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3. The Networking Equipment Manufacturing Bottleneck 

in China 

 

This chapter will look into the problems and bottlenecks that are facing the Networking 

Equipment Manufacturing industry in China from Taiwan. For example the investment 

limitation caps on the Taiwan firm investing in China. The rules are domestically set by 

the Ministry of Economic Affair’s (MOEA) Investment Commission (IC) under 

Executive yuan. Economically or politically control the capital flows into China. There 

are more challenges on China’s side, the new Employment Contract Law and 

Enterprise Income Tax Law implement in 2008. These bottlenecks though are not in the 

controls of the manufacturers. However these bottlenecks are also for all investor 

across industries. China is an export oriented industry, every penny increase on the 

product cost will deduct it’s competitiveness in the market. 

 

For the beginning, the paper will be on a macro point of view beyond Taiwan and China, 

in identifying the global obstacle that is specifically confronting the networking 

industry. 
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3.1 General Problem Faces Taiwan Networking Equipment 

Manufacturers in China 

 

The networking product buyers are limited to broadband subscribers. Without the 

broadband access, we can theorize they are not in the market for networking product. 

There is a term called this a “Digital Divide”. Very few of the enterprises or home users 

will purchase the networking product for merely Local Area Network (LAN) use. 

Therefore the broadband penetration is a very important reference for the potential 

market. Below is a world statistic of the broadband penetration by ranking top 20 

countries. These countries correspond to the largest market of networking product 

buyer. 

 

Broadband Internet Statistics 

 

# 
Country or 

Region 

Broadband 62 Broadband Population Source and Date

Subscribers 
Penetration 63 

(%) 
( 2007 Est. ) of Usage Data

1 United States 66,213,257 21.90% 301,967,681 OECD - June/07

2 China 48,500,000 3.70% 1,317,431,495 MII - Sept./06

3 Japan 27,152,349 21.10% 128,646,345 OEDC - June/07

4 Germany 17,472,000 21.20% 82,509,367 OECD - June/07

                                                 
62 Broadband corresponds to fast Internet, and includes several technologies (ADSL, Cable, Dedicated 
Lines, etc). 
63 Broadband Penetration Rate is the national total of connections (or subscribers) 
divided by the population and multiplied by 100. 
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5 Korea, South 14,042,728 27.40% 51,300,989 OECD - Dec./06

6 
United 

Kingdom 
13,957,111 23.10% 60,363,602 ECTA - Mar./07

7 France 13,677,000 22.30% 61,350,009 Teleco - Mar/07

8 Italy 9,427,300 15.80% 59,546,696 ECTA - Mar/07

9 Canada 7,675,533 23.70% 32,440,970 OECD - Dec/06

10 Spain 7,505,456 16.70% 45,003,663 CMT - July/07

11 Brazil 6,417,000 3.40% 186,771,161 Teleco -June/07

12 Netherlands 5,388,000 32.80% 16,447,682 ECTA - Mar./07

13 Taiwan 4,505,800 19.60% 23,001,442 ITU - Sept/07 

14 Australia 3,939,288 18.80% 20,984,595 OECD - Sept/06

15 Mexico 3,728,150 3.50% 106,457,446 OECD - Sept/06

16 Turkey 3,632,700 4.80% 75,863,600 ECTA - Mar/07

17 Russia 2,900,000 2.00% 143,406,042 ITU - Sept./07

18 Poland 2,640,000 6.90% 38,109,499 OECD - Dec./06

19 India 2,520,000 0.20% 1,129,667,528 TRAI - June/07

20 Sweden 2,478,003 27.20% 9,107,795 ECTA-March/07

TOP 20 Countries 268,150,077 6.90% 3,890,377,607 IWS - Nov.14/07

Rest of the World 36,321,302 1.40% 2,684,288,810 IWS - Nov.14/07

Total World 

Subscribers 
304,471,379 4.60% 6,574,666,417 IWS - Nov.14/07

Table 3.1-1 Top World Countries with Highest Internet Broadband Subscribers in 2007 

64 65 

 

                                                 
64 Data source http://www.internetworldstats.com/dsl.htm  
65 Data updated September 20, 2007. 
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Picture 3.1-1 Computer penetration per 100 people worldwide. 

 

There are many interesting reports published on the World Internet Stats web site. 

Beside the reference above shows the broadband internet statistics of top world 

countries with highest internet broadband. There is another table sort the ranking by 

broadband penetration. However I think the penetration by percentage is not realistic in 

showing the market volume. For example the country with highest broadband 

penetration of 36.5 % is Bermuda, but it’s population is merely 23,600 which is not 

significant market in volume. Here is the link to the statistical table by broadband 

penetration. http://www.internetworldstats.com/dsl.htm 

 

The broadband penetration of one country requires the joint effort of 

telecommunication provider and government. In many countries, telecom operators are 

state owned. Networking equipment manufacturers play very small role in directing the 
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policy of broadband infrastructure. Since most of the small and medium size business 

and home use networking product are manufactured in China by Taiwan invested 

company. If this broadband penetration piece of pie is not getting bigger, it is very 

possible that the manufacturers will be facing marketing saturation bottleneck in the 

future. 

