand Malaysia Philippines Indonesia Singapore Vietnam Cambodia Total

2001 158.69 296.58 11.99 83.85 378.30 455.70 56.97 1,442.08

2002 62.93 66.29 236.35 83.18 25.76 277.00 6.83 758.34

2003 338.83 163.69 47.11 117.54 26.40 321.60 1.34 1,016.51

2004 268.53 109.09 29.52 68.87 822.23 469.57 16.69 1,784.50

2005 417.66 113.64 25.30 133.39 97.70 453.49 15.52 1,256.70

2006 284.30 110.48 38.05 218.62 806.30 231.61 50.75 1,740.11

2007 247.75 118.79 444.84 51.40 1,194.11 1,786.91 39.94 3,883.74

2008 222.81 256.07 28.95 306.23 697.63 8,657.34 21.45 10,190.48

2009 155.56 209.38 4.67 118.43 36.70 1,355.73 27.16 1,907.63

2010 139.57 407.76 33.38 85.40 32.70 1,219.84 91.83 2,010.48

2011 197.94 439.87 74.10 530.80 448.59 394.49 82.09 2,167.88

2012 376.20 56.08 58.54 487.00 4,498.66 196.44 97.23 5,770.15

2013 230.30 39.94 70.57 306.53 158.29 414.92 85.17 1,305.72

2014 101.10 197.74 67.49 1,565.42 136.77 512.42 29.12 2,610.06

2015 432.00 297.00 121.28 166.68 230.03 940.40 47.25 2,234.64
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The Cross-Strait relations are delicate and intimate in many aspects. Blood ties, Chinese 

language, traditional culture and so on are strands that bind Taiwan and China together. 

That is why Taiwanese SMEs were able to enter China and develop so quickly, although 

many Taiwanese businesses did not succeed in China and they were forced to return to 

Taiwan. President Lee and President Chen in Taiwan had concerns with the relationship 

between China and Taiwan and were involved in regulating investment between the 

two. However, during President Ma’s terms from 2008 to 2015, the relation between 

Taiwan and China was the closest and most stable. The policy during President Ma’s 

presidency was considered, "positive and totally open". We should be able assume that 

this time period would be able to help the economics of Taiwan under these positive 

relations between the two powers. However, as it unfolded, because of cost increases 

as well as new policies, many Taiwanese SMEs which relocated to the mainland due to 

initial cheaper labor costs and local government incentives did not receive much actual 

benefit. In addition, some companies decided to leave China and move to an ASEAN 

location. China is a member of ASEAN and part of the initial, “one belt, one road” 

strategy for economic development. There are certainly some spaces to develop for 

Taiwanese SMEs that remain in China; if Taiwanese SMEs decide to enter ASEAN, 

they may find new opportunities as well as challenges later on; or if Taiwanese SME 

decide to move some departments to ASEAN and keep the remainder in China, the 

specific considerations, operations, and future steps needed will have to be considered 

fully. All of these possibilities are worth careful scrutiny for business strategy and 

development. Taiwanese SMEs should pay more attention to their future direction. 

Therefore, the main purpose of this study can be divided into the following points.  

 

First, by better understanding the nature of Taiwanese SMEs early investment in China 

and the background factors for Taiwanese SMEs choice of location. Second, through a 

case interview format, to understand the conditions for Taiwanese SMEs movement 

from west to south, thereby being able to know more about the situations in Southeast 

Asian countries. Third, to provide Taiwanese SMEs with a reference which might be 

beneficial when they consider their own future strategies and operation options for their 

enterprises operating in China and or Southeast Asian countries. 

 

Meanwhile, this study would like to better understand how Taiwanese SMEs went 

about finding a location to invest in China, how and when they decided to invest in 

China, as well as later why these SMEs chose to move from China to Southeast Asia. 
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Through this study, it is hoped that some tentative observations might be made about 

how these SMEs made their decisions so that other Taiwanese SMEs can refer to their 

own characteristics and location choices in a more informed manner so as to potentially 

realize the most suitable operating base to engage in business activities from in order 

to effectively access the market, and realize maximum profit. 

 

The role of Taiwanese SMEs in China has changed from the early "vanguard" in the 

rising economic development to the current "screw” in the stable economy of China. 

Taiwan-funded manufacturing enterprises have gradually entered a transition phase, 

and in the process of this transformation, Taiwanese SMEs must embrace a different 

strategy, because they possess a modified resource base. Whether they can take 

advantage of their past business resources, contacts, and experiences to successfully 

transform their enterprise resources is a key question. In a transformed environment, it 

may, or may not, be necessary to abandon some of their previous approaches in thinking 

and planning in order to make appropriate changes. Further core resources Taiwanese 

restructuring should grasp for and why is also a consideration. Therefore, the study aims 

to clarify the relocation background for Taiwanese SMEs in China, understand the 

process and strategy they select, and the impact of the restructuring process generated. 

1.2 Research Questions 

In the 1980s, due to the appreciation for New Taiwan Dollar, labor wages rising, 

environmental awareness and other factors, many Taiwanese SMEs began to look for 

the next production and manufacturing base. During this period, China's economic 

reform and opening up, provided favorable conditions and preferential policies, coupled 

with a similar culture background. But when the investment in China began to change, 

labor costs increased, social insurance grew, and the environment became sluggish, 

some Taiwanese SMEs in China found that while they could have enjoyed these 

incentives before, these attractive conditions were changed or decrease gradually. So 

Taiwanese SMEs started to look for the next location. In recent years, ASEAN countries 

in order to boost their economic development, offered more incentive policies and 

promotions, improved their environments and gave preferential tax conditions, which 

resulted in their successfully attracting many enterprises to invest in ASEAN. 
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For Taiwanese SMEs that have already relocated to China for many years, the decision 

to move from China to ASEAN countries is not easy. They need to be concerned with 

not only economic but also political costs. Labor wages, land costs, and tax concessions, 

to name a few. The political situation in ASEAN countries remains unstable and the 

social differences such as language communication and cultural differences are factors 

that have to be taken into consideration. Therefore, such a move is more complicated 

when compared with the businessmen who decided to move from Taiwan to China. 

Based on these factors, the following questions are of some importance: 

 

1. What types of industries will choose to move from China to ASEAN?  

2. How do Taiwanese SMEs decide to move from China to ASEAN? 

3. Why have some Taiwanese SMEs remained in China? 

 

In Taiwanese hand tools industry, many companies choose to stay in Taiwan for 

sustainable development in beginning of 2000, but K Company makes the choice of 

investment in China and moves to China first, and then relocates the factory from China 

to Vietnam. After the rising labor cost and the changing of investment environment in 

China since 2003, some Taiwanese SMEs have decided to stay in China. This study 

will explore the particularity and consideration for Taiwanese SMEs in ASEAN and 

China. 

 

In general, small and medium enterprises have corresponding scales, so they are 

difficult to compare with large enterprises. In recent years, the overall environment 

changed rapidly, with the SMEs having more difficulty in surviving, so the 

businessmen will be concerned and evaluate the costs, operation abilities and overall 

performance. They will also be more responsive when considering future challenges. 

Therefore, it is reasonable that Taiwanese SMEs move from Taiwan to China first, then 

move from China to ASEAN countries to develop their business. 

1.3 Literature Review 

According to the research questions, this study will reference theories like business 

growth theory, resource-based theory, location selection theory and other related 

documents for discussion. The first section will review and analyze the theoretical 

definition of the business growth theory. The second section is a review of an article 
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about the resource-based theory associated with the core concepts addressed here. The 

third section is a review of the location selection theory and its relationship with 

Taiwanese SMEs. The final section is a review of an article about the wage theory and 

its relationship with the productivity.  

 

1.3.1 Business Growth Theory 

It was proposed by the US business strategy scholar, Igor Ansoff, the people called it 

the "Ansoff Growth Matrix." This theory employed the 2 x 2 matrix concept, with 

product and market separated between existing and new identities. The product will 

differentiate existing products and new products, the distinction between existing 

markets and new markets, the company's business strategy would consider four 

development directions: 

First, existing products in existing markets offers a, "market penetration strategy". 

Existing products want to increase further marketing share in existing markets. How to 

find a growth strategy? From the customer's point of view, to increase the market share 

in two directions, one is to increase the loyalty of existing customers and the repurchase 

rate. Another is to attract new customer’s consumption. The required maximum 

marketing effectiveness through the allocation of resources involved in providing 

applications. It can be realized through advertising, promotional and marketing 

activities, including incentives, to improve consumer frequency of product use. 

Second, existing products into new markets provides a, "market development strategy". 

Existing products to find a new customers or expand to new market areas, belongs to 

market development. From the two possibilities supported, one is to seek and expand 

the geographical area of growth, from cities to towns, from local to national, and even 

from domestic to foreign regions. Another is the development of new markets, from 

younger to older people, from specific medicinal products to the more general medical 

products, in order to open up new markets. 

Third, import existing markets (development) of new products offers a, "product 

development strategy". The use of the advantages of existing markets, launch new 

products in existing markets, the adoption of a way for a "product extension" strategy 

to occur. Using the existing channel and customers, seeking to reduce sales growth, the 

company can develop a new product to utilize the existing markets. The passage of 

which will rapidly and effectively offer new products to customers, to enhance market 

share, ahead of the competition’s policy. 
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Finally, the development of new products into new markets is a, "diversification 

strategy". For the enterprise itself, investment in new business areas, introduction of 

new products, this is a kind of diversification has a higher risk but can also result in 

quite a return. The extent of the diversification can be divided into four types, including: 

a) Horizontal diversification: branching out into similar fields, such as a finance 

company branching out into the insurance business. 

b) Vertical diversification: in the industrial chain realizing upstream or 

downstream development, like fuel cell assembly manufacturers branching out 

into motor vehicle manufacturing and sales. 

c) Lateral Diversification: the new products are unrelated with the current business 

and or entering new markets, such as footwear makers branching out into LED 

TV development. The risk is very high here unless there is strong brand 

recognition, or highly complementary strategic partner. 

 

1.3.2 Resource-based theory 

In recent years, the emerging field of strategic management theory created- resource-

based theory. This theory’s emphasis is that the enterprise is a combination of a great 

number of resources. For various different reasons, companies have resources which 

are not the same. The ability of an enterprise in focusing management resources, links 

to gain a competitive niche, and construction of the core capacity to maintain a 

competitive advantage and pursue business growth. 

In 1984, Wernerfelt thinks that the company needs to take in the view of the resources 

they have, then make the strategy and direction which fits those resources. At the 

manager-level resource efficiency must be enhanced to create and accumulate 

advantages to establish the entry barriers, so competitors will find it difficult to gain 

access and create the formation of long-term and sustained competitive advantage. 

On the other hand, Barney states that the resource-based model was proposed in 1991. 

This model founded that the company has various resource which have heterogeneity 

and immobility. The company can use these recourses to provide themselves with a 

unique advantage which other companies cannot be access. Therefore, the company 

will possess a long-term and sustainable competitive advantage. The resources being 

managed should have the following conditions: they are valuable, rare, imperfect 

limitability and imperfect substitutability. 

While in 1991, Grant further thinks that it is pointed out that the previous strategic 

analysis was too focused the cooperation between organizations and environments but 
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ignored the relation between resources and strategy. In recently years, resources in 

corporation strategy become more important and more attention was put on them. The 

result is that there has been more progress in strategic management research like the 

following. 

a) In corporate strategy: The focus has shifted from the theory of economy and 

transaction costs to the role that corporation’s resources should play in business 

activities or geographical boundaries. 

b) In the business strategy: To explore the relationship between resources, 

competition and profitability performance, including the analysis of competitor 

imitation, innovation, compensation, corporate profitability due to incomplete 

information, accumulative resource procedures and methods to obtain 

sustainable competitive advantage. 

 

1.3.3 Location Theory 

There are close relationships between location selection and business activities. The 

classical school argues that the best location is located in the area with the lowest cost 

and maximum profit for the enterprise, through the absence of geographical differences, 

no transportation cost differences, and other assumptions to find the optimal operating 

location. The study object is limited to a homogeneous country or specific area. The 

new economic geography theory includes transportation in the framework. From the 

reduction of transportation costs and the resulting accumulation of economic, externa, 

economies of scale, etc., these factors are all included in the choice of location decision, 

which will provide different points of view. 

In 1909, Weber thinks that first proposed plant location and it opened the relevant 

research on vendor site economy along with the study of the relation between space and 

economy. The theory may be called a cost-oriented location selection theory. The 

factories location theory was proposed by Weber in 1909, and derived from the profit-

maximizing point of view. Profit is shown here by total revenue minus total costs 

derived from the use of space from the variables included, to explore the considerations 

factories address. In this model, the cost considerations include the cost of production, 

transportation costs of raw materials and product transportation costs, and so on. From 

the viewpoint of maximum profit, Weber will convert the entire model into the spatial 

location of the vendors from the minimum cost of the pursuit. The most important factor 

is the manufacturers choose their factory location base to minimize cost and the 

resulting transportation distances must be minimized. In addition, other impact factors 
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include transportation costs, labor costs and the impact of an agglomeration economy. 

The company will determine by geographical distribution and select the smallest 

transportation costs. On the other hand, they will consider the labor or agglomeration 

economy if the location where the cost of production is the same. If the manufactures 

move their location from low-cost transport areas to low-wage areas, the main reason 

is that the labor cost savings will be greater than the transport costs. If the location is 

not an important factor, then the aggregation economy has become the most important 

consideration, with the manufactures receiving additional advantages, not only the 

product benefit but also the facilities and institution conveniences and thus achieve the 

purpose of reducing production cost. Therefore, a business will or should select the 

location of their company dependent on economic, political, cultural features and so on. 

One of the core assumption is that firms will chose a location to minimize their total 

costs. According to Weber's theory, three main factors influence industrial location, 

they are transport costs, labor costs and agglomeration economies. Therefore, the 

location will mean this is an optimal consideration under these factors. 

Later, P. Krugman states that offers a straightforward model to illustrate the 

geographical concentration of manufacturing based on the interaction between 

economies of scale and transportation cost in 1991. The so-called, “new economic 

geography”. Nowadays, under the current world trade structure, apart from the 

multilateral negotiation system pursued by the World Trade Organization (WTO), 

regional economic integration has gradually become more and more popular due to the 

factors of geography, historical background, transportation cost and economies of scale, 

such as European Union (EU), North American Free Trade Agreement (NAFTA), 

Association of Southeast Asian Nations (ASEAN). Such an organization can lead to a 

dramatic increase in the geographical concentration of industrial production through 

industry agglomeration processes. 

a) Geographic aggregation of industries with "historical inertia or dependence". 

The original industrial agglomeration is a random "initial resource allocation". 

However, the initial advantage of the historical evolution of the "path 

dependence" was amplified, resulting in a "lock" effect. Krugman has 

integration between the trade theory and location theory, to verify the cause of 

industrial agglomeration through a simple mathematical model. 

b) The Competitive advantage is "knowledge and experience". In many industries, 

competitive advantage seems to be determined neither by the potential trade 

characteristics of a country nor by the static advantages of large-scale 
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production, but by the knowledge and experience generated by an enterprise’s 

R & D activities. Technological innovation may have external benefits to other 

industrial sectors, and it needs to be valued as having an important role in 

international trade. 

c) The International trade can be seen as a "production process". In this process, 

a relatively cheap commodity of a country is transformed into a more 

expensive commodity. Therefore, the people’s belief in the market efficiency 

partly reflects the realities of the international economy, but extreme free-trade 

perspectives have their flaws. 

 

1.3.4 Productivity Wage Theory 

The various factors of the labor market, such as working conditions, employment and 

so on, are the result of the interaction between the supplier and the solicitor. Employers 

who want to pursue maximum profit, must hire the number of workers in which 

marginal productivity is equal to the wage given. Thus the material productivity of the 

labor market is the value of the product produced by the last unit of labor. And the level 

of wages that the manufacturers are willing to pay is determined by the marginal 

productivity of labor. 

In 1886, in the book of "Distribution of Wealth," John BatesClark Clark proposed the 

marginal productivity distribution theory. In his view, the marginal productivity of 

labor and capital (including land) will determine their respective product value, but also 

determined individual income. The theory uses static analysis, in the form of social 

organization and activities (population, capital, technology, organization, consumption 

trends, etc.) which does not change their conditions, to analyze the role of economic 

spontaneous force in the distribution of wealth production without any economic 

disturbance. In his view, wages are determined by the marginal productivity of labor, 

the marginal product of labor, and the increase in output of the last worker employed 

by the firm. Therefore, if we continue to increase labor input, each additional unit of 

labor produced by the product must be less than the previous unit of labor produced by 

the product. This is the law of diminishing marginal productivity. Clark explained the 

wage level with the concept of marginal productivity. He argued that the wage level of 

the workers was determined by the output produced by the last additional worker. The 

employer would not hire him if the increased output of the worker was less than the 

wage paid to him; on the other hand, if the increased output of the worker was greater 

than the wage paid to him, the employer would hire the worker. It is only when the 
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increased output of the worker is equal to the wages paid to him, that the employer is 

neither increasing nor reducing the employed worker. 

While Alfred Marshall mentioned the basis of supply and demand equilibrium in his 

book "Principles of Economics" in 1890. The establishment of a balanced supply and 

demand theory, from the factors of production demand and supply to illustrate the wage 

market decision mechanism. According to Marshall, the wage is the equilibrium price 

of the factor of labor production. That is to say, the equilibrium price of labor there is 

a demand price and a supply price. He introduced the theory of marginal productivity 

of labor and the theory of labor cost of production, with the former to illustrate the labor 

demand price, with the latter to illustrate the labor supply price. From the demand side, 

the wages depend on the marginal productivity of labor or the marginal revenue of labor. 

The level of wages the firm is willing to pay is determined by the marginal productivity 

of labor. From the supply side, wages depend on two factors: first, the labor cost of 

production, that is the workers need to earn money to support themselves and their 

families, as well as what workers required for education and training costs; second, the 

negative effects of labor, or the utility of leisure. The decision of wage level is 

considered to be the result of the supply and demand forces of the factor of production. 

 

From the literature of enterprise growth theory, enterprises embrace strategic direction 

of thinking about the growth of the company from four directions. The managers make 

investment decisions through analysis and evaluation, considering the suitable 

expansion method. For Taiwanese SMEs, the market size of Taiwan is too small, that’s 

why they are focusing on the export market. Being export-oriented, the development of 

new markets or in the existing export market will be one of Taiwan's top priorities. If 

the target market has huge business opportunities (China's domestic market) and the 

development potential (ASEAN market) in there, it will attract enterprises for local 

plant construction investment, but the enterprise which has large-scale machinery and 

equipment, their location investment will be inconsistent. In the literature on the basic 

theory of resources, we can see that if a region's lower labor costs, with a larger land 

area, high firm concentration will attract more enterprises to invest in location strategy, 

and the higher political risk will significantly reduce the incentives for investment in 

the area. In the literature of the theory of location selection, we can find that if the 

transportation cost of the location is lower, the lower the production cost, the greater 

the benefit of the agglomeration economy, will attract enterprises to invest in the area. 

From the literature on the theory of marginal productivity wages, we can see that if the 
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labor has a higher output and abundant labor supply, it will attract more enterprises to 

invest in this area. 

1.4 Analytical Framework 

Taiwanese SMEs relocate their production lines or factories from Taiwan to China 

because of cost considerations. These enterprises created another business peak through 

reducing costs. But, in recent years, China’s government promoted industrial 

restructuring, adjusted the preferential policies once provided and allowed a salary 

wage increase. These factors all combine to make the operational costs go up. 

Compared with China, ASEAN has lower human costs, so Taiwanese SMEs decide to 

move to ASEAN. In this era of globalization change occurs rapidly, therefore 

enterprises should be concerned with costs first but also check on other factors as well. 

