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Chapter 4  Taiwan’s FDI in China 

 

Taiwan has prospered as one of the world's important trading and investment 

powers. In spite of the major historical obstacles impeding relations between Taiwan 

and Mainland China, trade and economic ties across the Taiwan Strait have been close. 

The trade and investment between Taiwan and Mainland China is strong and growing 

fast. As a major contributor of foreign investment, especially during most of the 1990s, 

Taiwan’s investment becoming the second place only behind Hong Kong among all 

sources countries has been more and more significant to Mainland China’s economy. 

In fact, many business opportunities exist for the companies in both Mainland 

China and Taiwan across the Strait nowadays. Before 1990s, most of Taiwan's outward 

investment went to Southeast Asian countries. Since the early 1990s, however, Taiwan's 

investors have initially shifted their attention to China.   

In this chapter, the statement of history of Taiwan’s FDI, key motives for 

Taiwanese direct investment (TDI) in China, three waves of Taiwan’s investment and 

the characteristics of Taiwan’s investment in China as well as the investment 

environment and risk analysis will be interpreted, meanwhile, economic integration of 

Cross-Strait will also be stated respectively. 

 

4.1 History of Taiwan’s FDI  

During the past 40 years of economic development, Taiwan has been a paradise 

for small and medium-sized enterprises (SMEs) for many reasons and the contribution 

of the SMEs in the export-oriented economy has been invaluable. SMEs have always 

been the key ingredient of the manufacturing industry. Even today they account for 98% 
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of the total number of firms. SMEs export values comprise more than 70% of the total 

manufactured exports. The major factors providing SMEs with such an advantaged 

economic environment were the low labor wages and land cost. However, due to some 

important internal structural changes (including economic and non-economic factors), 

these advantages gradually disappeared during the 80s.  

The first obvious factor to threaten the continued prosperity of SMEs was the 

promulgation of the Labor Standards Law (LSL) in 1984. The high standards for 

minimum wage levels, pension and severance payments, overtime premiums, annual 

paid-vacations, and year-end bonuses which are comparable to the labor standards of 

many developed countries created confusion and anxiety for employers.  

Obviously, the introduction of the LSL has raised the labor costs for SMEs. In 

tandem with the LSL, the labor supply could not meet the demands of the 

manufacturing sector. As well, many enterprises, regardless if labor-intensive or 

capital-intensive, faced various pressures from the environmental protection movement. 

As such, labor intensive industries encountered great difficulties in competing with 

other low-cost, local domestic corporations (LDCs), especially The Association of 

Southeast Asian Nations (ASEAN), in producing exportable goods.1  

Another noticeable economic factor is that the accumulation of huge foreign 

exchange reserves resulted in the rapid appreciation of the NT dollar against the U. S. 

dollar. The statistics from the Central Bank show that the appreciation level was more 

than 35% over the period from 1986 to 1987. The rapid NT dollar appreciation plus the 

                                                   
1 The Association of Southeast Asian Nations, commonly abbreviated ASEAN is a geo-political and 

economic organization of 10 countries located in Southeast Asia, which was formed on 8 August 1967 
by Indonesia, Malaysia, the Philippines, Singapore and Thailand. Since then, membership has 
expanded to include Brunei, Burma (Myanmar), Cambodia, Laos, and Vietnam. Its aims include the 
acceleration of economic growth, social progress, cultural development among its members, the 
protection of the peace and stability of the region, and to provide opportunities for member countries to 
discuss differences peacefully. 
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relaxation of foreign exchange controls by the government in July 1987 caused a boom 

in real estate and the stock market and directly raised the operational costs of firms 

renting plants or factories. On the other hand, the escalation of land prices enabled those 

enterprises to sell their land at a considerable profit so as to engage in overseas 

investment or mergers. 

Taiwan lost the competition for labor-intensive industry during 1980s; therefore, 

most traditional manufacturing, such as textile, shoes, knitting, weaving, etc., were 

moved to China accordingly. Meanwhile, they form part of the industry distribution 

with middle and super-contractors for the industry capital and technology in Taiwan. 