 

Market saturation though can also be compensated by the technology development. 

There are many countries and people who are new tech enthusiastic, they are willing 

spend money on anything that is new, either product or technology. However those are 

account for small number compare to average general public. In my experience of 

being a networking engineer, the bottleneck is created by our own. The problem of our 

industry is “We are moving way too fast”. In the past, Black and White TV takes decade 

to evolve to Color TV, then many decades to Flat panel TV. Each product has a long life 

span for many years. Customers are well knowledge of the technology and slowly 

accepting the new technology before moving onto the next generation of product. 

Electronic manufactures can make maximum profit from one type of product or 

technology, and having enough financial backup to develop the next generation 

concept. 

 

However in today’s technology, each product has very short life cycle before the next 

newer or more advanced product comes out. End users may not be familiar with the 

new technology driven product and simply not buying the product anymore. It caused 

the profit could be generated by a product being decreased or minimized. 

 

Take the wireless LAN technology for example, 802.11b 11Mbps product came out the 

market around 1999, in 2003 it was being replaced by 802.11g 54Mbps. Faster product 
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of draft 802.11n is available in as early as 2006. The product life cycle is from 4 years 

of 802.11b to 3 years of 802.11g, getting shorter and shorter. The outcome is low 

product profit, low technology awareness.  

 

Unlike agriculture industry, a crop must take one year to grow from seed to harvest. In 

IT industry, whoever can commercialize the product faster, lowering the manufacturing 

cost greater will seize the market. Then the product moves onto the next new generation. 

Squeezing the life time of product short, in order to maximize the profit. But how about 

one day there is no new technology or technology has reached a bottleneck. What does 

the factory do at the time then? Aren’t we creating the bottleneck for our own? 
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3.2 The Investment Limitation Set on Taiwan Public Listed 

Networking Equipment Manufacturers in China 

 

3.2.1 The MOEA IC 

 

Talking about the Investment Limitation set on Taiwan companies invest in China, we 

need to refer to Investment Commission under Ministry of Economic Affair 

經濟部投資審議委員會( ) short for “MOEAIC”. MOEA IC was formally called 

Oversea Chinese and Foreign National I 華僑及外國人投資審議委員會nvestment ( ) 

in 1954. The organization is in charge of promoting foreign investment and cooperation 

in Taiwan. In addition, the commission is also screening the outward investment from 

Taiwan. The Commission assumed it’s current name Investment Commission in 1973. 

 

The MOEA IC couldn’t consider a government department which attracts many 

attentions in the past years. However with the industry in Taiwan gradually move over 

to Mainland China. Investment Commission’s decision has become a controversial 

issue. In the 90’s when the first wave of Industry that moved to China, the scale of 

economic wasn’t being screened by the commission due to low capital investment. In 

recent years, the investment however emerged from labor intensive with low cost 

machine to capital intensive with expensive machinery. Commission’s decision 

became crucial to one company’s fate and also Taiwan’s industrial direction and even 

political debate. 

 

The commission organizational structure is consisted of Chief commissioner from 

MOEA and commissioner from Ministry of Finance, Foreign Affair, Transportation 
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and Communication etc.. Almost all the important government organization chief has a 

commissioner title. The purpose of such structural is obviously establishing screening 

mechanism of government on the investment in Mainland China. Refer to the MOEA 

IC website, the screening of investment in China falls on the division 2 of the total 4 

divisional structure of IC. 

 

Division 2’s functions description as below. 66 

 

1. Screening of applications for investment in mainland China. 

2. Screening of applications to engage in technical cooperation in mainland China. 

3. Screening of applications for outward investment. 

4. Screening of applications for outward technical cooperation. 

 

3.2.2  The Screening of Investment to Mainland China 

 

According to the article set force in the “Screening Guidelines of Investment or 

Technical Cooperation in Mainland China 

(在大陸地區從事投資或技術合作審查原則) updated on Aug. 29 2008. 67 Overall 

the commission categorizes investment into two types – Prohibited and General. The 

prohibited investment includes anything in violation of the international laws, may 

threaten the national security/defense, or involve in major infrastructure construction. 

The General investment includes all that are not included in the prohibited field. The 

guidelines, which leaves a lot room for commissioner’s rule out. 

                                                 
66 經濟部投資審議委員會 (Investment commission, Ministry of Economic Affair ) 
http://www.moeaic.gov.tw, 2009/3 
67 經濟部投資審議委員會 (Investment commission, Ministry of Economic Affair ) 
《在大陸地區從事投資或技術合作審查原則》 (2008.8.29更新) 
http://www.moeaic.gov.tw/system_external/ctlr?PRO=LawsLoad&id=9 , 2009/3 
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When screening the General category of investment. There are 3 principles to follow, 

which are.  