 

 

  Independent Variable                                Dependent Variable 

Cost Factor 

*Political Cost 

  - Government Policy 

  - Political Stability 

*Economic Cost 

  - Labor Cost 

  - Operation Cost 

*The Nature of Industry 

                                                  

 

This study utilizes qualitative research methods, which can examine a specific point of 

view for a particular subject, which can be seen as “vigorous”, “deep” and “whole” 

(McClintock and Others, 1983). Qualitative research in the theme of the study is by in-

depth analysis. Through inductive analysis and then a comprehensive interpretation of 

the process, the data collected is scrutinized to describe and explain the social 

phenomenon through theoretical understandings. The methods of qualitative research 

are often employed in research, types of which include biography, phenomenology, 

grounded theory, ethnography, and case study. The research object is based on the 

Factory Location 

*Move to ASEAN 
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development of Taiwanese SMEs, and the selection of qualitative research in the “case 

study” as a research method. 

 

The case study is the use of a wealth of data sources, as much as possible, to collect for 

analysis in the study of a person, group, or a phenomenon. It is not a set of general 

principles for the general public, so it is suitable for specific views, and for special 

topics to collect information. (Stake, 1998; Wimmer & Dominick, 2000). The sources 

of case studies include literature, archives, interviews, direct observation, participatory 

observation, and physical artifacts (Yin, 1994). Among them, the interview method is 

based on the conversation process between the visitor and the interviewee to understand 

some people in some time and space background, engaged in certain things, action 

attitude and judgment process of a method. Misher (1986) argues that interviews are a 

kind of conversational action that is the process in which the interviewee works together 

with the interviewer. Respondents who have memorized or understood things, in a way 

that he considers the visitor to understand, to state the history, things, experience, or 

influence of the time. 

 

Based on the oral study of the interviewees, this study explores their long-term views 

on the past, present, and future of Taiwanese SMEs for research topics discussion in 

depth. In addition, the use of secondary information to trace the history of past 

Taiwanese business development, analysis of China's overall economic situation, and 

the global international situation, through the diversification of information, highlights 

the difficulties and challenges encountered by Taiwanese SMEs. It is expected that 

Taiwanese SMEs will respond to the choice of location in the labor costs rising and the 

overall environment changes in China. In addition, the purpose is also in describing the 

processes of Taiwanese SMEs, the discussion for westbound and southbound 

movement, and thinking about location selection directions of Taiwanese SMEs in the 

future. 
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Chapter 2 - Why Have the Taiwanese Enterprises Gone to 

China and then Left? 

2.1 The Beginning of Investment in China 

In 1976, the Cultural Revolution in China ended but the domestic economic stagnation 

resulting from the lengthy internal struggle remained. Therefore, Deng Xiaoping started 

to promote an economic revolution in 1979 in order to help the economy in China grow. 

The goal was for the development to make Chinese people rich and strong in the future, 

but the way employed was not the Western Way. It will proceed only through China’s 

Own Way. Therefore, China started to open their market and hoped it would boost the 

economy rapidly. From 1980, the government in China set up Special Economic Zone 

(SEZ) in Shenzhen, Zhuhai, Shantou and Xiamen, where its incentive policies could be 

implemented, like preferential tariff, income tax reduction and so on, all of which were 

aimed at the revitalization of domestic economic development. In 1982, China’s 

government released more incentive policies regarding attracting strictly investments 

from Taiwan and Hong Kong enterprises. The result of this approach was positive and 

achieved the expected goal. Many enterprises from Taiwan and Hong Kong flooded the 

China market2. From 1984, China’s government continued to open 14 coastal cities, 

and set up SEZs in Yangtze River Delta, Pearl River Delta3 and the triangle between 

Xiamen, Zhangzhou and Quanzhou, Hainan SEZ and Shanghai Pudong New Area in 

1990. By the end of 1990, the areas in 9 provinces and 3 cities along China’s coastal 

region were set to open if their conditions can develop the economy4. In early 1992, 

Deng Xiaoping’s talk during inspecting the south established the economic revolution 

target as, “to establish the socialist market economy”. The scope of the revolution is to 

also expand, not only manufacturing, but also tertiary industry. All of which welcomed 

investment from foreign industries, with the hope that it would create an opening up on 

the national scale.  

                                                 
2 Xiangxi, Liu & Jiafu, Chen. Liangan Jingmao Zhengce Yanbian Ji Maoyi Yu Touzi Zhi Hudong 

Guanxi. (The evolution of Cross-strait economic and trade policies and the interaction between trade 

and investment). The Journal of Economic Study in Chinese, 3(1). March 2005. 2-32. 

http://mtca.myweb.hinet.net/download/author_3-1.pdf 

3 Meixun, Liu (Ed.) Zhongguo Tese Shehui Zhuyi. (China Characteristics Socialism). Tsing Hua 

University Press. 2004. 

4 Qingwu, Geng. Zhongquo Quyu Jingji Fazhan. (The Regional Economic Development in China). 

Linking Publishing. 2001. 
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Since Chiang Chingkuo announced the lifting of martial law in 1987, cross-strait 

communication began. The Taiwanese government allowed tourists to visit China and 

for people to visit their relatives. In the beginning, Taiwanese people can only use 

“home visiting” to go to China, but soon, Taiwanese businessmen found the opportunity 

for investment potential in China, so Taiwanese Small and Medium Enterprises (SMEs) 

started the westbound move into China, with other investors coming one after the other 

rapidly5. The situation makes Taiwan’s investment in China begin to become active. 

Next year, the State Council of the People’s Republic of China released the regulations 

to encourage investments by compatriots from Taiwan, gave many preferential 

conditions to let Taiwanese SMEs to invest in China6, at the same time, the Taiwanese 

government also permitted products from China to be exported to Taiwan through an 

indirect way between the cross-strait trade in the transport. In 1990, the Taiwanese 

government officially announced “the administration regulation of indirect investment 

or technical cooperation in China”, to open Taiwanese SMEs to indirect investment in 

China under some conditions. These were that they can enter the China market using 

the third-place investment, or request the Taiwanese government to officially approval 

their entry into the China market 7 . At that time, investment relations between 

Taiwanese SMEs and China launched officially, but in this period, Taiwanese SMEs’ 

business model and operations in China are likened to “ordering in Taiwan, processing 

in China, exporting from China”, the investment scale is small, like joint ventures or 

cooperations. After Deng Xiaoping declared in the talks during the 2001 Southern tour, 

the government in China released more and more incentive policies, and the labor-

intensive Taiwanese SMEs started to go to China to investment and set up factories, to 

create the next business development / peak of business. After that, the economic 

relations between Taiwan and China grew closer and deepened. But Taiwan and China 

have special relations and the Taiwanese government was concerned that if there was a 

crisis due to an over-reliance in China what might happen, therefore, Lee Teng-hui 

raised the southbound policy and hoped that Taiwanese industries can forward the 

investment from China to Asian Countries, but these SMEs still chose to develop in 

                                                 
5 Rigger, S. Why Taiwan Matters: Small Island, Global Powerhouse. Taipei: Owl Publishing. 2013. 

6 Ministry of Commerce of the People’s Republic of China. Guowuyuan Guanyu Guli Taiwan 

Tongbao Touzi De Guidin. (The provisions of the State Council on Encouraging Investment by Taiwan 

people). http://www.mofcom.gov.cn/article/swfg/swfgbl/201101/20110107352176.shtml. 3 July 1988. 

7 Ministry of Economic Affairs Investment Commission. Zai Dalu Digu Congshi Touzi Huo Jishu 

Hezuo Xuke Banfe. (The approach of the investment or technical cooperation in Mainland China). 

http://www.moeaic.gov.tw/system_external/ctlr?PRO=LawsLoad&id=12 
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China. Because of this Lee Teng-hui announced the “no haste, be patient” policy, to 

limit the large business and high-tech industries to invest in China, additionally the 

Asian Financial crisis had an impact. Taiwanese SMEs investment in China was cooling 

down. In 2000, Chen Shui-bian started the “active management and efficient 

liberalization”8, although some limitations for Taiwanese SMEs’ investment in China 

were in place, fundamentally it could not change the trend for increased and more 

frequent cross-strait economic and trade exchanges. In fact, the trade relations between 

Taiwan and China continued to grow, and the “no haste, be patient” policy did not save 

the Taiwanese domestic economy. After that, China joined the World Trade 

Organization (WTO) association and released the western development strategy to lead 

a new investment boom in China, creating a new situation for cross-strait economic and 

trade exchanges and developments. In 2000, Ma Ying-jeou called a “diplomatic truce” 

and launched a series of policies for China’s economic and trade, liberalizing 

investment laws and restrictions on China, so Taiwan’s investment and trade in China 

increased significantly, driven by many policies, China has become the largest export 

market and the most important investment for Taiwan. 

2.2 Entering the China’s market 

The early economy of Taiwan was dominated by export-oriented manufacturing and 

obtained large sums of foreign exchange, but after 1980, with the appreciation of the 

Taiwan New Dollar, a rise in labor costs, environmental protection awareness and 

increased land prices and so on, many labor-intensive SMEs were forwarded to invest 

in China due to overall operational costs. These traditional manufacturing industries 

use China’s cheap and abundant manpower, to expand their capacity in taking orders 

to create another business peak. At the same time, China is now at the stage of reform 

and opening up, the goal is to pursue economic growth, and take an open stance for 

Taiwanese investment, even to the point of giving higher levels of favorable treatment 

for Taiwanese SMEs compared with other foreign businesses. It makes Taiwan and 

China’s economic interactions grow quite close. In additional to Taiwanese SMEs huge 

investment in China, at the same time, Taiwanese SMEs also provided a great help to 

China’s economy. Also, Taiwanese SMEs have cultural backgrounds and languages 

advantages, so they can grow rapidly and smoothly in China. They also use these niche 

                                                 
8 Ronglin, Wang. Quanqiu Zhili Yu Taiwan De Huoluo Moshi. (Global Governance and Taiwan’s 

Active Mode). Think & Executive Culture Communication Company. 2013. 
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points to expand their business map, like offering employment opportunities, and 

release some low-end technology to local industry to be a business vendor. Taiwanese 

SMEs also promote the local industries to use this chance to develop their own business 

opportunities. At this time, Taiwanese SMEs are using China’s larger and cheaper labor 

to reduce production costs and improve their competitiveness, but the required raw 

materials and components are imported from Taiwan. Later, due to upstream and 

downstream industries continued trend to move to China to set up the factories, thus 

extending the supply chain demand, driving the related industries to set up factories in 

China as well. The latter part of the investment approach is to close the market, 

concerned about China’s domestic market increases and potential. 

 

According to the statistical data of the Ministry of Economic Affairs (see Table 2), the 

scale of Taiwan’s outward investment has gradually expanded with the globalization of 

enterprises, from 1.6 billion US dollars in 1993 to more than 10 billion US dollars in 

2015. During this period, Taiwan’s investment in China also increased, Taiwan’s share 

of China’s investment in Asia also increase from 30% percentage before 2000 to 60% 

after 2000, the amount invested in China is much larger than other Asian countries, 

showing the importance of China’s investment for Taiwan. If the data of the Ministry 

of Commerce of the People’s Republic of China shows that the amount of investment 

from Taiwan has remained stable, it also shows that Taiwan and China have a good 

relation in economic cooperation and are important to one another in their operation 

and investment strategies. But in 2011, we can see that Taiwanese investment outward 

and in Asia at large continue to grow (see Figure 1), but the decline in investment in 

China based on the Ministry of Economic Commission9 and the China official data10, 

it is obvious that the Taiwanese SMEs have changed and shifted their global distribution 

strategy.  

 

 

 

 

                                                 
9 Ministry of Economic Affairs Investment Commission. 105 Nian 11 Yue Tongji Yuebao. (Monthly 

Statistics Report). 

http://www.moeaic.gov.tw/news.view?do=data&id=1024&lang=ch&type=business_ann. 12 December 

2016. 

10 Ministry of Commerce of the People’s Republic of China. Waishang Zhijie Touzi Jine. (Foreign 

Direct Investment in China). http://www.mofcom.gov.cn/article/tongjiziliao/ 
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Table 2 Taiwan investment in China and Asia (in Thousands US$) 

 
Source: Overseas Chinese & Foreign Investment. The Investment Commission, Ministry of Economic 

Affairs (MOEA). 

http://www.moeaic.gov.tw/news.view?do=data&id=1011&lang=ch&type=business_ann. Ministry of 

Commerce of the People’s Republic of China (MOFCOA). 

http://english.mofcom.gov.cn/article/statistic/; compiled by author 

 

 

 

 

 

 

 

 

 

 

Statistics on MOFCOM

Year Outward Asia China FDI from Taiwan

1992 887,259 369,929 246,992 10.5

1993 1,661,046 663,715 3,168,411 31.39

1994 1,616,844 559,471 962,209 33.91

1995 1,356,878 467,721 1,092,713 31.62

1996 2,165,404 661,717 1,229,241 34.75

1997 2,893,826 818,743 4,334,313 32.89

1998 3,296,302 580,819 2,034,621 29.15

1999 3,269,013 836,378 1,252,780 25.99

2000 5,077,062 851,065 2,607,142 22.96

2001 4,391,654 814,981 2,784,147 29.79

2002 3,370,046 530,055 6,723,058 39.71

2003 3,968,588 1,063,915 7,698,784 33.77

2004 3,382,022 1,275,089 6,940,663 31.17

2005 2,447,449 430,673 6,006,953 21.52

2006 4,315,426 1,390,621 7,642,335 21.36

2007 6,469,978 2,366,606 9,970,545 18.68

2008 4,466,491 2,046,998 10,691,390 18.99

2009 3,005,554 765,457 7,142,593 65.63

2010 2,823,451 1,391,363 14,617,871 67.01

2011 3,696,827 1,723,918 14,376,625 67.27

2012 8,098,641 7,151,518 12,792,077 61.83

2013 5,232,266 2,894,581 9,190,091 52.46

2014 7,293,683 2,482,274 10,276,569 51.8

2015 10,745,195 4,660,671 10,965,485 44.1

Statistics on MOEA approved investment amount
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Figure 1 Taiwan investment in China and Asia 

 

Source: Overseas Chinese & Foreign Investment. The Investment Commission, Ministry of Economic 

Affairs (MOEA). 

http://www.moeaic.gov.tw/news.view?do=data&id=1011&lang=ch&type=business_ann. Ministry of 

Commerce of the People’s Republic of China (MOFCOA). 

http://english.mofcom.gov.cn/article/statistic/; compiled by author 

2.3 China Operating Environment Change 

After the Asian financial crisis and the global finance tsunami, China also faced the 

pressure of economic growth. China would like to turn towards the “World’s Big 

Country” development in the future, therefore, the government in China began to 

implement the transformation of industry. The operation environment changes in China 

and the related impact for Taiwanese SMEs as following. 

 

2.3.1 Employment population change 

Since the reform and opening up of China in 1978, the economic model in China has 

changed from a planned economy to a socialist market economy. The Gross Domestic 

Product (GDP) has grown rapidly and people have gradually enhanced their wealth. 

From 1983, the economic growth rate in China has maintained double-digit growth11. 

As such it is one of the fastest-growing economies in the world. The majority of China’s 

                                                 
11 International Monetary Fund. World Economic Outlook Database. 

http://www.imf.org/external/pubs/ft/weo/2011/02/weodata/weorept.aspx?sy=1980&ey=2016&sort=cou

ntry&ds=.&br=1&pr1.x=40&pr1.y=0&c=924&s=NGDP_RPCH%2CPPPPC&grp=0&a= 
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rapid economic growth is largely dependent on investment and exports. China itself has 

a vast and cheap labor market and huge lands for investment. It can provide a 

manufacturing industry to increase production quickly. In addition, many workers from 

rural areas moved to factory locations. Based on the National Bureau of Statistics of 

the People’s Republic of China (see Table 3), 80% of the employed population were 

engaged in primary industry in 1970, but this population declined after the reform and 

opening-up policy implementation. After 2008, the proportion of the employed 

population has dropped to below 40%, but the second-class industry and tertiary 

employment continue to rise, with the employed population in these areas remaining at 

around 25% after 1985.  

 

Table 3 Number of Employment by industry 

 
Source: Guojia Shuju. National Data. National Bureau of Statistics of China. 

http://data.stats.gov.cn/easyquery.htm?cn=C01; compiled by author 

 

2.3.2 Labor costs change 

Due to the limits in total population in China, rural areas will release many cheap 

laborers to industry when China begins to move from a traditional agricultural society 

to an industrial one. Because of the low wages of agriculture, there is a great amount of 

cheap manpower available for industry, allowing industry to develop rapidly. After the 

Year
Employment

(Million people)

Primary

Industry
％

Second

Industry
％

Tertiary

Industry
％

1970 34,432 27,811 80.8 3,518 10.2 3,103 9

1975 38,168 29,456 77.2 5,152 13.5 3,560 9.3

1980 42,361 29,122 68.7 7,707 18.2 5,532 13.1

1985 49,873 31,130 62.4 10,384 20.8 8,359 16.8

1990 64,749 38,914 60.1 13,856 21.4 11,979 18.5

1995 68,065 35,530 52.2 15,655 23 16,880 24.8

2000 72,085 36,043 50 16,219 22.5 19,823 27.5

2005 74,647 33,442 44.8 17,766 23.8 23,439 31.4

2006 74,978 31,941 42.6 18,894 25.2 24,143 32.2

2007 75,321 30,731 40.8 20,186 26.8 24,404 32.4

2008 75,564 29,923 39.6 20,553 27.2 25,087 33.2

2009 75,828 28,890 38.1 21,080 27.8 25,857 34.1

2010 76,105 27,931 36.7 21,842 28.7 26,332 34.6

2011 76,420 26,594 34.8 22,544 29.5 27,282 35.7

2012 76,704 25,773 33.6 23,241 30.3 27,690 36.1

2013 76,977 24,171 31.4 23,170 30.1 29,636 38.5

2014 77,253 22,790 29.5 23,099 29.9 31,364 40.6
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rural population joins industry, the remaining labor resources of an agricultural society 

will be exhausted one day, so the wage of agricultural production will began to rise, 

which in turn will result in the wage of industry to begin to rise as well12. (See Table 4) 

 

Table 4 China historical average wage in primary industry and manufacturing industry  

 
Source: National Bureau of Statistics of the People’s Republic of China. Zhongguo Tongji Nianjian. 

(Statistical Yearbook of the Republic of China). http://www.stats.gov.cn/tjsj/ndsj/; complied by author 

 

Besides the labor wage increase, the government in China implemented the labor 

contract law, the minimum wage, social security and insurance policies and so on. 

These efforts require a large population, and result in high labor costs, with high energy-

consuming industries either needing to be relocated or upgraded. Due to the fact that 

the recent economic development in China started along the coast, the worker salary 

increases in coastal cities are huge and the most visible. However, in the inland areas, 

the rate of labor wage increase is moderate in comparison due to the absence of 

development or opportunity from foreign enterprise investment. So when the labor 

costs rise in coastal cities, many companies choose to move to another area, some go to 

                                                 
12Zujia, Lin. Dalu Jingji Yu Chanye Jiegou Kuaisu Zhuanxing De Wenti Yu Tiaozhan. (The problem 

and Challenge of Rapid Transformation of Economy and Industrial Structure in Mainland China). 

National Policy Research Foundation. 

http://www.npf.org.tw/2/9813?County=%25E6%25BE%258E%25E6%25B9%2596%25E7%25B8%2

5A3&site=. 14 October 2011. 

Year
Primary

Industry

Second

Industry
Year

Primary

Industry

Second

Industry

1978 470 597 2001 5,741 9,774

1980 616 752 2002 6,398 11,001

1985 878 1,112 2003 6,884 12,671

1990 1,541 2,073 2004 7,497 14,251

1991 1,652 2,289 2005 8,207 15,934

1992 1,828 2,635 2006 9,269 18,225

1993 2,042 3,348 2007 10,847 21,144

1994 2,819 4,283 2008 12,560 24,404

1995 3,522 5,169 2009 14,356 26,810

1996 4,050 5,642 2010 16,717 30,916

1997 4,311 5,933 2011 19,469 36,665

1998 4,528 7,064 2012 22,687 41,650

1999 4,832 7,794 2013 25,820 46,431

2000 5,184 8,750 2014 28,356 51,369

http://www.npf.org.tw/2/9813?County=%25E6%25BE%258E%25E6%25B9%2596%25E7%25B8%25A3&site
http://www.npf.org.tw/2/9813?County=%25E6%25BE%258E%25E6%25B9%2596%25E7%25B8%25A3&site
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South Asian countries, and some move to inland cities in China. In addition, some 

enterprises decided to upgrade or engage in enterprise transformation.  

 

2.3.3 Industrial Structural Change 

In additional to the labor cost change, the industry structure also needed to change in 

response to the government policies enacted in China. Enterprises then implemented 

upgrades and transformations to meet these new requirements. After the 

implementation of the structural change, the economic structure shifted from “export-

oriented” to “expanding domestic market demand”, and “accelerate to develop the 

service industry”, to develop a new engine of economic growth. From the overall 

industrial structure (see Table 5), the GDP of the tertiary industry was 46.7% in 

mainland China in 2013, and this was the first time for it to surpass the second industry 

in 30 years 13 . In 2014, the GDP of the tertiary industry moved ahead of the 

manufacturing industry by 6%. Further economic growth will continue to develop in 

China’s service industry and will be lots of space to expand in this area in the future. 

 

Table 5 The GDP proportion in different industries in China (1978-2015) 

 
Source: National Bureau of Statistics of the People’s Republic of China. Zhongguo Tongji Nianjian. 

(Statistical Yearbook of the Republic of China). http://www.stats.gov.cn/tjsj/ndsj/2016/indexch.htm; 

compile by author 

 

 

                                                 
13 National Bureau of Statistics of the People’s Republic of China. Zhongguo Dalu Zhizaoye, Fuwuye 

Ji Nongye Zhan GDP Bizhong. (The GDP proportion of individual industry). 

http://www.stats.gov.cn/tjsj/ndsj/2015/indexch.htm. 2015 

Year
Primary

Industry

Second

Industry

Tertiary

Industry
Year

Primary

Industry

Second

Industry

Tertiary

Industry
Year

Primary

Industry

Second

Industry

Tertiary

Industry

1978 27.7 47.7 24.6 1991 24 41.5 34.5 2004 12.9 45.9 41.2

1979 30.7 47 22.3 1992 21.3 43.1 35.6 2005 11.6 47 41.3

1980 29.6 48.1 22.3 1993 19.3 46.2 34.5 2006 10.6 47.6 41.8

1981 31.3 46 22.7 1994 19.5 46.2 34.4 2007 10.3 46.9 42.9

1982 32.8 44.6 22.6 1995 19.6 46.8 33.7 2008 10.3 46.9 42.8

1983 32.6 44.2 23.2 1996 19.3 47.1 33.6 2009 9.8 45.9 44.3

1984 31.5 42.9 25.5 1997 17.9 47.1 35 2010 9.5 46.4 44.1

1985 27.9 42.7 29.4 1998 17.2 45.8 37 2011 9.4 46.4 44.2

1986 26.6 43.5 29.8 1999 16.1 45.4 38.6 2012 9.4 45.3 45.3

1987 26.3 43.3 30.4 2000 14.7 45.5 39.8 2013 9.3 44 46.7

1988 25.2 43.5 31.2 2001 14 44.8 41.2 2014 9.1 43.1 47.8

1989 24.6 42.5 32.9 2002 13.3 44.5 42.2 2015 8.9 40.9 50.2

1990 26.6 41 32.4 2003 12.3 45.6 42

http://www.stats.gov.cn/tjsj/ndsj/2015/indexch.htm
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Figure 2 The trend of the GDP proportion in different industries in China (1978-2015) 

 
Source: National Bureau of Statistics of the People’s Republic of China. Zhongguo Tongji Nianjian. 

(Statistical Yearbook of the Republic of China). http://www.stats.gov.cn/tjsj/ndsj/2016/indexch.htm; 

compile by author 

 

2.3.4 Regional development change 

In terms of regional economic development, the National Bureau of Statistics of the 

Republic of China, domestic economic areas are divided into four primary regions. 

These are eastern, central, western and northeastern14. Although China’s economic 

growth in strong and performance bright, but it is not a balanced economic development 

between the various regions (see Table 6). Overall, the GDP and proportion of it held 

in the eastern region are still far ahead of the other regions. While the GDP in the central 

and western regions continue to increase gradually, which is slightly higher compared 

with the data in post-2000, we can expect the economic development of individual 

regions to balance out in the future. 

 

 

 

 

 

 

 

                                                 
14 National Bureau of Statistics of the People’s Republic of China. Dongxi Zhongbu Han Dongbei 

Diqu Huafen Fangfa. (The division method for eastern, central, western and northeastern in China). 

http://www.stats.gov.cn/ztjc/zthd/sjtjr/dejtjkfr/tjkp/201106/t20110613_71947.htm. 2011 
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http://www.stats.gov.cn/ztjc/zthd/sjtjr/dejtjkfr/tjkp/201106/t20110613_71947.htm
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Table 6 The GDP and proportion by individual region (1995-2014; in Billion RMB) 

Year 
Eastern* Northeastern* Central* Western* 

GDP % GDP % GDP % GDP % 

1995-1999 190,720.21 51.10% 37,482.32 10.10% 78,282.45 21.00% 66,434.68 17.80% 

2000-2004 331,884.69 53.50% 59,852.78 9.60% 122,921.14 19.80% 105,611.45 17.00% 

2005-2009 765,118.04 55.10% 119,503.00 8.60% 257,194.79 18.50% 246,114.65 17.70% 

2010-2014 1,451,637.13 51.30% 245,259.37 8.70% 572,846.28 20.20% 559,650.82 19.80% 

Source: National Bureau of Statistics of the People’s Republic of China. Zhongguo Tongji Nianjian. 

(Statistical Yearbook of the Republic of China) http://www.stats.gov.cn/tjsj/ndsj/2016/indexch.htm; 

compiled by author 

*The absolute number of this table by the current price. 

*The Eastern region: Beijing, Tianjin, Hebei, Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, 

Guangdong and Hainan. The Northeast region: Liaoning, Jilin and Heilongjiang. The Central region: 

Shanxi, Anhui, Jiangxi, Henan, Hubei and Hunan. The Western region: Inner Mongolia, Guangxi, 

Chongqing, Sichuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Qinghai, Ningxia and Xinjiang. 

 

2.3.5 The labor force decline 

One of the key factors for China’s future economic development is whether there is a 

relative increase in the size of the labor force and the size of the non-working population. 

Since China implemented the “one-child” policy in 1970s15, the population has grown 

slowly and the demographic dividend enjoyed by China will soon be depleted. At that 

time China will enter the “low birth, low mortality” stage. In the future, the labor force 

in China will begin to decrease and the elderly population will gradually increase. China 

is aware of these problems, and in order to cope with the issue of an aging population, 

China lifted the “one-child” policy in 2016 and hoped it will solve part of the crisis. 

However, the young generation in China today face high birth costs, increased 

economic burdens, education expenses and other concern, so most families do not want 

to have the second child even if it is allowed.  

 

2.3.6 An example of China’s industrial transformation 

Current policies in China are geared to expel labor-intensive, inefficient and highly 

polluting industries from China, and replace them with some high-tech, high-skill 

industries. Or to realize favorable conditions to attract start-up companies to invest in 

China. Take Shenzhen for example. This city has changed from a small fishing village 

to become an international industrial city after just 30 years of economic reform. During 

                                                 
15 The State Council Information Office of the People’s Republic of China. Zhongguo De Jihua 

Shengyu. (China’s family planning). 

http://www.scio.gov.cn/zfbps/ndhf/1995/Document/307993/307993.htm. 8 September 2008. 

http://www.stats.gov.cn/tjsj/ndsj/2016/indexch.htm
http://www.scio.gov.cn/zfbps/ndhf/1995/Document/307993/307993.htm
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the Asian Financial Crisis and rising Global inflation, the government in China 

launched the “emptying the cage for the new birds” policy 16  and implemented 

industrial transformation as well as an upgrade to programs. In addition, plants will be 

upgraded to Science Parks for new industries use. In 2013, China’s government 

released another policy – the urban land reform in the “1+6 document” 17 . This 

document forwarded differentiated housing and differentiated land to push local 

enterprises to upgrade. In 2010, they released the “peacock plan”18, which specifically 

targeted highly skilled and talented Chinese living overseas by providing them with 

rent subsidies if they returned to work in teams. These policies were obviously effective 

as a large number of excellent young people now work in Shenzhen. Today, Shenzhen 

was called “China’s Silicon Valley”. Many financial, logistical, high-tech, innovative, 

and internet technology enterprises and industries are stationed in Shenzhen. This city 

showed excellent and outstanding economic performance in 201519. When we review 

the progress for Shenzhen’s reform and opening up process, this city fully presents us 

with a demonstration across the track of reform and opening up, and as such serves as 

a microcosm for possible economic development in China overall. 

 

Another City, Kunshan, a neighboring city of Shanghai, was the most invested in city 

of Taiwanese SMEs, known as “Little Taiwan”. Many Taiwanese industries, like AU 

Optronics Corporation, Foxconn Technology Group, NAN YA PLASTICS 

CORPORATION, Compal Electronics, Inc. and others all set up their factories in this 

city. Without Kunshan (and Jiangsu), there would not be world-class manufactures such 

as HON HAI PRECISION IND. CO., LTD. today, but now this city is in rapid change 

and Taiwanese SMEs in Kunshan are gradually moving out. The reasons the Taiwanese 

SMEs are pulling out of the city are lower labor costs in the West and the increasingly 

convenient inland transportation. Meanwhile, the early Taiwanese SMEs in Kunshan 

are a symbol of pollution, abandonment, and backwardness in China, moreover, 

                                                 
16 Chaocheng, Mai & Zhongxian, Wu. Zhongguo Dalu Jingji. (The economy of China). Wu-Nan 

Culture Enterprise. 2013 

17 Urban Planning, Land & Resources Commission of Shenzhen Municipality (Municipality Oceanic 

Administration of Shenzhen). Shenzunshi Youhua Kongjian Ziyuan Peizhi Cujin Chanye Zhuanxing 

Shengji, 1+6 Wenjian Huibian Ji Jiedu. (The space resource allocation optimizing to promote industrial 

transformation and upgrading in Shenzhen). 
http://www.szpl.gov.cn/xxgk/ztzl/ggxcyhzf/wjjd/201305/P020130509622127969961.pdf. March 2013. 
18 Shenzhen Human Resource and Social Security Bureau. Kongque Jihua. (Peacock Project). 

http://www.szhrss.gov.cn/ztfw/gccrc/zcfg/kqjh/. 23 August 2010. 

19 Shihui, Lin. Shenzun Weixielun Daigong Zhongzhen Bian Yazhou Xigu. (Shenzhen threat: the 

foundry city change to Silicon Valley in Asia). United Daily News. 

https://udn.com/news/story/6842/1350093. December 2 2015. 

http://www.szpl.gov.cn/xxgk/ztzl/ggxcyhzf/wjjd/201305/P020130509622127969961.pdf
http://www.szhrss.gov.cn/ztfw/gccrc/zcfg/kqjh/
https://udn.com/news/story/6842/1350093
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China’s government launched the “Environment Protection Law”20, which proposes to 

impose continuous penalties on polluters on a daily basis. Under this difficult situation, 

many Taiwanese SMEs are forced to go inland, relocate their factories or close the 

business. These two cities are important bases for Taiwanese SMEs which entered 

China in the early period. Nowadays, Taiwanese SMEs’ operations in China will be 

more difficult and harder than before when they face the industrial transformation 

policy, the economic growth slowdown, the public awareness of economic environment 

protection, the substantial increase in social security and insurance costs and so on.  

2.4 How Taiwanese SMEs Deal With the Constraints 

China’s economic development and later investment environment changes are similar 

to those experienced earlier in Taiwan. Many low-profit, high-polluting industries are 

facing a crisis out of China. These low-margin, high-polluting industries were forced 

to leave Taiwan to invest in China due to Taiwan’s industrial transformation, rising 

wages and increasing awareness of protecting the environment. Now these Taiwanese 

SMEs are also facing the problems and challenges they met before. According to the 

survey for the operation of the Taiwanese enterprises in China by the Ministry of 

Economic Commission titled, “Report on the Survey and Analysis on the Operation of 

Overseas Investment Enterprises in 2011”21, the results show that in 2010, Taiwanese 

enterprises in China expressed difficulties in operating costs and institutional changes. 

The first major issue is the continuous labor cost increases, the second is the 

competition between similar industries, and then the local law is not clear/local 

apportionment/implied high cost, and hard to develop in the domestic market. These 

factories accounted for nearly 70% of those operating at the time. The labor costs 

continue to rise, the signal for this trend first appeared when China’s government 

launched the “new Labor Contract Law” in 2008. It was believed that the rising labor 

cost would bring about significant impact for cross-strait industrial division, Taiwanese 

SMEs global distribution and further strategy in China. In addition, China’s official 

policy is also a key factor in the survival of Taiwanese SMEs. After 2006, a series of 

                                                 
20 China Sewage Treatment Engineering Network. Kunshanshi Huanjing Baohu “125” Guihua. (The 

Environment Protection – “Twelve Five”plan of Kunshan City). http://www.dowater.com/info/2013-

04-16/139769.html. 16 April 2013. 

21 Ministry of Economic Affairs Investment Commission. 2011 Nian Dui Haiwai Touzi Shiye Yingyun 

Zhuangkuang Diaocha Fexi Baogao (Analysis the Operation of Overseas Investment Enterprises). 

http://www.moeaic.gov.tw/system_external/ctlr?PRO=PublicationLoad&id=111. 2011. 

http://www.dowater.com/info/2013-04-16/139769.html
http://www.dowater.com/info/2013-04-16/139769.html
http://www.moeaic.gov.tw/system_external/ctlr?PRO=PublicationLoad&id=111
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policies such as the reduction of export tax rebates, the combination of the two taxes 

and others, all confirm to a certain extent that the golden age for Taiwanese SMEs in 

China is slowly coming to an end. 

 

The economic exchanges between Taiwan and China continue to occur, but Taiwan has 

gradually lost the advantages of investors and leaders with China’s rise in their 

economic strength. This development also changed the cross-strait economic and trade 

relations22. Taiwan’s economy is increasingly dependent on China, especially their rich 

domestic market and consumer power. Every company in the world wants to enter 

China’s market, and of course, Taiwanese enterprises are no exception to this. At 

present, the economy in China has entered the “new normal” period and economic 

growth is not stronger than before but still better than other countries or regions. In 

order to sustain the momentum of economic development, China will promote 

industrial upgrades, encourage these industries to invest in China, such as high-tech 

enterprises, venture investment-oriented enterprises, environment protection industries 

and energy saving industries 23 . Therefore, the labor-oriented and manufacturing 

Taiwanese SMEs should think about the future direction of development in China. 

Should they continue to stay in China? If yes, should the factory stay in the same 

location or move inland? If not, where should they go? We may think in the following 

directions. 

 

1) Stay in China and towards industry upgrade transition 

China’s economy is rising rapidly and relies on the “three high and one low” 

enterprises (high pollution, high energy consumption, high emission and low 

efficiency), but these enterprises still contribute to the overall environment 

degradation and serious air pollution. Therefore, China proposed industrial 

upgrading and formulated relevant policies to prohibit high-polluting industries. For 

those Taiwanese SMEs who have entered China, they should upgrade and transform 

in this direction, increase the added value of their products, to make their further 

development in China develop smoothly. 

                                                 
22 Zhenyuan, Tong & Qi, Su. Liangan Guanxi De Jiyu Yu Tiaozhan. (The opportunities and challenges 

for cross-strait relations). Wu-Nan Culture Enterprise. 2014. 

23 Lei, Hong. Zhongguo Jingji Fazhan Xinqushi Yu Zhongmei Jingmao Hezuo Xinjiyu. (The new 

trends of China economic development and new economic and trade opportunities between Sino and 

the United States). Ministry of Foreign Affairs of the People’s Republic of China. 

http://www.fmprc.gov.cn/web/dszlsjt_673036/zls_673040/t1408800.shtml. October 24, 2016. 

http://www.fmprc.gov.cn/web/dszlsjt_673036/zls_673040/t1408800.shtml
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2) Stay in China and expand in China’s domestic market 

The business model for many Taiwanese SMEs in China is a “ordering in Taiwan, 

processing in China, and exporting from China” model. With exports going to 

overseas market. In recent years, China’s rapid economic growth, has been coupled 

with a large domestic market. Therefore, Taiwanese SMEs business model can be 

adjusted from an export-oriented only model, to include the domestic market. By 

developing internal and external markets together, Taiwanese SMEs can strengthen 

the expansion of China’s domestic needs and develop new markets. 

3) Stay in China and move inland 

Compared with China’s development in coastal cities, the central and western 

regions are still lagging far behind in terms of economic development. Therefore, 

the local government in the central and western regions release many preferential 

policies or more lenient practices to attract foreign enterprises to invest in local 

enterprises, and promote local economic development. But for Taiwanese SMEs, 

many conditions need to thought out clearly, like the longer transport time from 

central and western regions, poor infrastructures, whether the upstream and 

downstream vendors will move together or not, etc. These factors should all be 

considered. 

4) Leave China and move to other countries with lower labor costs  

Some Taiwanese SMEs who have difficulty operating in China because of increased 

labor costs, move their factories to lower labor-costs locations, such as Southeast 

Asian countries. Vietnam is one of country they can choose from. Some Taiwanese 

SMEs may adopt the “China plus One” model, which is to adjust the production 

proportion in China and increase the capacity in Southeast Asian countries, for their 

production line layout and related extensions. 

  



 

30 

Chapter 3 - Part 1 of the Major Case (before the move to 

ASEAN) 

3.1 Case Company Introduction 

K Company is a professional hand tool company which has been established for more 

than 40 years. Moving from the single item type of production in the beginning, to now 

producing more than a dozen types. This production method is “small-volume and large 

variety” to meet customers “one-stop shopping” requirements. Their products have 

been made available all of the world. The main products are straight-saw, beating saws, 

rotary hole saws and others. In recently years, K Company actively engaged in product 

research and development of multi-functional and sophisticated items, and adopted a 

differentiation and own-brand strategy to avoid price competitions, and enhance the 

industrial competitiveness. Their Research and Development (R&D) team specializing 

in the development of special production equipment, marketing type from Original 

Equipment Manufacturer (OEM) to Original Design Manufacturer (ODM), then 

Original Brand Manufacturer (OBM), to operate its own brand to expand their 

development into the market. The production lines moved toward automation and 

vertical integration, to develop special and high-level hand tool steel, and improve the 

product quality standards. Whether in domestic or foreign areas of cutting tools, K 

Company occupies a pivotal position. As a pioneer in this field, K Company has 

successfully developed a variety of precision saws, continue to research new functions 

and application. That is why K Company is the leader in this industry. 

 

Since 1998, K Company implemented many policies to build up a high-quality 

corporate culture and positive working environment. K Company’s reformed 

production from within, by optimizing the production process, and creating highly 

productive employees. The production implementation of a first-line Toyota-style 

management system for overall improvement. Their small-volume and large variety 

strategy was used to win over many overseas customers. This approach is also at the 

core of competitiveness of Taiwanese Small and Medium Enterprises (SMEs). In 

addition to the major customer sales expansion in Europe and the United States, they 

also arranged for the Asian market.  
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Since 1973, K Company has played a vibrant and important role in the development of 

the saw manufacturing industry, from local and international level (see Table 7). K 

Company created their own brand and moved into the international market from 1982. 