 

1. The investment in China that will further enhance the competitiveness or will 

further strengthen the global logistics of such industry domestically. 

2. The industry that requires moving to China for continuous growth. 

3. Enhanced screening is required if moving to China will cause the mandatory 

transferring of technology or losing the technology competitiveness. 

 

Regarding the actual capital invested to Mainland China, the regulation stipulates the 

following 3 guidelines. 

 

1. Personal investment : 5 millions US Dollar per year 

2. Small and Medium Enterprise: 80 millions NT Dollar or 60% of company’s net 

worth (淨值 合併淨值) or consolidated net worth ( ), whichever is higher. 

3. Other Enterprise: 60% of company’s net worth (淨值) or consolidated net worth 

合併淨值( ), whichever is higher. 

 

It was President Ma’s election promise to loosen the control on Mainland China 

investment. After the inauguration, Ma’s policy went to work on Aug. 1, 2008. 15 years 

after the announcement of “Screening Guidelines of Investment or Technical 

Cooperation in Mainland China”. Nearly 20 years after open the visiting to Mainland 

China. However we cannot see the impact of the old regulation on the industry in 

Taiwan without looking back to the history, since the new law is in effect less than 1 

year in 2009. In the last 20 years, which cover the early 90’s migration of labor 
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intensive industries and early 2000’s electronic industry. All these decisions were 

judged based on the old rules. The consequence is good or bad is never known. But 

generally the limitation received negative feedback from many industries in Taiwan. 

There is an old saying, if Acer could enter China market earlier, there would be no 

Lenovo today. For history, there is no such thing as “if”. But in a free economic country, 

government imposes limitation is a policy no one will like. 

 

Here we will look into the old regulation on the capital investment limitation before 

Aug.1 2008. 

 

1. Personal investment was 80 million NT Dollar per year 

2. Small and Medium Enterprise: 80 millions NT Dollar or 40% of company’s net 

worth (淨值) or consolidated net 合併淨值worth ( ), whichever is higher.  

3. Other Enterprise: 40% - 30% - 20% of company’s net worth. 

 

The 40% of company’s net worth is being heavily criticized. Since public listed 

companies are under strict regulation by the government. As for other non public listed 

company or personal investment. The question on the regulation is who will bother to 

report to government anyway.  

 

The screening process is also being loosened after Aug. 1 2008. Here is a comparison 

table on the new and old investment commission screening method. 
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Screening method Before Aug. 1 2008 Current 

Small investment Under 200,000 USD. File 

application in advance 

Under 1 millions USD, 

File application 6 months 

after capital in. 

Simplified Screening Under 20 millions USD  Under 50 millions USD 

Project Screening Over 20 millions USD Over 50 millions USD or 

capital increase over 50 

millions USD.  

Big investment Screening by 

commissioner 

Key technology screening

Table 3.2-1 The comparison of existing screening process and prior Aug. 1 2008. 

 

3.2.3 Consequence of Setting Limitation 

 

In this subsection, tables are extracted from the Investment commission’s web site. The 

commission publishes monthly report on variously inward or outward investment, 

including investment in Mainland China. 

 

This table shows the statistic on indirect investment to Mainland China from 1991 to 

2008. 
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Year Case Amount 

1991~1998 21,646 13,242,658 

1999 488 1,252,780 

2000 840 2,607,142 

2001 1,186 2,784,147 

2002 1490 3,858,757 

(1,626) (2,864,301) 

2003 1,837 4,594,985 

(2,038) (3,103,799) 

2004 2,004 6,940,663 

2005 1,297 6,006,953 

2006 1,090 7,642,335 

2007 996 9,970,545 

2008 482 9,843,355 

(161) (848,035) 

1991~2009.02 37,232 * 76,127,030 * 

Table 3.2-2 Statistics on Approved Indirect Mainland Investment 68 

補辦() means  

                                                 
68 經濟部投資審議委員會 Investment commission, Ministry of Economic Affair 
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This statistics shows the outward investment by area up to Feb. 2009. The data is sort 

by the amount invested in. However why are there so much money being invested in the 

small island of British virgin island, Singapore, Hong Kong or Bermuda.  

 

Area  Case  Ratio  Amount  Ratio  

British possession of 

Caribbean  
1,967 15.88% 22,029,638 36.74% 

U.S.A.  4,962 40.07% 10,674,793 17.80%

Singapore  460 3.71% 5,440,118 9.07% 

Hong Kong  1,032 8.33% 3,091,991 5.16% 

Bermuda 99 0.80% 2,511,657 4.19% 

Vietnam  385 3.11% 2,130,628 3.55% 

Thailand  390 3.15% 1,946,935 3.25% 

Malaysia  313 2.53% 1,754,714 2.93% 

Holland  152 1.23% 1,290,747 2.15% 

Panama  67 0.54% 1,199,806 2.00% 

Japan  475 3.84% 1,182,465 1.97% 

Samoa  353 2.85% 1,049,967 1.75% 

Philippine  173 1.40% 767,375 1.28% 

Indonesia  198 1.60% 622,601 1.04% 

UK 163 1.32% 513,397 0.86% 

South Korea 143 1.15% 488,953 0.82% 

African Area  163 1.32% 438,352 0.73% 

Canada  68 0.55% 359,475 0.60% 
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Germany  151 1.22% 177,175 0.30% 

Australia  58 0.47% 159,942 0.27% 

Nicaragua  29 0.23% 131,821 0.22% 

Czech Republic 24 0.19% 111,848 0.19% 

Brazil  17 0.14% 77,093 0.13% 

Salvador  25 0.20% 50,693 0.08% 

India  30 0.24% 46,201 0.08% 

France  40 0.32% 28,732 0.05% 

New Zealand  8 0.06% 6,295 0.01% 

Other Area of Europe 105 0.85% 508,060 0.85% 

Middle and southern 

America other Area  
151 1.22% 502,525 0.84% 

Other Area of Asia  152 1.23% 345,535 0.58% 

Other Area of 

Oceania  
29 0.23% 321,057 0.54% 

Total  12,383 100.00% 59,960,662 100.00% 

Table 3.2-3 Statistics on Outward Investment by Area from 1952 to Feb. 2009 69 

                                                 
69 經濟部投資審議委員會 Investment commission, Ministry of Economic Affair 
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Industry  Case  Ratio  Amount  Ratio  

Finance and 

Insurance  
1,276 10.30% 20,348,059 33.94% 

Financial Holding 715 5.77% 6,989,539 11.66% 

Electronic 

Component 
1,585 12.80% 6,682,328 11.14% 

Wholesale and Retail 1,868 15.09% 4,587,740 7.65% 

Computer, Electronic 

and Optics 
1,309 10.57% 2,850,350 4.75% 

Textile 287 2.32% 2,312,093 3.86% 

Information and 

Communication 
1,444 11.66% 1,827,509 3.05% 

Transport and the 

Warehouse 
111 0.90% 1,731,379 2.89% 

Plastic 190 1.53% 1,556,487 2.60% 

Chemical Material 489 3.95% 1,425,762 2.38% 

Table 3.2-4 Statistics on Top 10 Outward Investment by Industry from 1952 to Feb. 

2009 70  

                                                 
70 經濟部投資審議委員會 Investment commission, Ministry of Economic Affair 
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Jiangsu is amount the most popular investment province. Including Shanghai together, 

the Yangtze River Delta receives nearly 36 million USD from Taiwan. Guangdong 

received most of the cases registered. But amount remain lower than Jiangsu. The 

reason is Pearl River Delta area tends to be low cost and low skill manufacturer but 

Jiangsu is higher and more capital intensive investment. 

 

 

Province  
Case  Ratio  Amount  Ratio  

Jiangsu Province  5,786 15.54% 25,317,060 33.26%

Guangdong Province 12,039 32.34% 18,286,054 24.02% 

Shanghai  5,156 13.85% 11,320,780 14.87% 

Fujian Province  5,285 14.19% 5,618,500 7.38% 

Zhejiang Province  1,937 5.20% 5,138,063 6.75% 

Shandong Province 920 2.47% 1,404,224 1.84% 

Tianjin  875 2.35% 1,395,167 1.83% 

Beijing  1,123 3.02% 1,319,045 1.73% 

Hubei Province 517 1.39% 870,240 1.14% 

Sichuan Province  376 1.01% 668,800 0.88% 

Chongqing  183 0.49% 667,284 0.88% 

Liaoning Province  517 1.39% 655,402 0.86% 

Hebei Province 309 0.83% 597,577 0.78% 

Jiangxi Province  217 0.58% 487,326 0.64% 

Guangxi Zhuang 

Autonomous Region  
231 0.62% 463,690 0.61% 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

95 

Shanxi  56 0.15% 453,309 0.60% 

Hunan Province  299 0.80% 293,818 0.39% 

Anhui Province  189 0.51% 280,527 0.37% 

Northwest Area 205 0.55% 181,085 0.24% 

Hainan Province  344 0.92% 169,759 0.22% 

Henan Province  239 0.64% 150,367 0.20% 

Heilongjiang 

Province  
109 0.29% 76,472 0.10% 

Yunnan Province  108 0.29% 73,924 0.10% 

Jilin Province  80 0.21% 62,481 0.08% 

Inner Mongolia 

Autonomous Region  
25 0.07% 53,982 0.07% 

East Area 6 0.02% 31,011 0.04% 

Kweichow Province  81 0.22% 29,008 0.04% 

Total  37,232 100.00% 76,127,030 100.00% 

Table 3.2-5 Statistics on Investment to Mainland China by Province from 1952 to Feb. 