After that, the related departments settled up to response the growing business, like R 

& D development in 1998, warehouse in the United States in 2001 and factory in China 

in 2002 (see Figure 3). Proud of its capability in delivering good quality products 

coupled with professional multi-lingual services and on-time shipping deliveries, K 

Company was regarded as one of the few pioneers in the saw manufacturing field. 

 

Table 7 K Company Overview 

Establish March, 1973 

Industry Related Metal Manufacturing 

Capital NT $ 1.02 Billion 

Revenue Confidential   

Employee 150 people in Taiwan, 80 people in China and 50 people in Vietnam 

R & D expense Around 60-70% of the revenue 

Business Area All kinds of hand tools, straight-saw, beating saws, rotary hole saws and others 

Business Layout 
Headquarter: Taiwan, Sales Unit: Taiwan & USA, Manufacturing: Taiwan, China 

and Vietnam 

Market Allocation European: 47%, American: 33%, Asia: 13%, Others: 7% 

Production by 

Region 

Low-end: European and South American   

High-end: European, American, Asia and others 

Source: compiled by author 

 

Figure 3 Organization chart of K Company 

 
Source: compiled by author 

President

General Manager

Research and 
Development 

Center

Production 
Department

Admnistration 
Department

Sales 
Department

Medial Material 
Department

China OfficeUS OfficeVietnam Office

General Manager 
Office



 

32 

3.2 Investment in China 

K Company invested in China in 1994, the most important reason is because of the 

labor cost increase in Taiwan at that time. This development brought a large burden on 

business operations. As the traditional hand tools industry in Taiwan is characterized 

by being highly labor-intensive, when the labor costs increase, it will reduce its 

competitiveness in the traditional industries. This coupled with the rise of domestic 

environmental awareness, resulted in an overall investment environment which is 

harmful to traditional industries. Therefore, K Company had a discussion about moving 

the production line from Taiwan. 

 

Since K Company is an export-oriented company and its major customers are located 

in Europe and the United States, a coastal city is a priority when assessing factory 

relocation. According to the average annual wage of coastal cities in China (see Table 

8), Tianjin has the lowest annual average wage but the location is in the north of China. 

Hangzhou’s average annual wage is the lowest of the other four coastal cities, and they 

have the Xiaoshan Economic and Technological Development Zone in the neighboring 

area24 and it is the focus of economic development in Zhenjiang. The location of 

Hangzhou is convenient, easy to deliver to Shanghai port, Ningbo port, Hangzhou 

Xiaoshan international airport. Moreover, many Taiwanese SMEs choose to invest 

there 25 . Because of these reasons, K Company choose Hangzhou as the factory 

relocation destination in China. 

 

 

 

 

 

 

 

                                                 
24 Zhonggong Zhaoshan Park. Xiaoshan Jingji Jishu Kaifaqu. (Xiaoshan Economic and Technological 

Development Zone). http://www.zgcyyq.cn/park/detail/id/1117.html 

25 Renjie, Liu. Dalu Gongjuji Qiye Zui Qianxian. (The forefront for the machine tool industry of 

mainland China). Taishang Zhanglaoshi Kanwu, 30. 

http://www.chinabiz.org.tw/News/GetJournalShow?pid=162&cat_id=174&gid=114&id=1522. 

November 2000. 

http://www.chinabiz.org.tw/News/GetJournalShow?pid=162&cat_id=174&gid=114&id=1522
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Table 8 The annual average wage of coastal cities in 1993-1995   Currency: RMB 

  Nation* Shenzhen* Beijing* Hangzhou* Shanghai* Tianjin* 

1993 3,236 8,148 4,523 4,220 5,652 334 

1994 4,538 10,572 6,540 6,105 7,404 447 

1995 5,500 12,276 8,144 7,149 9.276 542 

Source: compiled by author 

*The annual average wage: for Nation: National Bureau of Statistics of the People’s Republic of China. 

Quanguo Niandu Tongji Gongbao. (Yearly Statistical Database). 

http://www.stats.gov.cn/tjsj/tjgb/ndtjgb/. Baoxian Zixuwang. Shenzun Linian Shebao Jiaofei 

Gongzibiao. (The historical charge in social insurance and security). 

http://www.baoxianzx.com/shebaoinfo/27574.html. Beijing: Tongzhou Human Resource and Social 

Security Bureau. (2015 December 18). Linian Beijingshi Zhigong Nianpingjun Gongzi. (The historical 

average wage in Beijing). http://rsj.bjtzh.gov.cn/n8991432/n9289474/c9665901/content.html. H 
HangZhou Human Resource and Social Security Network. (2016 July 29). Zhejiangsheng & Hangzhou 

Shiqu LiNian Zhigong Pingjun Gongzi. (The historical average wage in Zhejiang Province and 

Hangzhou city). http://www.zjhz.hrss.gov.cn/html/zcfg/zcwd/zcwdk/gzbc/36500.html. Shanghai: 

Dajiabao Baoxianwang. (2016 June 2). 2016 Shanghai Pingjun Gongzi Shui Duoshao?  

http://www.dajiabao.com/zixun/22715.html. Tianjin: Tongji Nianjian Fenxiang Pingtai. (2006). 1995 

Tianjin Tongji Nianjian. http://www.yearbookchina.com/navibooklist-N2006010208-1.html 

 

After the government released the investment policies to the mainland China, K 

Company decide to go to Hangzhou to invest and set up a factory for low-end products 

there in 1994. K Company’s headquarters was in Taiwan and recruited the Taiwanese 

who wanted to work in China as well as hire the staffs who would work on the 

production line. A year after setting up the plant, and production line arrangement, staff 

training and trial production began. In 1995, the Hangzhou factory officially began to 

operate and mass produce low-end products. Taiwanese headquarters also assigned 

some high-level managers to the factory to make sure the operations and processes were 

working, and confirm the cooperation between Taiwanese middle-level managers and 

China supervisors and the management style and other details. In end of 1995, there are 

around 150 people working in the Hangzhou factory, 3-5 Taiwanese middle-level 

managers and about 120 people working on the production lines.  

 

K Company moved the low-end production line from Taiwan to Hangzhou based on 

the following factors: 

1) Industry characteristics: the capital and capacity of the Taiwanese hand tools 

industry is relatively small 26  compared with Taiwanese electronic industry. In 

                                                 
26 Yurui, Xu & Zhongyi, Chen & Dejin, Huang & Ruiwen, Yang. Zhizaoye Pian - Jinshu Zhipin 

Chanye, Jinshu Zongxin MIS IT IS Jihua. (The analysis of metal products industry). Metal Industries 

Research & Development Center. 

http://www.mirdc.org.tw/FileDownLoad%5CIndustryNews/201562410242499.pdf. 2014 

http://www.stats.gov.cn/tjsj/tjgb/ndtjgb/
http://www.baoxianzx.com/shebaoinfo/27574.html
http://rsj.bjtzh.gov.cn/n8991432/n9289474/c9665901/content.html
http://www.zjhz.hrss.gov.cn/html/zcfg/zcwd/zcwdk/gzbc/36500.html
http://www.dajiabao.com/zixun/22715.html
http://www.mirdc.org.tw/FileDownLoad%5CIndustryNews/201562410242499.pdf
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addition, the hand tool industry is a labor-intensive and export-oriented industry. 

Therefore, the impact of increasing labor costs is quite obvious to the company, 

because the Taiwanese hand tools industry is small-scale, relocating the factory is a 

relatively simple and easy decision to make. 

2) Product Items: K Company moved to invest in China based on the consideration of 

cheaper labor costs. They moved part of the low-tech production lines to Hangzhou 

first and after a period of observation, with the quality and output situations meeting 

customer standards, they then moved the other low-tech production lines to 

Hangzhou later. For the low-tech production line, the decrease in labor costs had a 

considerable degree of contribution, but for high-tech productions, the company 

decided to stay in Taiwan based on quality requirements, technical and skill 

knowledge needed, and target market concerns. 

3) The third-party: The supply chain of the Taiwanese hand tools industry was 

developed in Taichung, Changhua and other geographic areas. The relation with 

these enterprises is a close one and very comprehensive27 , with stable markets. 

When K Company decided to move products to China, not many third-party 

vendors chose to invest in China together with them. However, the production lines 

in China is low-tech and it did not encounter too much difficulty when K Company 

searched for relevant parts needed from the local vendors, so K Company choose 

to develop the local supply chain. 

4) Transportation: Hangzhou is a part of the industrial environment of Shanghai. For 

local suppliers, the transportation is convenient and it is only 1 day from Hangzhou 

to Shanghai. After customs clearance is completed (normal procedure is 3 working 

days), a shipment can be exported overseas. So the transportation facility is a very 

important factor for the export-oriented hand tools industry. 

 

At that time, China fully supported the development of the economy and implemented 

many favorable policies. Many economic and technical development zones and high-

tech industrial zones were set up and opened, creating many business opportunities. For 

example, many companies established and then entered the Xiaoshan Economic and 

Technical Development Zone28 Once initiated, it formed a well-developed industrial 

                                                 
27 Ibid 26 

28 Zhongli, Liu. Xinzhongguo Jingji 60 Nian. (The 60 years of New China Economy). China Financial 

and Economic Publishing House. 2009. 



 

35 

circle. The companies can easy find the peripheral support industries in Hangzhou and 

provide good supply chain support and complete industrial chain integration.  

 

For K Company, the main production line in the China factory produces low-end 

products, as well as the supply of Taiwanese accessories. These products are low-

margin and low gross profit and therefore account for a small portion of the company’s 

overall revenue. Because of the profit margin is not high, the company needs to 

calculate carefully. Meanwhile, it is because of China’s reform and opening up policy 

and the support of the Taiwanese government that K Company moved the low-end 

products to the China base, with hope it will bring more profit in the low-end products 

by taking advantage of the low labor costs of China. The key customers are in the 

European and American markets. These people have high requirements for the quality 

and design in hand tools, so the R & D department is still headquartered in Taiwan. 

There the engineers can develop and design new products continually and discuss with 

managers, sales teams, and the relevant departments in a timely manner, to produce 

suitable products to maintain customer needs and increase the market share in Europe 

and American. Also, Taiwan still kept production lines, so it can arrange the shipment 

to deliver to Europe and the American markets quickly. So the production line in 

Taiwan still plays a key role. 

 

3.3 The Challenges in China 

After a few years of operation in Hangzhou, the overall performance and operation 

costs all met expectations when K Company assessed its investment in China, but K 

Company had to relocate the existing site due to following issues.  

1) Factory lease period expired: When K Company entered China, they were leasing 

the existing plant from local people. In the smooth operation in Hangzhou, K 

Company began to think about the direction of their investment. When the lease 

period expired, the company decided not to resign the contract. 

2) Local government relocation requirement: Due to China’s strong economic 

development, coupled with the industrial areas and technical development zone 

establishment, many industries went to Hangzhou to invest. This makes the 

planning inadequate, such as land supply to new investors, so the local government 
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implemented many relocation projects, K Company’s existing site in Hangzhou, is 

one of those projects. 

3) China transportation improvement: In the early days when K Company entered 

China, the local infrastructures were not insufficient or well develop. Later, the 

central and local governments invested the infrastructure projects and built up the 

highway, which greatly improved the traffic situation, so K Company began to 

consider relocation outside of Hangzhou.  

4) National tourism development: Hangzhou is one of the oldest cities with a long 

history in China. There are many well-known historical sites in this city. After the 

reform and opening up of China, the tourism industry in Hangzhou has developed 

rapidly (see Figure 4), which has stimulated the local economic growth and tertiary 

industry development. China’s government also approved the cross-border e-

commerce established in Hangzhou in 2015, which is China’s only cross-border 

electronic business pilot area 29 . As such, one can expect the e-commercial 

development and potential in Hangzhou to continue in the future. We can see the 

following data in the Gross Domestic Product (GDP) growth of Hangzhou (see 

Table 9), the strength of growth is amazing after 1990, the proportion of the tertiary 

industry in the GDP is increasing year by year. In 2005, it has officially exceeded 

the secondary industry. Therefore, the future of Hangzhou will continue to move 

toward the direction of the tertiary industry. 

 

 

 

 

 

 

 

 

 

 

 

                                                 
29 Hangzhou Shi DianZi ShangWu XieHui. Guowubu Tongyi Sheli Zhongguo Hangzhou Kuajing 

Dianzi Shangwu Shiyanqu. (The Ministry of State agree Hangzhou to set up the pilot area of cross-

border e-commerce. Hangzhou Electronics Commerce Association. http://www.hzeca.org.cn/34268-

3988/69023_51343.html. 16 March 2015. 

http://www.hzeca.org.cn/34268-3988/69023_51343.html
http://www.hzeca.org.cn/34268-3988/69023_51343.html
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Table 9 The primary, second, tertiary GDP proportion of Hangzhou  

Year 1978 1980 1985 1990 1991 1992 1995 1999 2000 2005 

Hangzhou 

GDP 28.4 40.65 90.49 189.62 227.95 290.07 762.01 1,225.28 1,382.56 2,943.84 

Primary 

Industry 6.34 8.15 15.97 30.94 33.4 34.9 69.25 97.58 103.96 148.21 

Secondary 

Industry 16.93 25.36 52.08 96.17 113.11 148.78 410.00 630.75 709.32 1,494.36 

Tertiary 

Industry 5.13 7.14 22.44 62.51 81.44 106.38 282.76 496.95 569.28 1,301.27 

 

Source: 2016 Hangzhou Tongji Nianjian. HANGZHOU STATISTICAL INFORMATION NET. 

http://www.hzstats.gov.cn/web/show_news.aspx?newsid=ZkNXLQ/tzwk=&id=EuvfD175mjE=&text=

vdpsN636PcaolV18yOEw4A==; compiled by author 

 

Figure 4 The amount of overseas tourists to Hangzhou (by million persons) 

  

Source: 2016 Hangzhou Tongji Nianjian. HANGZHOU STATISTICAL INFORMATION NET. 

http://www.hzstats.gov.cn/web/show_news.aspx?newsid=ZkNXLQ/tzwk=&id=EuvfD175mjE=&text=

vdpsN636PcaolV18yOEw4A==; compiled by author 

 

So K Company’s factory in Hangzhou was deemed by the Shanghai government as an 

economic development. After the evaluation, the managers decided to relocate the 

factory from Hangzhou to Shanghai. In 2006, all the production facilities in Hangzhou 

moved to Shanghai and the staff in Hangzhou were dismissed and new staff were 

recruited in Shanghai. The new factory began to operate and produce officially in 2007. 
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http://www.hzstats.gov.cn/web/show_news.aspx?newsid=ZkNXLQ/tzwk=&id=EuvfD175mjE=&text=vdpsN636PcaolV18yOEw4A
http://www.hzstats.gov.cn/web/show_news.aspx?newsid=ZkNXLQ/tzwk=&id=EuvfD175mjE=&text=vdpsN636PcaolV18yOEw4A
http://www.hzstats.gov.cn/web/show_news.aspx?newsid=ZkNXLQ/tzwk=&id=EuvfD175mjE=&text=vdpsN636PcaolV18yOEw4A
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K Company chose Shanghai as the factory relocation base for the following reasons. 

1) Convenience of transportation: Because the factory is located in Shanghai, the 

finish goods can be delivered to the customs immediately, and then the export can 

be done after the customs declaration is done. Since 2001, the customs operation in 

Shanghai has reformed the traditional processing mode, greatly improving the 

customs declaration efficiency30, shortening the time and reducing costs, and saving 

the enterprises operation costs. 

2) Industrial Supply Chain: In Shanghai, there are many national level development 

zones, like Shanghai Caohejing Economic and Technological Development Zone, 

Shanghai Zhangjiang Hi-Tech Industrial Development Zone, Shanghai Minhang 

Export Processing Zone, Shanghai Jiading Export Processing Zone, Shanghai 

Waigaoqiao Free Trade Zone 31  which all have supporting facilities. Many 

Taiwanese SMEs have located there because of the industrial supply chain integrity, 

so there is no impact on the production and operation when K Company relocated 

to Shanghai. 

3) China domestic market: Due to the early concessions, it makes the 

internationalization of Shanghai higher than other coastal cities. Since China’s 

reform and opening up, Shanghai’s economic growth was rapid and prosperous. 

There was good development in industries, like manufacturing, commercial and 

financial services. Many companies are stationed in Shanghai and thus it stimulated 

domestic market opportunities. So K Company chose Shanghai being also 

optimistic about further business and potential in China, as well as a springboard 

into the domestic market in China. 

4) Industry cluster: Since China’s reform and opening up, the economic performance 

is excellent, meanwhile there is a large labor force and sizable domestic market 

incentives, coupled with K company development in China is favorable, some hand 

tools industries also expressed willingness to invest in Shanghai32 ,and thus the 

formation of an industries cluster began. 

                                                 
30 People’s Daily Online. Shanghai Kouan Tongguan Da Tisu. (The speedy of customs clearance in 

Shanghai port) http://www.people.com.cn/BIG5/paper39/6321/623215.html. 30 May 2002. 

31 Dalu Taishang Jingmaowang.Zhongguo Kaifaqu / Gaoxinqu. (The economic and technical 

development zone in China, the economic and trade relation of Taiwanese enterprise in China) 

http://www.chinabiz.org.tw/keyword/china_developzone 

32 Competition information – Metropolitan research. Shanghai Rengshi Taishang zui Lixiang Touzidi. 

(Shanghai is still the best investment in Taiwanese enterprise) 

http://www.libnet.sh.cn:82/gate/big5/www.istis.sh.cn/list/list.aspx?id=2142. 30 August 2005. 

http://www.people.com.cn/BIG5/paper39/6321/623215.html
http://www.libnet.sh.cn:82/gate/big5/www.istis.sh.cn/list/list.aspx?id=2142
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5) Company investment: The plant in Hangzhou was leased with local people when K 

Company invested in China at the beginning, so the lease will expire, along with 

rent and other issues. Therefore, when K Company decided to invest in Shanghai, 

in addition to a good industrial environment, the company was optimistic about the 

future development and potential of Shanghai and the land price gains. So they 

decided to invest in Shanghai and purchase the land and built up their own plant. 

 

However, Taiwanese SMEs which have export-oriented and labor-intensive outlooks 

were still strongly impacted impact when China’s government implemented the 

“Minimum Wage Regulation” in 2003 and “Labor Contractor Law” in 2008. With the 

support of China government, the local government implement and raised the minimum 

wage 33 , which drove up the overall wage costs. According to the Shanghai city 

government announcement in 2009, enterprises will pay the cost of social insurance for 

each employee, about 37% of the total wage. (See Table 10) 

 

Table 10 The detail of social insurance for enterprise and employee in Shanghai 

no item 
Proportion 

Sum Remarks 
Enterprise Individual 

1 Pension 22% 8% 30% 

The individual base payment of social 

insurance calculated in 2009 base on 

employee actual monthly average wage 

income recognition in 2008. The upper limit 

and lower limit of the individual base 

payment, is according to the city of Shanghai 

announced in 2008, the city’s average 

monthly wage of 300% and 60% 

corresponding to determine. The average 

wage in 2008 was RMB 3292, the base 

payment is RMB 1975 to 9876 in 2009. 

2 Medical 12% 2% 14% 

3 Maternity 0.50% 0% 1% 

4 Unemployment 2% 1% 3% 

5 Injury 0.50% 0% 1% 

Total 37% 11% 48%  

Source: SHANGHAI MUNICPIAL HUMAN RESURCES AND SOCIAL SECURITY BUREA. (2016 

March 30). Guanyu Tiaozheng Benshi Zuidi Gongzi Biaozhun De Tongzhi. (Notice of the minimum 

wage adjustment in Shanghai) http://www.12333sh.gov.cn/201412333/xxgk/flfg/gfxwj/ldbc/ 

                                                 
33 China webportal. 125 Qijian Woguo Zuidi Gongzi Biaozhun Nianpingjun Zengzhang 13% Yishang. 

(The overall minimum wage increase 13% during China’s 12th five-year plan period) 

http://www.china.com.cn/policy/txt/2012-02/08/content_24585863.htm. 8 February 2012. 

http://www.12333sh.gov.cn/201412333/xxgk/flfg/gfxwj/ldbc/
http://www.china.com.cn/policy/txt/2012-02/08/content_24585863.htm
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The cost of manufacturing for Taiwanese SMEs in China rose significantly when 

China’s government implement a series of wage-related policies. K Company also met 

challenges in the costs of operation. K Company made its investment in China and 

relocated part of its production line based on labor cost considerations. Once the labor 

cost advantage in China is lost, it will impact operations and revenue. So K Company 

started thinking about follow-up China’s business model and development blueprint. 