2009 71 

                                                 
71 經濟部投資審議委員會 Investment commission, Ministry of Economic Affair 
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Investment by the category, electronic industry among the most heavily invested item 

in Mainland China. 

 

Industry Case Ratio Amount Ratio 

Electronic component 2,227 5.98% 12,555,717 16.49%

Computer, Electronic and 

Optical 
2,630 7.06% 11,912,405 15.65%

Electricity 2,925 7.86% 7,140,660 9.38%

Metal 2,509 6.74% 4,661,505 6.12%

Plastic 2,258 6.06% 3,862,799 5.07%

Machinery 1,894 5.09% 3,235,894 4.25%

Chemical 770 2.07% 3,231,584 4.24%

Non metal 1,518 4.08% 3,175,135 4.17%

Whole Sales and Retail 2,058 5.53% 2,654,827 3.49%

Basic metal 596 1.60% 2,111,390 2.77%

Table 3.2-6 Statistics on Top 10 Investment to Mainland China by Industry from 1952 

to Feb. 2009 72 

 

In the past, many Taiwan investment to China adapts the off shore business method, by 

investing a hollow company and then invest another paper company over sea to avoid 

the government regulation or screening. This can be proved why they are so much 

money went to the small island in Table 3.2-3 Statistics on Outward Investment by Area 

from 1952 to Feb. 2009  There are company manager simply claims he or she only 

                                                 
72 經濟部投資審議委員會 Investment commission, Ministry of Economic Affair 
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works in China but don’t know where the capital came from. However in recent year, 

investment commission is more capable now to obtain hard evidence in against 

company that evade the regulation. 

 

The consequence is top manager of public listed company are giving up the nationality 

of Republic of China and adapts a foreign passport which has better treatment by 

mainland China. This move avoids the government’s supervision and possible legal 

issues. The best example of an old says, business man has no mother land. 
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3.3 The Impact of Employment Contract Law on the 

Networking Equipment Manufacturers and Reaction 

 

3.3.1 The Base of Employment Contract Law 

 

For People’s Republic of China Law on Employment Contract, please refer to 

Appendix I. 

 

The People’s Republic of China employment contract law was adopted at the 28th 

Session of the Standing Committee of the 10th National People's Congress on June 29, 

2007. The law was effective from January 1, 2008. In the first article of Chapter 1 

General Provision, it states “This Law has been formulated in order to improve the 

employment contract system, to specify the rights and obligations of the parties to 

employment contracts, to protect the lawful rights and interests of Employees and to 

build and develop harmonious and stable employment relationships. 73  

 

Prior to the Employment Contract Law, the “Labor Law” of the People's Republic of 

China was adopted at the Eighth Meeting of the Standing Committee of the Eighth 

National People's Congress of the People's Republic of China on July 5, 1994, and 

come into effect as of January 1, 1995. 

 

The Employment contract law was based on the Labor laws. Hence perfect the labor 

laws by requiring a written contract being formulated. Employer and employee should 

                                                 
73 The People’s Republic of China Law on Employment Contract 
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put the employment contract in writing, this is outlined in the Article 10 of Chapter 2, 

“To establish an employment relationship, a written employment contract shall be 

concluded. In the event that no written employment contract was concluded at the time 

of establishment of an employment relationship, a written employment contract shall 

be concluded within one month after the date on which the Employer starts using the 

Employee. 

 

3.3.2 The Impact of Employment Contract Law 

 

The Article 4 mentioned Employee participates in the negotiation concerning 

compensation, work hours, rest, leave, work safety and hygiene, insurance, benefits, 

employee training, work discipline or work quota management, the same shall be 

discussed by the employee representative congress or all the employees. The employee 

representative congress or all the employees, as the case may be, shall put forward a 

proposal and comments, whereupon the matter shall be determined through 

consultations with the Trade union or employee representatives conducted on a basis of 

equality. This article seems reasonable to protect the right of employee. But in China, 

putting employee and employer on the equal negotiation basis is a fairly new concept. 

 

Article 14 part 3, “If an Employer fails to conclude a written employment contract with 

an Employee within one year from the date on which it starts using the Employee, the 

Employer and the Employee shall be deemed to have concluded an open-ended 

employment contract.” This article is in favor of the employee and an open ended 

contract is equivalent to life contract. 
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Article 33, changes such as the name, legal representative or main person in charge of, 

or an (the) investor(s) in, an Employer shall not affect the performance of its 

employment contracts. 