As K company is a traditional export-oriented industry, the key customers are in Europe 

and the American markets. The finish goods they produce will be shipped by sea no 

matter if the factory is located in China, Taiwan or Southeast Asian countries. Therefore, 

if K Company chose a factory location in Asia, regardless of which country in Asia, 

from China or from other Asian countries to European and the American markets, the 

transport costs are not much different. After an assessment, K Company decided to 

invest in Vietnam and set up a factory, and gradually move the production line from 

Shanghai to Vietnam, and ultimately the production line in China will be closed 

completely. However, considering the rise of the economy in China, domestic market 

growth is strong, the consumption habits and patterns of a new generation of young 

people are also different from the older generation. Especially because the new 

generation likes to imitate and pursue Western lifestyles and habits. The Do It Yourself 

(DIY) of the hand tool market is part of Western Culture. Now the Internet environment 

is popular and information broadcast is fast. K Company is continuing to focus on 

China’s domestic market changes and trends, so the sales team in Shanghai still retains 

the further planning in the China market import and export trade functions. They will 

also promote and sales of their own brand products, to layout the DIY of the hand tool 

market in China.  

3.4 Invest in ASEAN 

3.4.1. Macro-economic investment condition in ASEAN 

Association of Southeast Asian Nation (ASEAN) is composed of diverse and different 

countries. From a size standpoint, the first one is Indonesia, with a GDP of US $ 858 

billion and a population of 521.61 million, accounting for 40% of the total. In 1998, 

Southeast Asian countries’ economies were greatly impacted by the Asian financial 

crisis. In order to enhance their own strength to face any external shocks in the future, 

the regional economies still maintained stability, so ASEAN started to integrate in the 



 

41 

region with ASEAN as the axis34. In addition to ASEAN’s own free trade agreement, 

ASEAN has also signed free trade agreements with Japan, China, South Korea, India 

and New Zealand. These agreements started to have the continual effect35. ASEAN is 

the main axis and integrated ASEAN countries into a single production system, with 

structural integrity, low labor costs, smooth trade, domestic market potential and other 

advantages to attract foreign companies to invest in ASEAN, and thereby further 

promote the economic development in ASEAN countries. (See Table 11) 

 

Table 11 East Asia and Pacific country forecast 

(Real GDP growth at market prices in percent, unless indicated otherwise) 

Country groups 2013 2014 2015 2016 2017 2018 

East Asia and Pacific 7.1 6.8 6.5 6.3 6.2 6.1 

East Asia and Pacific, excl. China 5.1 4.7 4.8 4.8 4.9 5.2 

World 2.4 2.6 2.4 2.4 2.8 3.0 

China 7.7 7.3 6.9 6.7 6.5 6.3 

Cambodia 7.4 7.1 7.0 6.9 6.8 6.8 

Indonesia 5.6 5.0 4.8 5.1 5.3 5.5 

Malaysia 4.7 6.0 5.0 4.4 4.5 4.7 

Philippines 7.1 6.1 5.8 6.4 6.2 6.2 

Thailand 2.7 0.8 2.8 2.5 2.6 3.0 

Vietnam 5.4 6.0 6.7 6.2 6.3 6.3 

Source: World Bank Group. (2016 June). Global Economic Prospects: Divergences and Risks. World 

Bank Group https://openknowledge.worldbank.org/handle/10986/24319, compile by 

author. 

 

Here are the factors for ASEAN’s rapid economic development and growth: 

1) Natural Resources: ASEAN countries have many rich natural resources and raw 

materials, such as the rubber of Malaysia, copper, tin, and coal of Indonesia, coupled 

with the geographical advantage of being located near the South China Sea and the 

Indian Ocean, the ports can export and import good easily, and the inland cities can 

develop transportation to Central Asian or European markets.  

                                                 
34 Huici, Shi & Sishen, He & Lingjun, Wu & Chun, Li & Wuyue, Zhang, et. al. Buneng Mei You 

ECFA: Dongya Quyu Jingji Zhenghe Dui Taiwan De Tiaozhan. (Without ECFA: the challenge to 

Taiwan in East Asian regional economic integration). Prospect Foundation. 10. 2010. 217-228. 

35 Taiwan ASEAN Studies Center. Dongxie Huiyuan. (The members of ASEAN). 

http://www.aseancenter.org.tw/Singapore.aspx 

https://openknowledge.worldbank.org/handle/10986/24319
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2) Regional Freedom: The ASEN Economic Community (AEC) integrates ASEAN 

countries to promote the free flow of goods, capital, trade in service and investment, 

remove tariffs and non-tariff barriers (such as Visa, customs clearance and customs 

restrictions), to become a complete single market36. 

3) FTA Agreement Conclusion: The Regional Comprehensive Economic Partnership 

(RCEP)37 was promoted by the ASEAN in 2013, and other Free Trade Agreement 

(FTA) signed with other countries make the ASEAN have a broader impact in 

economic development and trade flow, which also attracted global investors to 

consider planning to invest in ASEAN countries for the production layout and 

business arrangement in the future. 

4) Manpower Advantage: The population of ASEAN is more than the European Union 

(EU) or North America, the ASEAN is the third largest labor market after China 

and India38. In addition, the labor cost of ASEAN is lower than China. Some foreign 

enterprises have transferred their factories from China to Southeast Asia. 

5) Domestic Market: Through the Internet, the young generation of ASEAN had 

earlier access to the novelty of other countries than their parents had. They are 

willing to try and spend their money. The consumption market developed rapidly 

and it makes the ASEAN market grow quickly. The size and potential of 

consumption are predicable in the future39. 

 

However, due to the slowdown in China’s economy and the global economic downturn, 

these emerging market countries are now facing a slowdown in economic growth as 

well. The following variables still exist and will have an influence on future 

development in ASEAN. 

1) Future Global Fluctuations: Although the IMF predicated the economic outlook will 

be 3.4% in 2017(3.1% in 2016)40, however, when Trump became President of the 

                                                 
36 Jintian Zui Xijin De Dongxie Jingji Gongtongti Dansheng. (The most “attractive” was born – 

ASEAN Economic Community) Common Wealth Magazine. 

http://www.cw.com.tw/article/article.action?id=5073562. 30 December 2015. 
37 ASSOCITION OF SOUTHEAST ASIAN NATIONS. Regional Comprehensive Economic 

Partnership (RCEP). http://asean.org/?static_post=rcep-regional-comprehensive-economic-partnership. 

3 October 2016. 

38 Vinayak H.V. & Fraser Thompson & Oliver Tonby. Understanding ASEAN: Seven things you need 

to know. McKinsey&Company. http://www.mckinsey.com/industries/public-sector/our-

insights/understanding-asean-seven-things-you-need-to-know. 
39 FRONTIER STRATEGY GROUP. ASEAN Fact#5: ASEAN to become one of largest consumers in 

emerging world. http://blog.frontierstrategygroup.com/2015/02/asean-fact-5-asean-become-one-

largest-consumers-emerging-world/. 16 February 2015. 

40 International Monetary Fund. World Economic Outlook. 

http://www.imf.org/external/pubs/ft/weo/2016/02/. October 2016. 

http://www.cw.com.tw/article/article.action?id=5073562
http://asean.org/?static_post=rcep-regional-comprehensive-economic-partnership
http://blog.frontierstrategygroup.com/2015/02/asean-fact-5-asean-become-one-largest-consumers-emerging-world/
http://blog.frontierstrategygroup.com/2015/02/asean-fact-5-asean-become-one-largest-consumers-emerging-world/
http://www.imf.org/external/pubs/ft/weo/2016/02/
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United States, will he launch a trade war, or exchange interest with China per the 

nature of a businessmen. What impact this will have and the fluctuation for the US, 

China, even the global economy that will be caused will still need to be observed. 

2) Southeast Asian Geopolitical Risk: In ASEAN countries, the principle for the South 

China Sea issue is based on neutrality and peace to develop economy and trade as 

the main focus41. But in 2013 the Philippines requested arbitration and for the issue 

to be resolved by international law. It makes the South China Sea become a 

battlefield for China and the United States. China and the United States have shown 

their military muscle continually, it causes the region much anxiety and panic. It 

will also impact the overall interest of ASEAN, and thus affect the region’s future 

economic development. 

3) The Integration Effect: The main purpose of the ASEAN economic community is 

to increase and process the ASEAN integration plan. However, there are many 

differences between AESAN countries, like Singapore and Brunei, listed as the 

developed countries; Malaysia and Philippines, belong to developing countries, and 

the newly opened Myanmar. The objectives for each country is different. The focus 

for development and strategy to reach that are also different. So the total integration 

effect of ASEAN countries is limited and that is the direction of ASEAN economic 

community and ASEAN countries need to work hard on this in the future. 

4) The Impact of Rising Labor Costs: Once the ASEAN economy is rising, it drives 

the countries to increase labor costs, coupled with government support, local labor 

wages continue to rise. Therefore, the labor-intensive enterprises may move their 

company to relocate in other regions or countries where labor costs are lower or 

more acceptable. 

5) The Impact of New Technological Shocks: The Industrial 4.042 brings out the idea 

for new production processes and automations, and the Smart Manufacturing 

Leadership Coalition (SLC)43also advocated to enhance the manufacturing industry 

in the future, develop a collaborative platform, intelligent manufacturing, coupled 

                                                 
41 Carlyle A. Thayer. ASEAN’S Code of Conduct in the South China Sea: A Litmus Test for 

Commnity-Building?. The Asia-Pacific Journal. 10(34). http://apjjf.org/-Carlyle-A--

Thayer/3813/article.pdf. 20 August 2012. 

42 Baur Cornelius & Wee Dominik. Manufacturing’s next act. McKinsey&Company, 

http://www.mckinsey.com/business-functions/operations/our-insights/manufacturings-next-act. June 

2015. 

43 SMART MANUFACTURING LEADERSHIP COALITION. SMLC Forum: Priorities, 

Infrastructure, and Collaboration for Implementation of Smart Manufacturing - Workshop Summary 

Report. https://smartmanufacturingcoalition.org/sites/default/files/smlc_forum_report_vf_0.pdf. 2-3 

October 2012. 

http://apjjf.org/-Carlyle-A--Thayer/3813/article.pdf
http://apjjf.org/-Carlyle-A--Thayer/3813/article.pdf
http://www.mckinsey.com/business-functions/operations/our-insights/manufacturings-next-act
https://smartmanufacturingcoalition.org/sites/default/files/smlc_forum_report_vf_0.pdf
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with robotics, artificial intelligence and other scientific and technological 

progresses. This will have an impact on and change the industrial chain and 

traditional labor demand. 

 

3.4.2 Taiwan investment in ASEAN 

According to the investment statistics of the Investment Service of the Ministry of 

Economic Affairs, the investment relationship between Taiwan and the ASEAN was 

sustained and showed steady growth. In particular, the amount of Taiwanese investment 

in ASEAN came to new high in 2007 and 2008, partly because of the large increase in 

labor costs in China. But in 2008, the US subprime mortgage crisis triggered the global 

financial crisis, making the 2009 global economy fall into the worst recession since 

World War II. It also affected the Asia countries which have export-oriented emerging 

markets, but the situation gradually recovered in the last half year of 2009. The total 

investment of Taiwan to ASEAN was also higher than in 2010 after being compared 

with 2007. In conclusion, the investment and cooperative relationship between Taiwan 

and ASEAN is deepening. From the perspective of supply chains, the Taiwanese 

investment, many of them from Taiwanese SMEs production bases relocated to 

ASEAN countries, to produce, process and assembly, and then export. Therefore, 

Taiwanese SMEs have found opportunities and established an investment and 

cooperative partnership in ASEAN countries, before the government proposed the 

relevant policies in the south.  

 

According to an article in Global Views Monthly 44 , Taiwanese SMEs have been 

developing in Southeast Asian countries since around 1986, with the evolution of the 

times and environmental changes, each generation has had their opportunity and 

challenges. (See Table 12) 

                                                 
44 Jianxing, Li. Taiwan Weishenme Nishi Jiama Yuenan? (Why is Taiwan overturned to invest in 

Vietnam). Global Views Monthly, 365. November 2016. 
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Table 12 The opportunity and challenge of Taiwanese SMEs in ASEAN countries 

Type Period Opportunity Industry Challenge 

First Generation of 

Taiwanese SME: 

Colonial period  

1986~1996 Mainly the use of low labor, land and raw materials 

for the purpose and high-pollution enterprise 

Agricultural and mineral, 

processing industry  

Poor infrastructure, law and 

regulations specification is unknown  

Second Generation of 

Taiwanese SME: 

reclamation period 

1996~2006 Taiwanese SMEs took the enterprises and plants 

which they were left due to Asian financial crisis, and 

accept local investment concession, Taiwanese SMEs 

develop rapidly 

Electronics, manufacturing 

foundry, financial industry  

Taiwanese investment increased, 

need to negotiate with the Southeast 

Asian government more, the fee 

culture began to sprout  

Third Generation of 

Taiwanese SME: Hyper 

competition period  

2006~2016 China policy, “emptying the cage for the new birds”, 

began anti-dumping, the regional integration in 

ASEAN countries, domestic demand expansion, Per 

the brand customer requirement, ASEAN become the 

most important relocation for Taiwanese SMEs 

Manufacturing foundry, 

services, public construction 

Countries around the world have 

entered the ASEAN to invest, 

Taiwanese SMEs have gradually 

lost the advantage 

Fourth Generation of 

Taiwanese SME: 

transition period 

After 2016 ASEAN countries have joined the regional 

organizations, coupled with unfavorable investment 

environment in China, only few Taiwanese SMEs 

return to Taiwan, ASEAN become the choice that 

Taiwanese SMEs have to invest and relocation 

Manufacturing foundry, 

services, corporation merges 

and acquisitions 

Taiwanese Government launched 

new Southbound policy, the 

challenge is more comprehensive 

Source: Global Views Monthly, Vol 365, November 2016; compiled by author
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With the rapid development of ASEAN, many ASEAN countries have promoted their 

plans to help industries upgrade, and infrastructure construction, investment and 

favorable tax conditions have been successfully promoted. The penetration into English 

is also one of the factors that have attracted many multinational companies to invest in 

ASEAN countries. In recent years, the overall investment environment in China has 

changed, like industrial transformation, labor cost increases and other factors, which 

caused the operation costs to increase for Taiwanese SMEs with exported-oriented 

goals, so Taiwanese SMEs have begun to invest in Southeast Asian countries which 

have low labor costs in order to further develop their investments. Taiwan SMEs have 

also seriously considered the problem of industrial transformation through rising labor 

costs in China. They think about how to shift from a production orientation (emphasis 

on lower production costs) to a market orientation (value creation and service delivery). 

The emerging ASEAN market can be an opportunity for Taiwanese SME 

transformation. However, the investment environment of Taiwanese SMEs in ASEAN 

still have many variables and instability. Such as the anti-Chinese in Indonesia in 1998, 

the 513 disturbances in Vietnam in 2014, the marine life disaster by Formosa by Ha 

Tinh Steel in 2016, the Philippines madman’s presidency, and the social unrest caused 

by the death of the Emperor in Thailand. Even if the overall environment of the ASEAN 

countries is changing, the advantage in manufacturing costs and prospects for the future 

outweigh these issues and as a result many Taiwanese SMEs still stay in ASEAN 

countries to develop and continue to invest. 

 

3.5 Why K Company choose Vietnam 

In 2015, the total population of Vietnam reached 91.7 million45, is the third largest 

country after Indonesia and Philippines in Southeast Asia. Vietnam government 

reformed and opened up in 1986, and promulgated policies to attract foreign investment 

(see Table 13). In 1991, China and Vietnam restored normal relations and signed a trade 

agreement. In 1994, the United States announced it was lifting the embargo on Vietnam. 

Since then, the foreign economy has maintained a high degree of growth. Vietnam has 

also actively joined various international organizations to enhance economic 

development. In domestic, the government was improved the investment environment 

                                                 
45 THE WORLD BANK. Vietnam. http://www.worldbank.org/en/country/vietnam 



 

47 

and released the incentive policies for the goal achievement of economic development, 

in addition, the labor cost in Vietnam was cheaper than China. These factors have 

positive impact on the factory relocation decision for K Company. 

 

Table 13 Important Economic Policies and Regulations in Vietnam after Reform 

Year Economic Reform Policy and Regulation 

1986 Reform policies (Doi Moi Polic), from the socialist economy, tend toward free market 

economy 

1987 Open foreign investment, process of foreign investment law (Foreign investment law) 

and foreign investment importation. 

1988 Formulate the detail of the implementation of the law on foreign investment in 

Vietnam and actively create conditions conducive to foreign companies 

1989 The price system reform, in addition to electricity, oil and other strategic materials, 

the price was ruled by the government, the rest are open price 

1990 Formulate the banking law, private enterprise law and company law; implement the 

employment law of state-owned enterprise, the profit and good tax law, promulgate 

the order to manage the financial system 

1991 Exchange the currency freely; cancel the monopoly of state-owned enterprise on 

foreign trade; promulgate the establishment of foreign banks; establish the processing 

and exporting special zone; promulgate of the dissolution of bankrupt state-owned 

enterprises and new state-owned enterprises 

1992 Constitutionalism clearly defined that Vietnam is a market economy in a pluralistic 

economic sector, reaffirmed the state’s control and socialist direction, but the 

constitutional amendment guaranteed that foreign assets would not be levied by the 

states, allow foreign banks to set up branches in Vietnam 

1993 Enactment of land law and state-owned enterprises bankruptcy law 

1994 Enactment of domestic enterprise investment law to protect the property rights of 

investors 

1995 Enactment of domestic investment law and civil rights law, join the ASEAN and 

participate in the ASEAN Free Trade Area 

1996 Enactment of national budget law, cooperation law and foreign direct investment law 

1997 Enactment of value-added tax law, income tax law and trade law 

1998 Amendment company law 
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1999 The foreign exchange mechanism adopts the management floating system; enactment 

of enterprise law, allow foreign industry can hold up to 30% of the total asset of state-

owned enterprises 

2000 Enactment of technology law, relax the restrictions on commercial investment 

limitation, allow foreign industry to mortgage their land use rights 

2001 Enactment of tariff law; sign the bilateral free trade agreement with the United States 

in December 

2002 Amendment the land law, the formation of land ownership market, abolish the 

different price system in railway and see transport 

2003 Abolition of airfare system, relax the construction on foreign investment in import 

and export business, pass the amendment of the VAT(Value-Add Tax) law 

2004 The lifting of the telecommunication tariff control, abolish the price system in 

electronics, let foreign industry and local firms use the same prices on electronics 

2005 Drafting laws on the protection of intellectual property rights, formulating regulations 

on foreign holding companies; the 100% foreign industry or joint ventures can 

purchase the state-owned enterprises, develop the capital market, launch the first 

stock market in Ho Chi Minh City 

2006 Vietnam granted permission for WTO application, become the 150th member states 

of WTO 

2007 Open foreign investment by the requirement of the WTO, attract foreign investment 

continually, the stock market hit a record high of 1158 points 

Source: The research and development committee. Ministry of Economic Affairs. 

https://www.moea.gov.tw/MNS/cord/home/Home.aspx; compiled by author 

 

3.5.1 Economic Development Improvement 

1) Enhance investment environment 

In order to improve the domestic investment environment, the Vietnam government 

was committed to improve the financial, monetary, and credit condition situations. It 

also controlled inflation, accelerating the development of the capital market, updated 

the banking system, developed the securities market and controlled the population. It 

increased employment opportunities and actively attracted foreign industry investment, 

with the hope that the economy will become strong and develop well46. 