 

Article 40 “An Employer may terminate an employment contract by giving the 

Employee himself 30 days’ prior written notice, or one month’s wage in lieu of notice, 

if:  

(1) after the set period of medical care for an illness or non-work-related injury, the 

Employee can engage neither in his original work nor in other work arranged for him by 

his Employer. 

Article 41, if any of the following circumstances makes it necessary to reduce the 

workforce by 20 persons or more or by a number of persons that is less than 20 but 

accounts for 10 percent or more of the total number of the enterprise’s employees, the 

Employer may reduce the workforce after it has explained the circumstances to its 

Trade union or to all of its employees 30 days in advance, has considered the opinions 

of the Trade union or the employees and has subsequently reported the workforce 

reduction plan to the labor administration department:  

(1) Restructuring pursuant to the Enterprise Bankruptcy Law;  

(2) Serious difficulties in production and/or business operations; 

(3) The enterprise switches production, introduces a major technological innovation or 

revises its business model, and, after amendment of employment contracts, still needs 

to reduce its workforce; or  

(4) Another major change in the objective economic circumstances relied upon at the 

time of conclusion of the employment contracts, rendering them un-performable.  
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When reducing the workforce, the Employer shall retain with priority persons:  

(1) Who have concluded with the Employer fixed-term employment contracts with a 

relatively long term;  

(2) Who have concluded open-ended employment contracts with the Employer; or  

(3) Who are the only ones in their families to be employed and whose families have an 

elderly person or a minor for whom they need to provide.  

If an Employer that has reduced its workforce pursuant to the first paragraph hereof 

hires again within six months, it shall give notice to the persons dismissed at the time of 

the reduction and, all things being equal, hire them on a preferential basis.  

Article 42: An Employer may not terminate an employment contract pursuant to Article 

40 or Article 41 hereof if the Employee:  

(1) is engaged in operations exposing him to occupational disease hazards and has not 

undergone a pre-departure occupational health check-up, or is suspected of having 

contracted an occupational disease and is being diagnosed or under medical 

observation;  

(2) Has been confirmed as having lost or partially lost his capacity to work due to an 

occupational disease contracted or a work-related injury sustained with the Employer;  

(3) Has contracted an illness or sustained a non-work-related injury, and the set period 

of medical care therefore has not expired;  

(4) Is a female employee in her pregnancy, confinement or nursing period;  

(5) Has been working for the Employer continuously for not less than 15 years and is 

less than 5 years away from his legal retirement age;  

(6) Finds himself in other circumstances stipulated in laws or administrative statutes. 

The Article 47 states “An Employee shall be paid severance pay based on the number of 

years worked with the Employer at the rate of one month’s wage for each full year 
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worked. Any period of not less than six months but less than one year shall be counted 

as one year. The severance pay payable to an Employee for any period of less than six 

months shall be one-half of his monthly wages.” The article 87: If an Employer 

terminates or ends an employment contract in violation of this Law, it shall pay 

damages to the Employee at twice the rate of the severance pay provided for in Article 

47 hereof. 

 

The Article 82 states “If an Employer concludes a written employment contract with an 

Employee more than one month but less than one year after the date on which it started 

using him, it shall each month pay to the Employee twice his wages.”  

 

After the employment contract law was adapted, there were wide spread critics on the 

law. Mostly believe the law is far too advanced in the country like China with it’s 

current economic level. Since the open and reform policy, labor intensive industry has 

been moving into China for seeking lower labor cost and better product 

competitiveness in the world market. Gradually this low labor cost advantage has been 

fading out. 

 

On the government side, the Employment Contract law makes government supervisory 

system into work by putting word in writing. What is the move behind this? 

Employment management belongs to local government’s responsibility. As we all 

knows China’s economic development plan follow Taiwan’s track by planning 
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development zone or industrial area. Local governments also are competing with 

recruiting foreign direct investment. Whoever offers better conditions usually will 

receive the capital. Beside tax incentive, utility supply, others like environment 

protection, labor right sometime will be sacrificed. 

 

After studying the law, in my opinions there is nothing unreasonable in all the articles. 

However recall my experience in China’s factory in the past. It reminds me the old 

word Chinese immigrant worker “Coolie”. No doubt the cheap daily product we bought 

today is built on the low wage hard labor factory workers who enjoy very little benefit 

considering their output. Traditionally, the Chinese attitudes regard the employer as 

superior. In comparison to strong westerners’ labor unions. The employment contract 

is aimed to place both party on an equal base. Employer in China has sweatshop for 

granted. 

 

In a seminar of Employment contract law hosted by Master of Eminent Public 

Administration program (MEPA) of College of Social Science, NCCU. The guest 

speaker is professor 楊 通軒 from the Department of Labor Relation and Institute of 

Labor Study of National Chung Cheng University. My statement of question was raised 

and agreed by the professor. In my study of the employment contract law, my 

viewpoint there is nothing out of ordinary or over regulation on the employer. But 

reports says estimation of foreseeable labor cost will rise 50 % for each employee, but 

unforeseeable remains a question mark. Is this because, some factories do not comply 

with the law at the beginning, and take advantage of the grey area for long period of 

time. For example the 3 times salary payment if employee work on national holiday, 
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severance pay etc.. The professor agrees with my statement. In another way of saying, 

many Taiwan or foreign companies who take free ride on the bus (employee), now they 

just have to pay the right fare fairly. 
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3.4  The Impact of New Corporate Income Tax Law on the 

Networking Equipment Manufacturers and Reaction 

 

For the Corporate Income Tax of People’s Republic of China, please refer to Appendix 

II. 

 

3.4.1  One Country Two Taxes. 

 

In the beginning of open and reform policy, the PRC government uses low tax 

incentives for foreign investors to compensate their possible investment loss in this new 

emerging market, commented by a senior researcher from Hoover institution of 

Stanford University. This compensation pays for the tuition that most foreign investors 

paid in China. Meanwhile domestic enterprise pays significantly higher tax rate then 

foreign counterparts, thus creating and unequal basis. This one country two taxes 

system is basically outlawed by the World Trade Organization says vice principle Hao 

of Capital University of Economic and Business in Beijing. This practice also violates 

the trend of tax reform occurring in many countries in the world. The higher tax rate for 

domestic enterprise hindered the growth and competitiveness to foreign enterprise and 

created an unfair business environment in China. 

 

The new corporate income tax is meant to equalize the tax levied on both domestic and 

foreign enterprise. For Taiwanese business mainly focusing on manufacture and export 

business. New tax rate at 25% means 10% cut on their profit. Special treatment for 

foreign enterprise including Taiwan, Hong Kong has now come to an end. 
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Will the new corporate income tax slow down China’s attraction to foreign direct 

investment? According to OECD statistic from 2005 to 2006 on 159 countries’, 

corporate income tax average rate is 28.6%. Among them, 116 countries corporate 

income tax is higher than 25%. Therefore China’s new corporate income tax is still one 

of the lowest in the world, even lower than the neighboring Asian countries for example 

Japan (39.5%), Korea (27.5%)74. 

 

According to another survey conducted by Asian Development Bank, the top 20 

incentives that attract foreign direct investment is no. 1 macro economics scale, market 

volume, political stability, infrastructure are among the top 4 concerns. Tax rate is 

placed at 5th concerns for foreign investor. Based on the survey, the death and tax does 

not seem to affect the willingness to foreign investor considering the economic size of 

China. 

 

3.4.2  The Strategy of Networking Equipment Manufacturers 

 

After the present Corporate Income Tax law was in effect on Jan.1 of 2008. The Income 

Tax Law of the People’s Republic of China for Corporate with Foreign Investment and 

Foreign Enterprise was abolished. This law was in effect since 1991. The old Corporate 

Income Tax was at 33% for domestic enterprise and 15% for foreign enterprise 

including Taiwan enterprise. 

 

The new corporate tax will only have 3 tax levels. The normal tax rate is 25% which set 

                                                 
74 Corporate Income Tax Rates Around the World 
http://www.taxfoundation.org/blog/show/1471.html 
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in the Article 4. The Small-scale Enterprises uses the rate of 20%. The high and new 

technology Enterprises that require key state support are subject to the applicable 

corporate income tax rate with a reduction of 15% are set force in Article 28. 

 

The definition of Small scale Enterprise is in the Article 92 of Regulations for the 

Implementation of Corporate Income Tax law. 

 

1. Industrial Enterprise, annual tax payment is less than 300,000 RMB, no more than 

100 employees. Paid in capital less than 30 million RMB. 

2. Other Enterprise, annual tax payment is less than 300,000 RMB, no more than 80 

employees. Paid in capital less than 10 million RMB. 

 

I had an interview with a VoIP equipment manufacturer from Taiwan in Xiamen city. 

The factory staff is close to 80 which set by the law. His and many other manufacturer 

workaround is to cut the factory into pieces in avoidance of paying 25% income tax. 

Cutting the factory into piece means product assembly can be done by one company, 

quality check can done by one company and final packaging can also be done by one 

independent company with number of staff. Before all staffs belong to one unique 

company. This practice is common for small scale company that does not have many 

factory workers or draw too much attention from the official. Average manufacture can 

have this workaround, not all networking equipment factories in China are having the 

size of a public listed company.  

 

3.4.3  High and New Technology Enterprise 

 

The new Corporate Income Tax law provides tax incentives for high new technology 
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enterprise. In the article 28, a preferential income tax rate of 15% is applied to High and 

New Technology Enterprise. Further details are being stipulates in the article 93 of the 

Implementation Regulation of Corporate Income Tax, the High and New Technology 

Enterprise shall possess core proprietary intellectual properties and should satisfy the 

following conditions: 

 

1. Recognize as within the scope of High-New Technology supported by the Chinese 

Government. 