 

                                                 
46 Bixia, Liang. Jingji Weiji: Yi Yuenan Shichang Weili. (Economic crisis: the case of Vietnam 

Market). EMBA thesis. College of Commerce, National Chengchi University, Taipei. 2008. 

https://www.moea.gov.tw/MNS/cord/home/Home.aspx
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2) Release profitable and measures 

For infrastructure improvement, the Vietnam government plans to upgrade the existing 

railway system. They will build a high-speed electrified railway from Hanoi to Ho Chi 

Minh City. It will provide great benefit in the region for the convenience of shipment 

transportation and the smoothness of arranging goods to be exported in the future. For 

tariff adjustment, Vietnam now it is the member of the WTO, APEC, ASEAN, and the 

tariff adjustment of the goods trade between Vietnam and ASEAN members was put 

into effect in May 2010. This membership also makes the logistics go more smoothly 

and freely in the region. For policy support, the Vietnam government released 

investment incentives in 2004 and in 2008, for enterprises newly established in science 

parks, special economic zones and processing export zones. Form these incentives, 

investors can enjoy the profit-seeking enterprise income tax and custom declarations. 

For land use, in 2007 and 2008, Vietnam officially agreed that the investment industry 

does not need to pay land use fees and rent. In industrial areas and in the processing of 

export infrastructure investment cases, the industry must provide the infrastructure, 

then it can be transferred to other investors. For the related measures, since early 2008 

the government has adopted the measure of raising interest rates, raising the benchmark 

interest rate, raising the deposit reserve ratio, and raising the basic lending rate. This 

was also coupled with the reduction of some public expenditures. The government also 

strongly monitors and controls the loans and financing of state-owned enterprises for 

inflation suppression and to prevent any speculation. In 2007, they have agreed that 

foreign industry and persons have the right to operate the import and export business in 

Vietnam even if not possessing a license and investment registration in Vietnam. 

 

3.5.2 Labor cost analysis 

K Company knew that China had launched the labor cost policy when they relocated 

from Hangzhou to Shanghai, which not only required the enterprise to pay more and 

more social security and insurance expenses, but also kept the minimum wage. Many 

Taiwanese enterprises which invested in China are mostly small and medium-sized 

enterprises, with small capital size and limited profit margins. In addition, China has 

been raising costs and requiring industrial transformation. It forces many Taiwanese 

SMEs to choose between transition or relocation. K Company was moving from 

Hangzhou to Shanghai, although both cities belong to the Shanghai Economic Area, 

but they still need time to adapt the operation. Besides, K Company has developed in 

China many years, they just collected the related information for further relocation 
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reference (see Table 14 and Table 15). But with the pressure of rising labor costs, social 

security and insurance costs and other personnel costs, they ended up relocating to 

Vietnam. 

 

Table 14 The comparison list of minimum labor wage between Vietnam and Shanghai 

 Vietnam US$ Exchange Shanghai US$ Exchange 

2008 900,000 44.13 1:20395.9356 960 138.23 1:6.9451 

2009 1,076,667 60.67 1:17744.8679 960 140.54 1:6.8310 

2010 1,190,000 62.28 1:19106.9178 1,120 165.45 1:6.7695 

2011 1,356,667 65.90 1:20586.6275 1,280 198.18 1:6.4588 

2012 1,776,667 84.80 1:20951.9091 1,450 229.70 1:6.3125 

2013 2,083,333 99.25 1:20991.0345 1,620 261.57 1:6.1932 

2016 3,100,000 138.58 1:22369.4235 2,190 338.95 1:6.4612 

Source: Minimum Wage Adjustment for 2012 to be effective from Oct 5, 2011. AmCham Vietnam, 

HoChiMinh City Chapter. http://www.amchamvietnam.com/minimum-wage-adjustment-for-2012-to-

be-effective-from-oct-5-2011/ & Vietnam’s 2016 Minimum Wage Proposal. AmCham Vietnam, 

HoChiMinh City Chapter http://www.amchamvietnam.com/vietnams-2016-minimum-wage-proposal/; 

SHANGHAI MUNICPIAL HUMAN RESURCES AND SOCIAL SECURITY BUREA. (2016 March 

30). Guanyu Tiaozheng Benshi Zuidi Gongzi Biaozhun De Tongzhi. (Notice of the minimum wage 

adjustment in Shanghai) 

http://www.12333sh.gov.cn/201412333/xxgk/flfg/gfxwj/ldbc/gzzl/201604/t20160401_1243660.shtml; 

compiled by author

http://www.amchamvietnam.com/minimum-wage-adjustment-for-2012-to-be-effective-from-oct-5-2011/
http://www.amchamvietnam.com/minimum-wage-adjustment-for-2012-to-be-effective-from-oct-5-2011/
http://www.amchamvietnam.com/vietnams-2016-minimum-wage-proposal/
http://www.12333sh.gov.cn/201412333/xxgk/flfg/gfxwj/ldbc/gzzl/201604/t20160401_1243660.shtml


 

 

Table 15 The comparison list of operation cost between China and Vietnam 

End of 2001 China Vietnam 

Labor Cost RMB 2,020/USD 312.75 VND 2 million/USD 97.15 

Insurance Cost pension 22%, medical 12%, 

unemployment 1.7%, maternity 0.8%, 

injuries 0.5%, total 37% 

social 17%, medical 3%, unemployment 

1%, total 21% 

Capital 

Expenditures  

High Low 

Production Item Low-end products Low-end products 

Market 

Arrangement 

Focus on export Focus on export and domestic market in 

ASEAN 

Labor Market Aging society in the future Demographic Dividend 

The use of land 

right 

50 years of land rights 50 years of land rights 

Source: PwC network in China. (2011 October). Waiguoren Kaishi Xuyao Zai Zhongguo Canjia 

Shehui Baoxian. 

http://www.pwccn.com/webmedia/doc/634540243805908702_chinatax_news_oct2011_27_chi.pdf; 

Global Taiwanese enterprises service network, Ministry of Economic Affairs. (2013 November). 

Yuenan Touzi Huanjing Jianjie. (The introduction of investment environment in Vietnam). 

http://twbusiness.nat.gov.tw/countryPage.do?id=15&country=VN; compiled by author 

 

3.5.3 Taiwanese SMEs invest in Vietnam 

With the development of foreign investment in Vietnam, the government and civil 

services have developed more than 150 industrial areas, the most intensive in the south. 

Taiwan is not falling behind in investing in these areas. For example, Mega 

International Commercial Bank in Ho Chi Minh City, Tatung Company in Pingyang 

province, TECO Electric & Machinery Co., Ltd. in Dong Nai province, VEDAN 

company in Padang Tung Vung province and Tainshin International Bank in Long An 

province. Most of the manufacturing industries are located in Dong Nai and Pingyang 

provinces. Dong Nai province has attracted a lot of foreign investment and the 

development of industrial zones there has been rapid, being the first in Vietnam. Taiwan 

Sanyang and dozens of locomotive subtiers joined in Luhao industrial zones in Dong 

Nai province to develop in business together47. At the end of 2016, Ruhong closed their 

all factories in China and moved to Xining province and Bathedor province in 

                                                 
47 Taiwan Trade Center, Representative Office in Ho Chi Minh City. (2009 December 7). Yuenan 

Dangdi Chanye Juluo Jianjie. (The brief of local industry cluster in Vietnam). 

http://hochiminh.taiwantrade.com/news/detail.jsp?id=933&l. 7 December 2009. 

http://www.pwccn.com/webmedia/doc/634540243805908702_chinatax_news_oct2011_27_chi.pdf
http://hochiminh.taiwantrade.com/news/detail.jsp?id=933&l
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Vietnam 48 . Therefore, Taiwanese business communities in various regions are 

gradually forming. The local Taiwan Chamber of Commerce can provide support 

nearby if any Taiwanese SME encounters local laws and regulations, taxation and other 

issues in Vietnam. It will naturally gather more Taiwanese SMEs to develop and new 

comers will choose the regions in which the industrial zones have many Taiwanese 

SMEs stationed. 

3.6 Action 

K Company belongs to small and medium size industry49, the capital and plant size is 

not large scale, the business layout for overseas productions is mostly low-tech and 

labor-intensive products, so the cost strategy is relatively important for low-margin 

products. After considering all the factors, K Company decided to set up the factory in 

Vietnam in the end, through the process of search and comparison. They decided to 

choose for the plant to be established in the industrial zone where many Taiwanese 

SMEs have gathered, Ho Chi Minh City in South Vietnam. As with the factory 

relocation process in China at that time, K Company moved some of the low-end 

production line to Vietnam for a trial production first. Once the quality and 

specifications of the trial productions had met the requirements of the headquarters in 

Taiwan, then the rest of the production lines in China have moved to Vietnam. The 

Vietnam plant was officially opened and mass production began in 2011. 

  

                                                 
48 Kaiyuan, Deng. Bugen Zhongguo Wanle! Fangzhiye Xiang Dongxie Chuzou. (Leave China and 

move to ASEAN!) Common Wealth Magazine, 614. 

http://www.cw.com.tw/article/article.action?id=5080295&utm_source=Facebook&utm_medium=Socia

l&utm_campaign=Daily. January 2017 January. 

49 Chinese National Federation of Industries. Shougongju Chanye Huigu Yu Zhanwang. (The review 

and prospect in hand tools industry). 

http://www.cnfi.org.tw/kmportal/front/bin/ptdetail.phtml?Part=magazine9801-466-9. 6 January 2009. 

http://www.cw.com.tw/article/article.action?id=5080295&utm_source=Facebook&utm_medium=Social&utm_campaign=Daily
http://www.cw.com.tw/article/article.action?id=5080295&utm_source=Facebook&utm_medium=Social&utm_campaign=Daily
http://www.cnfi.org.tw/kmportal/front/bin/ptdetail.phtml?Part=magazine9801-466-9
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Chapter 4 - K company in Vietnam (since 2011) 

4.1 Evaluation and Development in the Beginning 

4.1.1 Location consideration 

K Company decided to choose the plant location in Vietnam in 2011 base on the 

following considerations: 

1) Preferential policies: The local government used policies which were transparent 

and open to attract investment, promoted the reform of government administrative 

processes, created favorable conditions for enterprises to develop commercial 

activities, which successfully attracted investment from foreign and domestic 

companies50. 

2) Free trade agreement: The United States passed the PNTR with Vietnam at the end 

of 2006, so US-Vietnam economic and trade relations will be under most favored 

nation treatment (MFNT) status under the WTO framework in the future51 . In 

addition, Vietnam is negotiating with the European Union (EU) on Free Trade 

Agreement (FTA)52, which would bring in huge export business and opportunities. 

Because the key accounts of K Company are in Europe and the United States, so it 

is a critical factor that Vietnam has negotiated with the EU and the United States 

for K company to decide to relocate there. 

3) Investment information: According to the statistics yearbook of Vietnam, Taiwan 

provided the largest amount of the accumulation projects investment in Vietnam in 

2010, mainly in the manufacturing sector and the investment is concentrated in the 

southeast. It is obvious that export-oriented small and medium enterprises in Taiwan, 

especially, manufacturing industries, have been able to see the business 

opportunities and set up factories in Vietnam. 

                                                 
50 Nhan Dan Online. Yuenan Tongnaisheng Guli Yezhe Touzi Gaokeji Ji Xieli Chanye, Yingyong 

Shengwu Keji, Touzi Kaifa Gangkou, Wuliu, Yiliao Ji Guanguang Chanye. Yue Nan Tou Zi Bao. (The 

Dong Nai government encourage the industry to invest the high-tech and synergies, biotechnology 

application, port development ,logistics, medial and tourism industries). 

http://rp.taiwantrade.com.tw/CH/bizsearchdetail/4221802/C?keyword0=%20%E5%90%8C%E5%A5%

88%E7%9C%81%20%E8%BD%84%E5%8D%80. 10 January 2011. 

51 Zunci, Xu. Cong Yuenan Jiaru WTO Kan Taishang Quanqin Bujin Xinsiwei. (New Thoughts on 

Global Layout of Taiwanese enterprise from Vietnam join WTO). Strait Business monthly, 2. 

http://mag.cnyes.com/Content/20070319/4F037D4A0EB24EB4A4BA6D1A5495C775.shtml. 2007. 

52 Shaoqiang, Yang. Yuenan Kuangqian FTA Qiangdang Shijie Gongchang Laoda. (Vietnam sign 

FTAs to be the boss of world factory). Business Weekly, 1449. 

http://archive.businessweekly.com.tw/Article/Index?StrId=59189. 20 August 2015. 

http://rp.taiwantrade.com.tw/CH/bizsearchdetail/4221802/C?keyword0=%20%E5%90%8C%E5%A5%88%E7%9C%81%20%E8%BD%84%E5%8D%80
http://rp.taiwantrade.com.tw/CH/bizsearchdetail/4221802/C?keyword0=%20%E5%90%8C%E5%A5%88%E7%9C%81%20%E8%BD%84%E5%8D%80
http://mag.cnyes.com/Content/20070319/4F037D4A0EB24EB4A4BA6D1A5495C775.shtml
http://archive.businessweekly.com.tw/Article/Index?StrId=59189
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After selecting the southeast region as the relocation area, Dong Nai province has been 

selected for K Company to consider, evaluate and choose based on the following: 

1) Location advantage: Dong Nai province has a geographical advantage, developed 

transportation network, near the port (Dong Nai port), with an airport (Lung City 

International Airport, and highway (Meifu – Xinwan highway) in development. The 

area also has railway and waterway transportation systems. Internally, Dong Nai 

province is the only way to access Ho Chi Minh City from northern and central 

Vietnam. Externally, products can be exported to overseas countries via the port 

nearby, which will save on land transportation costs, and it is a geographical hub 

and so has a location advantage. 

2) Taiwanese cluster: The Vietnam Chamber of Commerce in Taiwan was established 

in 1994, there are 14 regional units now, with Dong Nai as one of the branches53. 

At the present there are many types of Taiwanese Small and Medium Enterprises 

(SMEs) in Dong Nai, such as home appliances, beauty, printing and publishing, 

security and protection, minerals, metals and materials. The relation between 

chamber and members is very close, the Taiwanese SMEs can seek the assistance 

of the Chamber of Commerce for any local laws and regulations, people 

management and others issues. 

  

4.1.2 Set up the factory and start to operate  

There are some similar points between relocation to Vietnam and to China, like 

communist countries, one-party dominant societies, and the only 50-year land rights. 

Therefore, K Company referred to the procedure and attention they employed in 

China again in 2008 when K Company relocated their plant in Vietnam, set up and 

invested, also in how to communicate with related government departments. But, 

there are some differences in many aspects as well, for example:  

1) Different languages: Vietnam has been colonized by the French, many local people 

only can speak Vietnamese and French and are not skilled in the use of English and 

Chinese, so communication barriers can occur. 

2) Differences in customs: As local Taiwanese SMEs, there are three slows in Vietnam 

– casual slow, romantic and arrogant. Vietnam always feels like it is in the summer, 

the local people’s work and life appear to be loosely connected to the climate; the 

                                                 
53 The Council of Taiwanese Chambers of Commerce in Vietnam. Fenhui Xinxi. (The information of 

Council). http://ctcvn.vn/ 
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personality of Vietnam has a romantic influence from the French colonization; 

Vietnam defeated the United States in the Vietnam War, so the people have an 

arrogant personality, and this is also reflected in their work performance. 

3) Different climate: There is only a hot season in Vietnam, therefore, in the initial 

stage of the factory installation, part of the air-condition system and water-related 

costs are different from setting up a factory in China. The heating system and the 

downtime cost due to weather concern still needs to considered in the operation 

costs, but the above 2 issues will not happen in Vietnam 

 

In 2011, K Company initiated investment in Vietnam. In the beginning the company 

was busy with, buying land, building the factory, moving machinery from China, 

buying the related equipment, recruiting local staff in Vietnam, training supervisors and 

managers in Taiwan. K Company selects highly competent Vietnamese employees who 

currently work in Taiwan for positions of technicians or supervisors in its subsidiary in 

Vietnam once they enhance their relevant skills after a sequence of training and 

performance assessments. When the plant was finish, the high-level managers of 

Taiwan considered the potential problem of rising labor costs in the future. Therefore, 

they decided to implement an automated production line which has been in use in 

Taiwan for long time. They also bought some related automation equipment, so in the 

stage of trial production, it is very smooth for the Vietnam production lines, because in 

the production process, some processes rely on automation technology. The machinery 

and equipment will continue to produce to the same specifications and productions, 

never stopping or closing once the system setting is completed. So the establishment 

period of the Vietnam plant was only 1 year, from the beginning of plant construction 

to the beginning of mass production, and the number of employees are less than in 

China. 

 

4.1.3 Current Operation status 

At the beginning of the Vietnam plant construction, K company implemented the 

automation technology in the production line, coupled with the fact that the labor costs 

in Vietnam are lower than China, K company saved a considerable amount in operation 

costs, such as labor cost, human resources, tariff preferences, tax incentives and others. 

The current operation status of the Vietnam plant is as follows:  
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1) To produce low-end products with the finished products exported immediately. The 

customers for the low-end products are mainly distributed in Europe and South 

America. 

2) The automation level of the production line in the Vietnam plant is about 30%. 

3) The sales revenue of the Vietnam plant is about 20-30% of total revenue. 

4) The supervisors are Vietnamese, technical support staff are Chinese, the managers 

are Taiwanese (long-term in Vietnam). 

5) To develop supply chain with local vendors due to the low-end products in Vietnam 

plant, related components in the local market are not difficult to find, it also will 

helpful to develop the business opportunities. 

4.2 The Challenges in Vietnam 

Since the implementation of the reform and opening up in 1987, Vietnam has been 

actively moving toward a market economy and hopes to integrate into the international 

economic system as soon as possible. Therefore, they have launched a series of 

preferential policies and incentive schemes to encourage investment. These moves 

indeed attracted a large number of foreign companies to go to Vietnam to develop. 

However, some foreign industries’ development in Vietnam is not as good as expected 

due to the lack of infrastructure, government bureaucracy and poor administrative 

efficiency. In addition, Vietnam is still a communist country and the risk and challenge 

for foreign industry still exists. If foreign industry cannot adapt or respond in a timely 

manner, the derivative business risk will be increased proportionally. 