2. Annual Research and Development ("R&D") expenses shall not be less than a 

prescribed percentage of the enterprise's annual turnover; 

3. Income derived from High-New Technology products or services shall not be less 

than a prescribed percentage of the enterprise's total income; 

4. The total number of R&D personnel shall not be less than a prescribed percentage 

of total employees of the enterprise. 

5. And any other conditions specified in High-New Technology Enterprise 

Management Rules. 
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Picture 3.4-1 A High New Technology Enterprise certification. 

 

In the old law, enterprise to be certified as High and New Technology Company was 

easy. Now with the new law, qualification will be more difficult to obtain and thus 

being removed from High – New Tech company, result in paying higher tax rate. 

Luckily networking industry might be able to enjoy the low tax rate if it meets the 

guideline of High – New Technology supported by Government. 

 

In the list of High-New Technology items supported by the Chinese Government 

(国家重点支持的高新技术领域) 75, chapter 1 - Information Technology sector - 1 

Software – 4 Embedded system development. This item belongs to the Research and 

Development field of networking equipment manufacture. 

 

Refer to this paper Chapter 2-1 Geographical distribution of Taiwan Networking 

Equipment Manufacture. We wouldn’t be surprised why there are so many 

                                                 
75 http://www.most.gov.cn/zfwj/zfwj2008/200804/P020080616404499063075.doc 
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manufactures have R&D center along with the factory. The development of networking 

industry is shifting from manufacturing only to include research and development. This 

is critical to the networking industry in Taiwan. Beside the RD level, there is nothing 

more in advantage to Mainland China networking industry. 

 

3.4.4  Double Taxation 

 

The new Corporate Income Tax law regulates all revenues transfer outside of People’s 

Republic of China will be taxed at 10 %. This regulation receives considerable criticism 

and accused for double taxation. There are two outcomes as the result of this regulation.  

 

1. Wiliness to transfer money back to Taiwan 

 

Obviously, money made in Mainland China will not be transferred out of the country to 

avoid tax payment. Profit will be kept in China to stimulate more investment. 

 

2. Keep the revenue low in China.  

 

It is common Business model of Taiwan Networking Manufacture. The order is being 

placed to parent company in Taiwan or company registered on some tax heaven island. 

Taiwan place the manufacturing order to it’s factory in China. However Taiwan is being 

paid by the buyer not factory in China. This practice keeps the revenue in China low 

and prevents being taxed.  
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3.5 Summary 

 

Investing in China is very attracting to many people who wish to get on this ride of 

Economic Boom train. However what’s lie ahead is we see the huge piece of pie but we 

cannot have a piece of it easily. In this chapter it covers the global technological barrier 

that set the digital gap among countries, further more this gap makes the networking 

equipment manufacturers more difficult to penetrate such market. Speaking of 

domestic regulation, though President Ma’s administration has been loosening the 

regulation, Taiwan government still put strong control over the investment into China. 

The work around for business is money goes to country like British Virgin Island to 

evade the tax and government supervision. Across the strait in China, the tough and 

competitive environment is worsened by the new corporate income tax law and new 

employment contract law.  

 

The macro economy of mainland China seems to be prosperous. However it is not all 

true. Below is a summary of the truth and fact of the realistic and harsh investing 

environment in mainland China after reading this article on the Global Taiwanese 

Business association (全球台商服務網) web site. It provides another micro point of 

view in addition to the macro view I had in this chapter.  

 

1. Financial management: It is difficult to loan money, after all China is expecting 

you to bring in money. The overall service level of the bank is low. Income tax burden 

and various taxes levied. 
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2. Marketing and market penetration: Many investors see only the volume of China 

and had over expectation on the market. In fact, China is an over competing market. 

Credit system is not well established, most of the transaction requires cash exchange, 

counterfeits products flood the market. 

 

3. Human resource management: Factory provides training to the local employee, 

but management complains the loyalty of local employee is low. The competitor pays a 

bit more wage, local employee will quit. For Taiwan management team, their work is 

not only managing local employee. A lot of energy is spent on dealing with local 

official, regulations. Leaving them minimum time for actual factory management.  

 

4. Trade dispute is common in doing business in China. Taiwan politically belongs to 

China. But when dispute arise, Taiwanese become foreigner. 

 

5. Everything changes fast: China is evolving fast, sometime the laws or rules or 

policies can change overnight. 

 

6. Management localization: Taiwan management teams also worried being replaced 

by local management by the owner because of the lower salary. 76 

 

In summary, human factor plays an important role in Mainland China.

                                                 
76 陳明璋所著之 台商在大陸經營現狀及發展趨勢  

http://twbusiness.nat.gov.tw/some/s02.htm 