1) The Communist party dominates, bureaucratic systems operation, the lack of 

integrity in the government, the rules made by man, not by law, poor 

administrative efficiency 

2) The infrastructure still needs to be improved, the public construction is inadequate 

3) Incomplete laws and regulations, coffee culture exists, the local officials use their 

rules to manage the foreign industry, increase to the operation costs 

4) The land is owned by the states, foreign industry can only lease land in Vietnam, 

only have the use of land rights 

5) National differences, languages differences, result the difficulties in local business 

development and personnel management 

6) Increasing labor cost (see Table 16) and the labor rights and protection are also 

getting attention, conflicts between employees and employers can happen easily 
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Table 16 The list of minimum wage adjustments in Vietnam  (units: thousand VND)  

Adjust 

period 

Wage Adjust period Wage 

200654 VND 710-870 2012 VND 2,000 (zone 1) 

VND 1,780 (zone 2) 

VND 1,550 (zone 3) 

VND 1,400 (zone 4) 

200855 VND 1,000 (zone* 1) 

VND  900 (zone 2) 

VND  800 (zone 3) 

2013 VND 2,350 (zone 1) 

VND 2,100 (zone 2) 

VND 1,800 (zone 3) 

VND 1,650 (zone 4) 

2009 VND 1,200 (zone 1) 

VND 1,080 (zone 2) 

VND  950 (zone 3) 

VND  920 (zone 4) 

2014 VND 2,700 (zone 1) 

VND 2,400 (zone 2) 

VND 2,100 (zone 3) 

VND 1,900 (zone 4) 

2010 VND 1,340 (zone 1) 

VND 1,190 (zone 2) 

VND 1,040 (zone 3) 

VND 1,000 (zone 4) 

201656 VND 3,500 (zone 1) 

VND 3,100 (zone 2) 

VND 2,700 (zone 3) 

VND 2,400 (zone 4) 

2011 VND 1,550 (zone 1) 

VND 1,350 (zone 2) 

VND 1,170 (zone 3) 

VND 1,100 (zone 4) 

2017 VND 3,750 (zone 1) 

VND 3,320 (zone 2) 

VND 2,900 (zone 3) 

VND 2,580 (zone 4) 

Source: VIETNAM LAW & Legal Forum. http://vietnamlawmagazine.vn/decree-no-03-2006-nd-cp-

2202.html & AmCham Vietnam. http://www.amchamvietnam.com/vietnams-2014-minimum-wage-

adjustment-shows-moderation-15-increase-vs-17-5-increase-in-2012/ & VIETNAM BRIEFING 

Business Intelligence from Dezan Shira & Associates. http://www.vietnam-

briefing.com/news/vietnam-minimum-wage-2017.html/; compiled by author. The above zones are 

driven by economic development has to distinguish. Zone 1 covers the urban parts of Hanoi and Ho 

Chi Minh City; Zone 2 is applicable to the rural areas of Hanoi and Ho Chi Minh City, along with the 

urban regions of Can Tho City, Da Nang City and Hai Phong City; Zone 3 comprises provincial cities 

and the districts of Bac Ninh Province, Bac Giang Province, Hai Duong Province, and Vinh Phuc 

Province; and Zone 4 consists of the remaining localities. 

                                                 
54 VIETNAM LAW & Legal Forum. DECREE No. 03/2006/ND-CP:. 

http://vietnamlawmagazine.vn/decree-no-03-2006-nd-cp-2202.html. 27 January 2006. 

55 Vietnam’s 2014 Minimum Wage Adjustment shows “moderation;” 15% increase vs. 17.5% increase 

in 2013. AmCham Vietnam, HoChiMinh City Chapter. http://www.amchamvietnam.com/vietnams-

2014-minimum-wage-adjustment-shows-moderation-15-increase-vs-17-5-increase-in-2012/ 

56 VIETNAM BRIEFING Business Intelligence from Dezan Shira & Associates. Vietnam Announces 

7.3 Percent Wage Hike for 2017. http://www.vietnam-briefing.com/news/vietnam-minimum-wage-

2017.html/. 25 November 2016. 

http://vietnamlawmagazine.vn/decree-no-03-2006-nd-cp-2202.html
http://vietnamlawmagazine.vn/decree-no-03-2006-nd-cp-2202.html
http://www.amchamvietnam.com/vietnams-2014-minimum-wage-adjustment-shows-moderation-15-increase-vs-17-5-increase-in-2012/
http://www.amchamvietnam.com/vietnams-2014-minimum-wage-adjustment-shows-moderation-15-increase-vs-17-5-increase-in-2012/
http://www.vietnam-briefing.com/news/vietnam-minimum-wage-2017.html/
http://www.vietnam-briefing.com/news/vietnam-minimum-wage-2017.html/
http://vietnamlawmagazine.vn/decree-no-03-2006-nd-cp-2202.html
http://www.vietnam-briefing.com/news/vietnam-minimum-wage-2017.html/
http://www.vietnam-briefing.com/news/vietnam-minimum-wage-2017.html/


 

58 

4.3 Further Prospects and Responses 

At present, the Vietnam factory has been operating smoothly, the managers of K 

company gave a 75 point score in overall evaluation (total is 100 points) through its the 

development in recent years. That is because the Vietnam government has continued to 

release favorable policies in recent years and has rewarded foreign industry for their 

development. Even though the wages in Vietnam has increased year by year, these 

increases still within an acceptable range when compared with China and Taiwan. 

Therefore, K Company will remove its factory in China in the coming years but retain 

its sales office in China because they have developed in China for over 20 years, and 

they have maintained a good relationship with China’s vendors and there is the further 

domestic market potential in China to consider. So the sales office in China will take 

over the procurement, trade and sales functions of the domestic market, and it will also 

promote the sales of K Company’s own brand of products. However, K Company also 

promoted the automation / semi-automation production arrangement in factories due to 

the trend of rising labor costs in the future, in order to reduce the impact of labor costs 

on business operations. In addition, K Company is also looking to develop a diversified 

business direction, from the custom, high margin, multi-functions, functionality and 

strong products, to open up the market opportunities and improve the overall revenue 

for the company. 

 

It is noteworthy that, due to rapid economic growth and rapid influx of foreign industry 

in Vietnam in recent years, significant changes have been made in the investment 

environment. Including that the minimum wage continues to rise rapidly, there are 

serious labor shortages in some areas, frequent strikes, the issue of work safety, 

environmental protection, pollution control and other relevant laws, regulations and 

other issue have become increasingly more prominent. However, despite the poor 

investment environment in Vietnam, many foreign industries still invest in Vietnam, 

overweighing other investment projects. So, even after the anti-Chinese event in 

Vietnam in 2014, many Taiwanese SMEs in Vietnam still choose to stay after the 

assessment because Vietnam has manufacturing advantages and promising future 

prospects. Besides, the Vietnam government released favorable policies, such as land, 

tax, tariff concessions and others. Vietnam has also signed the free trade agreement 

with many countries to make Vietnam a good investment environment, coupled with 
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the further domestic market opportunities in Association of Southeast Asian Nation 

(ASEAN) countries. These factors are considerable incentives for Taiwanese SMEs 

with labor-intensive and export-oriented needs.  

 

For Taiwanese SMEs, the challenges they are facing now, not just only from the country 

inside, their challenges come from many countries, from all over the world. So any 

business layout and operation strategy must be very careful and cautious in every step. 

If the Taiwanese government cannot provide the relevant policies and favorable 

investment environment, Taiwanese SMEs are still unable to return back to Taiwan to 

invest or develop in the short term. And the Asian Development Bank believes that the 

economic development prospects of Vietnam should be optimistic from the medium to 

long term even if there are many challenges. After several years of rapid economic 

growth, Vietnam has been confronted with the problem of under-resourced and partial 

economic imbalances, and the Vietnam government has carefully responded, and also 

considered the policy of contraction which will affect investment and economic growth, 

as well as the impact on low-income people’s lives. In addition to controlling the 

inflation, they need to increase the quality and quantity of the supply of skilled workers, 

enhance public investment and administrative efficiency for the long term, as well as 

continue to reform the economy and strengthen infrastructure investment projects, to 

promote the overall growth of Vietnam in the future. 

4.4 Discussion 

Looking back on the history of K’s plant relocation, moving from Taiwan to China, and 

then from the coastal city in China to Vietnam, is just like a small-scale example of 

Taiwan’s traditional SMEs development. As the domestic market of Taiwan is too small, 

early Taiwanese SMEs businesses were export-oriented, these companies’ leaders 

expanded the business in the world, but only with a suitcase. In the decades of struggle, 

Taiwan’s investment environment changed with the appreciation of the New Taiwan 

Dollar, environmental protection, domestic economic growth, and the rise of labor costs. 

So Taiwanese SMEs have made the relative adjustments in organization, strategic 

layout, supply chain integration and other aspects to the overall environment in 

response to changes in the global market and the flow of the times.  

1) Production method change: The labor-intensive industry must hire many employees 

to process the work of the production line, this will be transformed gradually into 
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part of the work replaced by machines. It may be automated equipment, semi-

automated equipment, it will improve production output value, but the efficiency of 

the staff also follows an upgrade. 

2) Management change: The enterprises move the work that has a low gross margin, 

routine tasks to the low-wage labor countries, but the remaining important functions 

and departments, like Research & Development (R & D), marketing and other key 

units to stay in Taiwan. By doing this it can reduce labor costs, which will release 

more resources to the company for further planning, decision-making and 

development. 

3) Elite policy: Due to changes in the production method, with automation replacing 

people, so the future manpower needs, will begin planning from the “quantity” to 

“quality” direction. External recruitment will look at the elite system, so that 

enterprises will hire the most appropriate staff; internal human resources planning 

on the adoption of culture, improve staff quality, corporate culture will be 

internalized to the depths of employees, to develop excellent cooperation teams 

with tacit understanding. 

4) Live where there is water and grass: The labor-intensive industry is very sensitive 

to labor cost, in particular, many Taiwanese enterprises are foundry-based, with low 

gross margins, so once the wages increase, the company will begin to consider 

whether to absorb this part of the costs? Will it relocate the factory? Where will the 

move be made to? And other issue should be considered and assessed. 

5) Transformation and upgrading of enterprises: The foundry industry not only has a 

low gross margin, but a low entry threshold, so many China industries imitate 

Taiwanese products, and then snatch the market from Taiwanese industry. The 

future development of Taiwanese SMEs should be towards the high value-added 

direction, to enhance the traditional industry, being strong and refined, combined 

with technology, to establish the strength of the core quality.  
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Chapter 5 - Minor CASES 

Many of the traditional industries of Taiwan have shrunk or disappeared if they did not 

invest to develop in China. So, going to China to development and for investment is not 

only for the enterprise to create the second peak of business, but is also about looking 

for the way to survive. However, in recent years, the change of China’s investment 

environment has caused Taiwanese enterprises in China to face an unfavorable situation 

and underlying threats. It makes investments from Taiwan cool down and arrange the 

layout to other overseas regions57. But there are still some Taiwanese enterprises that 

choose to stay in China after they reviewed the pros and cons of many aspects, just like 

industry characteristics, supply chain, industrial cluster, market conditions and others. 

5.1 L Company 

L Company was established in 1971 and is one of the most important auto parts factory. 

Across cast aluminum, magnesium, and iron products manufacturing, it has the strong 

manufacturing strength, from the design and development, casting, processing to the 

painting of the “one-stop” production. The auto parts sales of the company are to major 

automobile parts throughout Europe, the United States and Japan. The investment in 

China has more than 10 factories, located in Kunshan, Fuzhou, Tianjin, Liuzhou, 

Guangzhou, Hunan and other provinces (see Table 17). Now the company is rapidly 

developing continuously. The company has the leading R&D team and strong technical 

team. The goal is to meet customer needs, and become “metal parts experts”  

 

 

 

 

 

 

 

 

 

                                                 
57 Weijun, Zhang. Taishang Touzi Zhuanxiang Denglu Jianshu Nianjian Liangcheng. (Taiwanese 

enterprises investment turn direction, decrease 20% in China investment, United Evening News.  

https://udn.com/news/story/7238/2242103. 20 January 2017. 

https://udn.com/news/story/7238/2242103
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Table 17 L Company Overview 

Establish July, 1971 

Industry automobile and parts manufacturing industry 

Business 

machinery parts manufacturing and sales, auto parts manufacturing and sales, forklift and 

parts manufacturing and sales, trailers manufacturing and parts, all kinds of mechanical 

stamping parts and casting the manufacturing and sale of processing 

Major 

customers 

(1) 10 auto factories in Taiwan, like Ford, Honda, Yulon and so on  

(2) 6 auto factories, like Toyota, Mitsubishi, Suzuki, Isuzu and so on 

(3) After-sales service market in Japan, the United States, Canada, South Korea, Southeast 

Asia and others. 

Main 

Products 

Auto parts manufacturing, across the cast aluminum, magnesium, iron products 

manufacturing. 

Business 

location 

Headquarter: Taiwan, Sales office: Taiwan and the United States, Manufacturing: Taiwan, 

Kunshan, Fuzhou, Tianjin, Liuzhou, Guangzhou, Hunan and others in China 

Source: compiled by author 

 

5.1.1 Current operating conditions of the industry 

With China’s rapid economic growth, people’s economic capacity has enhanced, so 

people began to demand a more material life, such as the demand for cars. In the global 

auto sales chart in 2012, China won the title of the world’s largest automobile market58, 

and also led the auto parts market in China.  

 

In the early days, there was less demand for automotive components in Taiwan. The 

auto parts enterprises in Taiwan began to focus on the international market. At the same 

time, China was in the process of economic reform, with a large population, cheap labor 

costs and low plant construction costs. Therefore, L Company started to invest in China 

as a production base, set up a factory and began to produce, in order to achieve mass 

production of economic scale. The sales performance of L Company in China is 

excellent due to China’s rapid economic growth, and L Company also continued to 

invest in factories in other provinces. At present, most of the products produced by L 

Company in China are sold to the China market, the destination is in China, so there is 

no need to consider the extra cost or overseas transportation fee. Related components 

                                                 
58 NAV2 (Shanghai) Co., Ltd. 2012 Quanqiu Qiche Xiaoliang Paihangbang: Zhongguo Diyi. (Global 

automotive sales chart in 2012). http://www.nav2.com.cn/news/2013/02/6349. 4 February 2013. 

http://www.nav2.com.cn/news/2013/02/6349
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manufacturers are also in China, from upstream to downstream, vendors can be 

completed in time the delivery of spare parts arrangement, no time difference, couple 

with the division of labor and the professional cooperation for individual vendor, they 

create the economies of scale for this industry, with the cost advantage and flexible 

mode of production 

 

5.1.2 The factory relocation 

The auto parts industry is characterized by the factories such as industry cluster and 

supply chain support, and the steady growth of China’s domestic market is the main 

focus of sales, therefore, although the industry is a labor-intensive industry, L Company 

remains in China to develop continually after the assessment. However, in view of the 

changes of the overall investment environment in China, the new plant will be inland 

or westbound direction to develop, in addition to considering the increase in labor costs, 

and local government policy implication such as increased environmental pollution 

requirements, the leased plant being redeemed for local government economic 

development and others issues. However, the inland areas are poorer and they hope that 

foreign industry will invest, establish plants and construction there, so the local 

government released many preferential policies, like free or low-cost to supply for 

factory premises, announced investment protections and so on. Once the foreign 

industry is stationed to invest in the inland, in additional to the local entities being able 

to provide a lot of employment opportunities, but also bring in the local business district 

and the surrounding economic developments. The new plant being located in Hubei, 

besides the cheap cost to obtain the land rights, the local labor costs are low as well, 

with rich natural resources, adjacent to where relevant manufacturers are stationed. 

There are many advantages for this type of auto parts industry to be located here. 

 

5.1.3 The challenge and difficulties 

Although L Company has the above-mentioned response strategy for the change of the 

investment environment in China, L Company has also been thinking about the future 

development direction for the future expansion and arrangement in their plants – west 

and south. For the west, the development of L Company in inland cities has been stable, 

however, compared with the early development of coastal cities, the quality of the 

workforce in inland cities is not as good as coastal cities. In the early period of China’s 

economic development, people’s living and material conditions are not good, so there 

are many migrant workers in the cities seeking work. These workers work seriously 
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and have a positive attitude. Later, China became prosperous and people’s lives 

changed for the better, with good material conditions. Lots of lands in inland cities have 

developed, the people in inland cities suddenly got rich. Therefore, many people in 

inland cities are not active in work, are lazy, innocent, have no momentum and passion 

in the work they do. So it is difficult to find the talented workers in the interior and 

Taiwanese managers are very hard pressed to find the kind of workers they need. 

However, for the south, it is not easy to implement, that is because there are language 

barriers in Southeast Asian countries. This is because not all Taiwanese can 

communicate with locals through English, with the automotive components industry 

market and supply chains have been developed in China for many years. It is not easy 

to do if the existing plants are relocated and new plants established outside of China. 

Company executives are still assessing the matter. 

5.2 A Company 

A Company was established in 1989, is a subsidiary of a world-renowned brand, 

currently they have about 9,000 employees around the world, with an annual sales 

amount of more than 1.2 billion US dollars (See Table 18). Specializing in network 

communications and electronic product development. Now their headquarter is in 

Taiwan, and the factory park in Suzhou. The target is sustainable development in this 

industry, focusing on the spirit of continuous innovation in research and development, 

and to provide an after-sales services for the most invocative, high-quality products 

with peace of mind, and satisfactory turnover. 

 

 

 

 

 

 

 

 

 

 

 

 



 

65 

Table 18 A Company Overview 

Establish August, 1989 

Industry electronic manufacturing industry 

Business 

(1) the communication products design, develop, manufacture and sales  

(2) the computer multimedia products design, develop, manufacture and sales  

(3) the wireless networking products develop, manufacture and sales 

Major customers China, Taiwan, European, American and other regions 

Main Products 

Modem, ISDN card, broadband data communication, Cable Modem, ADSL, Web 

application, wireless network, the central office broadband communication and smart 

car products.  

Business location 
Headquarters: Taiwan, Sales office: Taiwan and China, Manufacturing: Taiwan and 

Suzhou 

Source: compiled by author 

 

5.2.1 Current operating conditions of the industry 

The investment location of Taiwan’s electronic manufacturing industry in China. They 

were concentrated in the southeast coastal cities in the early period, but with other 

provinces following the trend to open up and develop, Taiwanese investment motives 

from production-oriented to market orientation followed and the invest location began 

to develop to the north. From the Peal to the Changjiang River delta region, and the 

formation of the upstream, middle-stream and downstream distribution industries 

formed in a cluster.  

 

Early on Taiwanese businesses that went to China to invest mainly focused on the 

productions of consumer electronics and low-tech electronic components. Most of these 

industries are labor-intensive manufactures, mainly using low-cost labor in China at 

that time. The products will be exported immediately once they were finished. Later, 

with China’s economic rise, coupled with the trend for parity with electronic products 

and large domestic market potential, making more and more manufacturers in China 

active in this layout. Industry cluster effect occurred, the whole industry in the 

proportion of products in China increased year by year, so the supply chain industries 

have also followed along to invest in China. For A Company, the component was 

ordered from Taiwan before but now the vendor has moved to China. Now all together 



 

66 

in China to develop closer cooperation between each other, and bring lots of revenue 

for A Company operation cost. 

 

5.2.2 Factory relocation 

A Company was invested in China is based on the cheap land and rent, with large and 

abundant low labor, and the cluster effect for related industries, manufactures and 

vendors, from upstream to downstream, they all enter to invest in China, coupled with 

China’s vast domestic market with a high degree of attraction, as early as the China 

market, to grasp the consumer base and market trend, and the business risk dispersion. 

So the reason for A Company later decided to stay in China to develop, is not the major 

consideration for labor cost. After the labor cost increased year by year, coupled with 

the minimum wage, social security and insurance costs and other relevant policies, A 

Company still decided to stay in the original site to continue to develop after the 

assessment, but in order to reduce the impact of rising the operation costs, A Company 

will take the response as follows. 

1) Automatic production line: The automation equipment can reduce the number 

of employees, reduce the impact of the staff transfer / loss, and also can attract 

new and old customers to place an order through the automation equipment 

upgrade. 

2) Employee capacity improvement: The factory will optimize the assembly 

process, to streamline the test project development, reduce to the production 

line re-test rate and test time, implement the workstation one to many tests to 

enhance production capacity. 

3) Product cost adjustment: The production team will seek the same function but 

the price is with more cost-effective components, and test with Research & 

Development (R & D) team, engineer team to make sure the result is acceptable, 

get customer confirmation, update the Bill of Material (BOM) to reduce the 

product costs. 

  

A Company has been alerted to the changes of investment environment in China for a 

long time, so they implemented the response measures very early, coupled with the 

parent company is a large electronic information company in Taiwan. The parent 

company can provide ample budget for the China plant in the automation products lines, 

staff capacity to upgrade projects such as testing and research and development. The 
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China plant did not worry about the funds, so they can complete the above projects and 

achieve the targets with the company expected to implement the results. 

 

5.2.3 The challenge and difficulties 

In the electronics manufacturing industry, about 80% of the Taiwanese industries in 

this area have already developed in China, like D-link Corporation in Dongguan, 

CastleNet Technology Inc. in Kuanshan, Pegatron Corporation in Suzhou, AsusTek 

Computer Inc. in Suzhou. Therefore, although these Taiwanese are aware of the change 

of investment environment in China, they still do not consider leaving China because 

of the existing industrial cluster and the potential of the domestic market, and therefore 

each one has the corresponding strategy. For A Company, in addition to the above 

corresponding way, but also actively develop high-margin, low cost production, 

promote knowledge management to enhance business performance, build electronic 

systems to enhance competitive advantage, produce research and development projects 

to strengthen collaborative industry value chain, high-commissioned work outsourcing, 

the purpose of cutting expenditure. However, due to the slowdown in global economic 

growth and China has entered the “new normal” in economic development, the overall 

economy is not as good as before, less market demand. The prices have declined, with 

the electronics manufacturers of China has rose in recent years and took the price 

competition, so that the meager profit, as well as rapid market change, short production 

life cycle, these factors all make more challenges and difficulties to develop the 

operation of A Company. 

5.3 Discussion 

With the change of investment environment in China, the related policies have 

released and the requirement of industrial transformation, the Taiwanese Small and 

Medium Enterprises (SMEs) which depend on the low labor cost in China to invest, 

are faced with the problem of whether to continue to develop in China. But in addition 

to the above cases, there are still many enterprises that decide to stay in China to 

invest and develop. Such as Want Want China Holdings Limited, early on in Taiwan 

is a famous brand. In 1992, the company formally entered into investment in China, in 

2004, they choose to invest and set up a factory in Huna and later business growth, 

and actively establish factories in other provinces to grab market shares. The 

proportion in sales and operation from China increased year by year, in 2003, the 
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proportion was as high as 85%, and it continues to increase, so the company decided 

to move the high-level business headquarter in Taipei to Shanghai59. As of December 

2015, Want Want China Holdings Limited in China has set up 34 sales branches, 357 

business units60, and is now the largest leisure food group in China. In order to gain 

access to China’s vast and rapidly growing domestic market, Want Want China 

Holdings Limited in addition to continuing to develop the original production lines, 

also cooperated with the Japanese business interests in food, catering ,beverage, dairy 

and other fields61, with the extension of operation tentacles to create higher revenue 

and market sharing in China.  

 

Tripod Technology Corp. is another example of the west. This company produces the 

Printed Circuit Board (PCB). The manufacturing process is complex and the use of a 

variety of chemicals and special raw materials, resulting in waste water, and a wide 

range of other waste. In addition to containing a variety of organic pollutants, but also 

contains a large number of heavy metals, like copper, lead and nickel. The result is that 

there is not only pollution intensity and the pollution characteristics with the product 

level will become more complex. If the pollution prevention and control work are not 

well executed, it will cause serious environment pollution62 . Under the policy of 

minimizing labor wages, social security and insurance cost and environmental 

protection in China, the high-polluting industries are no longer encouraged and the 

licensing of wastewater for PCB has become more stringent. Therefore, in line with the 

“Western Development” policy, man PCB manufactures plant to invest in the inland in 

the West. Tripod Technology Corp. was invested and set up the factory in Xiantao City, 

Hubei provinces in 201263, and officially operation and production began in 2013. As 

the demand for automotive applications increase, the automotive industry from the 

                                                 
59 Shanghai-Taiwan Organization. Taiqi Zongbu Xijin Shanghai De Sida Dongyin. (The four major 

drivers of Taiwanese enterprise headquarter west to Shanghai). http://www.shanghai-

taiwan.org/big5/shtw/n32/n38/u1ai4076.html. 17 January 2002. 

60 Want Want China Holding Limited. Guonei Shichang. (China domestic market). http://www.want-

want.com/about/Market_73464968921481216.aspx 
61 Zheliang, Lin. Kangshifu & Tongyi & Wangwang Taizi Shipin Sanxiong Jingzhu Zhongguo Shipin 

Yige. (The competition of three Taiwan master food enterprises in China). 

http://www.ettoday.net/news/20120713/73942.htm. 13 July 2012. 

62 Industrial Development Bureau, Ministry of Economic Affairs. Huanbao Jishu Fudao Jihua: Hangye 

Zhicheng Jianfei Ji Wuran Fangzhi Jishu – Yinshua Dianluban. (The environment protection technical 

counseling program: waste reduction and pollution prevention technology process – printed circuit 

board industry). http://ebooks.lib.ntu.edu.tw/1_file/moeaidb/012654/a03g014.pdf. 2005 

63 Qinfa, Zhang. Jianding Xiantaochang Laidian Qie Ganbu Jinwei Chunjie Hou Daliang Touru 

Guangdianban Shengchan. (The power and human have settle in Tripod Xiantao factory, mass 

production in photoelectric boards after Chinese New Year). Cnyes Co., Ltd. http://www.cnyes.com/. 

28 January 2013. 

http://www.shanghai-taiwan.org/big5/shtw/n32/n38/u1ai4076.html
http://www.shanghai-taiwan.org/big5/shtw/n32/n38/u1ai4076.html
http://www.ettoday.net/news/20120713/73942.htm
http://ebooks.lib.ntu.edu.tw/1_file/moeaidb/012654/a03g014.pdf
http://www.cnyes.com/
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electronic generation into the automation generation, increase the electronic detection, 

communication application, to provide PCB industry business opportunities, and 

favorable market sentiment. Therefore, the company continue to expand its investment 

in the Xiantao plant64 after an assessment of the market demand predicted that it would 

contribute revenue in the future. 

 

In addition to the above two companies, L Company and A Company are also among 

the companies that have decided to stay in China. Although these companies are in 

different industrial sectors, but the changes in the overall investment environment in 

China impact them both, such as the minimum wage, the increase of security and 

insurance costs, the environment protection policy and the western development policy 

and so on. All of the industries in China have been impacted to a greater of lesser extent. 

So many Taiwanese SMEs face these challenges and prompts the enterprises to think 

about the next steps and evaluate whether to stay in China or not, put forward the 

responses to meet these challenges, so that the overall impact to the investment 

environment is kept to a minimum. (See Table 19) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
64 Taiwan Printed Circuit Association. Qicheban Qunxiong Bingqi Jianding 2016 Zai Kuojian 

Xiantaochang. (More competitors of automotive board entered the markets). 

http://www.tpca.org.tw/news_in.aspx?siteid=&ver=&usid=&mode=&mnuid=1049&modid=20&nid=1

6111&noframe=. 22 December 2015. 

http://www.tpca.org.tw/news_in.aspx?siteid=&ver=&usid=&mode=&mnuid=1049&modid=20&nid=16111&noframe
http://www.tpca.org.tw/news_in.aspx?siteid=&ver=&usid=&mode=&mnuid=1049&modid=20&nid=16111&noframe
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Table 19 The comparison list of the development in China for case company 

Company L Company A Company 

Industrial automobile and parts 

manufacturing industry 

electronic manufacturing 

industry 

Establish 1971 1989 

Time to enter China 1992 2001 

Place to enter China Kunshan/Jiangsu province Wujiang/Jiangsu province 

Sales market Focus on China domestic 

market 

Export to European and the 

United States:80%, China 

domestic market: 20% 

Background to entry China 1 cheaper labor cost 

2 low land cost 

3 favorable conditions for 

factory establishment 

1. low production cost 

2. supply chain movement 

3 the risk diversification 

Further direction of relocation West Remain 

Reason to stay in China 1 the land cost of westbound 

2 the local government provides 

tax concessions and preferential 

policies 

3 the local government support 

and welcome to invest 

1 the cluster effect 

2 Automatic production 

3 the parent company support 

Will go to invest in the south? Consider and evaluate Not know 

Source: compiled by author 

 

In general, A Company and L Company have the following several points in common 

that they decided to continue to stay in China, 

1) Entering the time early: The time for the two companies to enter China’s investment 

are considered early, the labor wages, land costs are cheaper at that time, coupled 

with the sustained economic growth, China has continued to release preferential tax 

policies and incentive regulations, therefore, the atmosphere of the overall 

investment environment was warm and the economic and trade exchanges between 

Taiwan and China were close. China is welcoming to Taiwanese SMEs to invest 

and develop there.  

2) Large-scale company: The parent company for A Company and L Company are rich, 

well-funded, financially strong, so the subsidiaries do not have to worry about the 
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funds needed to operate in China. And the parent company has planned funds to 

cope with the investment environment change of China, such as the minimum wage 

requirement, the cost of social insurance and security and other costs, these kinds 

of rising costs, subsidiaries do not have to worry about the capital and funding issues.  

3) Industrial cluster: The auto parts and electronic component industry, their relation 

and cooperation with the supply chain, the related components manufactures are 

located in the industrial cluster circle, make it so the clients can easily purchase 

needed items, so a single company is not easy to move out of this area to develop 

in other regions or countries alone, coupled with this is that the production line and 

equipment are large-scale, not easy to move, so the company will not easily decide 

on relocation.  

4) Domestic Market consideration: China has large population, and the income of the 

middle class has improved. It is expected to stimulate the domestic consumption 

market. In the huge market of 1.3 billion people, there are many and infinite 

business opportunities. After A Company and L Company entered into China in the 

early years, the companies have discovered the vast business chances there in the 

future. Therefore, they are in the process of planning relevant operation strategies 

and market layouts to actively expand into China’s domestic market. 
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Chapter 6 - Concluding Remarks 

From this study, it is found that different Taiwanese Small and Medium Enterprises 

(SMEs) in China have different considerations for relocation choices when they face in 

China the increase in the labor cost, the industrial restructuring and upgrading policies. 

Although the labor cost is the primary consideration of each Taiwanese SMEs in China, 

but in the face of location selection, the situation becomes complicated due to the 

different conditions of the industry itself, different industrial characteristics and 

different target market factors. Some factors can be offset and overcome, but others 

cannot. Therefore, not all Taiwanese SMEs choose to leave China. Some are 

constrained by their size and capital. Being export-oriented, they need to choose 

inexpensive production sites. If these Taiwanese companies deeply rely on the supply 

chain of industrial clusters, they may not decide on the relocation by simply considering 

circumstances of their own company. As for Taiwanese SMEs which have a larger size 

with more capital and whose target market is China’s domestic market, they have more 

capabilities to respond to the rise of China’s labor cost and to the investment for 

industrial upgrading. This paper concludes that Taiwanese SMEs face an environment 

where different factors are interlocked and form a complex dynamic system. Many 

decisions ought to be made by cogitating not only on the short-term impact of a single 

event, but also on the long-term trend so as to deepen the understanding of the complex 

environment and to adjust the previous decision based on the evolution of situations. 

 

6.1 Findings 

1) The impact of labor cost on the relocation selection 

Taiwan's traditional industries are mostly labor-intensive and export-oriented, and the 

majority of these traditional industries are small and medium enterprises. Unlike 

foreign companies or large group companies, the size of SMEs is small without much 

capital. Thus, how to lower manpower costs is a very important countermeasure which 

is highly related to the decision-making process of plant relocation. Low wages attract 

Taiwanese SMEs’ investment in China market at the early stage; however, due to the 

steady rise of operating cost in China, the economic incentive of the early period has 

been gradually disappearing. Hence, after overall assessment, K Company chooses to 
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invest and set up its factory in Vietnam because of its low labor cost and abundant 

manpower. 

 

Despite Association of Southeast Asian Nation (ASEAN) countries’ economic boom 

in recent years, these emerging developing countries may face a shortage of labor force 

in the future 65  once their economic development reach a stable stage and the 

consuming power of their people is higher than before—two facts that will affect 

people’s willingness of engaging in labor-intensive work. Since China’s economic rise, 

the China government has implemented policies regarding the minimum wage, social 

security and insurance cost, environmental protection, industrial restructuring. These 

regulations bring about the rise of operating costs. Some of ASEAN countries have also 

carried out similar policies. For Taiwanese SMEs which choose the southbound 

investment in ASEAN on the basis of its lower labor cost, they will also encounter some 

challenges that derive from ASEAN countries’ national development policies and 

industrial transformation in the future. 

 

In the era of globalization, competitions in the same industry are very intense. Relying 

only on the abundance of labor force is an obsolete managerial strategy. The China 

government requires that enterprises in China should undertake business transformation 

and upgrading. Taiwanese SMEs which decide to continue their business in China are 

obliged to invest in automated machines and equipment. Besides, the global economic 

momentum decreases, and China’s economy enters a “new normal”—low growth—

stage. Foreign companies or large group companies in China may easily finance the 

investment cost to upgrade their machines and equipment. As for Taiwanese SMEs, 

even though they understand the importance of automation technology and try to 

upgrade of their production line to cope with the potential problems of industrial 

upgrading and increasing labor costs, they still find it hard to keep pace with these 

financial and political changes. 

 

Taiwanese SMEs that invest in setting up factories in Southeast Asia focus mostly on 

local low labor costs. However, due to differences of politics, cultures, religions, 

languages, and life styles between the two parties, their people have different values 

and beliefs. Efficient and effective human resources management of local employees 

                                                 
65 Saadia Zahidi. The Next Industrial Revolution Is Coming to Southeast Asia. 

http://time.com/4347339/asean-world-economic-forum/. 29 May 2016. 

http://time.com/4347339/asean-world-economic-forum/
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is, therefore, pivotal to the success of Taiwanese SMEs’ business. K Company selects 

highly competent Vietnamese employees who currently work in Taiwan for positions 

of technicians or supervisors in its subsidiary in Vietnam once they enhance their 

relevant skills after a sequence of training and performance assessments. Through this 

kind of internal training and personnel development programs, K Company can expand 

its overseas market with much less difficulties concerning cross-cultural management 

in its subsidiary. Moreover, these skilled Vietnamese employees are promoted to key 

managerial position in the local company, which indirectly strengthens their loyalty to 

the parent company. 

 

2) The impact of the target market on the relocation selection 

The major customers of K Company are from European and American markets, and its 

factories are located in Asia. From transportation costs’ point of view, there is no great 

difference whether goods are shipped over from China or from Southeast Asia. Vietnam 

now enjoys the privilege of the Generalized System of Preferences (GSP) from the 

European Union (EU) and the United States. Preferential tariffs can thus be applied to 

Vietnamese imports in Europe and in the United States. From this perspective, it is a 

rational decision for Taiwanese SMEs whose target markets are in Europe and in the 

United States to choose to invest in Vietnam. If Taiwanese SMEs aim for China’s 

domestic market, they need to take into consideration inland transportation costs, 

China’s national policies and regulations, tax incentives from local governments, 

China’s long-term economic development, domestic market management, local 

competitors, and so forth. 

 

It is critical for export-oriented Taiwanese SMEs to quickly export products from their 

factory to their target market. Sound transport infrastructure plays a crucial role in 

relocation selection. Long and narrow country, Vietnam owns international ports along 

its coastline, which facilitates shipment of products by sea to other countries. Again, 

the ASEAN’s economic growth and its demographic dividend demonstrate its clear 

development potential and provide incentives for investment in Vietnam as a strategy 

of international business expansion. 

 

The hand tools industry in Taiwan is small in terms of scale and production capacity. 

For upstream and downstream manufacturers, one’s relocation decision does not 

necessarily affect that of the other. The factory of K Company produces low-end 
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products in Vietnam. It is not difficult to get the relevant components in the local area. 

There are even some Taiwanese SMEs located in the industrial zone in Vietnam which 

can satisfy the business demand of K Company. Besides, its target markets located in 

Europe and in the United States, K Company does not need to take China’s domestic 

market into consideration. The impact of industrial cluster is consequently not obvious. 

Nevertheless, compared with hand tools industry, electronics industry or auto parts 

industry has a considerable scale of production line with large machinery and 

equipment. The process of production usually requires a huge amount of complex 

relevant components. That is the reason why their upstream and downstream 

manufacturers relocate together, forming an industrial cluster and a complete supply 

chain services. What’s more, the business focus of electronics industry and auto parts 

industry is mainly on China’s domestic market. It is essential to meet demands of the 

local market and to offer customers quick, first-rate services. The two examples above 

manifest that different industries have different demands and solutions with regard to 

industry cluster and supply chain support.  

 

The operational management and risk control are important in terms of enterprise long-

term management, especially in Taiwanese SMEs. The majority considerations for 

Taiwanese enterprises invested in foreign countries are cost issue, even the risks have 

more uncertainty in overseas which compared with Taiwan. But there will be bring 

more high output, capacity in production and contribute more sales and revenue when 

their factory location set up in overseas where lower labor cost. Therefore, Taiwanese 

SMEs still willing to invest and set up the factory in there. The early investment of 

Taiwanese SMEs in China is an example. However, along with the investment 

environment change in China, like operation cost increasing, economic slowdown, 

growing demand in domestic market, and China’s policy on upgrading industrial 

structure, in addition, the special cross-strait relation between Taiwan and China always 

poses a potential risk to the business operation. These factors will impact the future 

development of Taiwanese SMEs in China. When Southeast Asian countries provide 

the lower cost advantage and preferential terms for foreign investments, southbound 

market expansion may be a turning point and a viable strategy for Taiwanese SMEs’ 

long-term development. For K company, the impact of regional situation on the 

relocation selection, this factor has relatively smaller effect when they compared with 

the above two factors. After the overall assessment, K Company decide to move from 

China and relocate in Vietnam. But in the investment strategy of K Company, the 
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regional situation is still on the list of key factors that need to monitor. Besides, K 

Company continue to pay close attention to the regional situation and the local 

regulations, plan the response strategy and actions, to reduce the impact to all changes 

from region. 

 

The contribution of this research is to compare the important factors of Taiwanese 

traditional industries in the westbound and southbound, and supplemented by different 

Taiwanese enterprises to fully understand the decision-making of relocation. From 

private companies and government, Taiwan continues to invest and pay attention to 

ASEAN, but the previous researches for this issue are only focus on specific direction, 

either southbound or westbound but without comparison. In addition, the relatively 

studies of Taiwanese hand tools industry are less. In terms of China's investment 

environment, it is different from the 1990s, Taiwanese enterprises’ challenges are very 

different when they make the location selection and investment layout. In the fact of 

business growth bottlenecks for Taiwanese enterprises, different industries will make 

different consideration and decisions when they analyze the impact of labor cost and 

other factors because of their different background and conditions. This study shows 

that the southbound has considerable attraction for Taiwan SMEs’ location 

consideration, and the enterprises which choose the development in China that concern 

China’s domestic market, they must continue to focus on overall development of China. 

6.2 Limitations and Suggestions for Future Research 

This paper focuses on the traditional Taiwanese SMEs which enter the China market. 

Although the general deduction is carried out according to the information of literature 

review and the methodology of case study, there will be inevitably some omissions if 

the case is put under different social or economic circumstances. Future researchers can 

delve deeply into this study by using questionnaires and statistical analyses to execute 

a wider range of deduction. 

 

The methodology of case study is applied to this paper for the preliminary data 

collection. During the interviews with senior managers, they sometimes have their 

subjective judgment of their company’s operational management and strategic planning. 

The interviewees may also avoid revealing confidential data and their company’s 

internal charter norms. At times they cannot offer more information because they do 
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not participate in the decision-making previously. These situations may cause 

inadequate data collection. 

 

The three companies investigated in this paper belong to different industries. Future 

studies can focus on a specific industry, analyzing Taiwanese SMEs’ future factory 

relocation/establishment decision and its impact on business expansion from an 

industrial perspective. 

 

Unlike Taiwanese SMEs, foreign enterprises in China certainly have their different 

strategies to cope with the slowdown in China’s domestic market and to explore other 

overseas market opportunities. Using cross-national, cross-business and cross-

industrial approaches, future researchers may probe into the feasibility of the 

application of Taiwanese SMEs’ business strategies to foreign enterprises in China. 

 

In this paper, some companies choose to continue their business in China, but they also 

think about entering ASEAN market in the future with a view to the rise of ASEAN, 

demographic dividends and high economic growth. In addition, some developing 

countries like Myanmar, Cambodia are providing preferential policies for foreign 

investors. Trying to find out the next best ASEAN country to invest in for Taiwanese 

SMEs may rely on further research in the future. 
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