Therefore, these outward manufacturers seemingly played a broker role which upgraded 

both technology and industry for the labor-intensive Asia-Pacific region  

Nevertheless, following the globalization era of economy and trade during the 

1990s, China not only attracted huge foreign capital from around the world but also 

provided the low labor cost and potential markets, as many multinational corporations 

(MNCs)entered into China, which generated cost reductions resulting from large scale 

production. Such a situation has threatened Taiwan’s vital manufacturing; in fact, it has 

led to multinationals replacing Taiwan as the traditional source of labor in favor of 

China.  

Also, due to difficulties in Taiwan, such as the shortage of human resources, 

available land, etc., it is not only manufacturing moving overseas but also the IT 

industry which has sought to seek survival and gradually move to China. 

All of the above mentioned economic factors can only explain the rise of FDI 

toward ASEAN nations. The inauguration of investment toward mainland China was 

somewhat more relevant to the changes of the Taiwan’s mainland China policies. The 
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PRC used many strategies for promoting economic ties with Taiwan since 1980.2 

Continuous announcements and actions for attracting economic and political interests of 

Taiwanese toward the mainland attracted very limited interactions and were mostly 

carried out in the form of indirect and non-open trade through Hong Kong before 1985.              

In July 1985, the ROC government initiated a non-interference principle of 

indirect exports and this was the first recognition of the necessary and acceptable 

economic ties with the mainland. The open and persistent economic interaction between 

the two sides of the Taiwan Strait had prevailed before the ROC government started to 

soften its hostile political relationship with the PRC in 1987. In that very year, two 

important mainland China policies were announced by the ROC. One was the 

nullification of Martial Law. The other was the permission for visits of relatives to the 

mainland. Taiwan’s businessmen were smart to smell the change in political atmosphere 

between the PRC and ROC governments. Some trial cases of investment toward the 

mainland emerged at about the same time.  

For attracting Taiwan enterprises’ interests in investing in the mainland, the PRC 

State Council promulgated the famous 22 articles of Regulations on Encouraging the 

Investment of Taiwanese in July 1988. This document did work. Taiwan’s investment 

toward the mainland started to increase. In October 1989, the ROC government 

promulgated regulations on sanctioning indirect trade, investment, and technical 

cooperation with the mainland. The increase of contracted investment items and volume 

with Taiwan’s enterprises skyrocketed in 1990. It is quite obvious that the political 

climate dominates the stream of investment toward the mainland or ASEANs (Lee and 

Chung, 1993). 

                                                   
2 For example, the PRC State Council promulgated the famous 22 articles of regulations on Encouraging 
the Investment of Taiwanese in July 1988. 
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Facing the surge of indirect investment toward the mainland, the ROC 

government is now trying to guide the mainland investment boom rather than to reverse 

it. In September 1990, the Ministry of Economic Affairs requested a spontaneous 

registration and reporting of previous investment toward the mainland by April 8, 1991. 

About the same time, 3,319 products were authorized for indirect investment (this was 

later increased to 3,679 items). Generally speaking, most labor-intensive industries that 

are no longer competitive in Taiwan are now allowed to invest indirectly toward the 

Mainland China’s economy and this regained momentum in the early 1990s. During a 

Chinese New Year visit to southern China in early 1992, China’s supreme leader at the 

time—Deng Xiao-Ping, addressed a series of political pronouncements designed to give 

new impetus to and reinvigorate the process of economic reform. 

China offered a series of preferential policies and relative statutes to attract 

foreign capital from Taiwan after Deng’s visit in 1992. The National People’s Congress 

(NPC) passed the Statute of Taiwan Investment Protection in March, 1994. The State 

Council followed, announcing the further Development and Problem Solutions between 

Cross-Strait in August 1994, which proposed the investment industries, special cases 

and approach.  

As well, the strategic adjustment of policy for the Cross-Strait was made by the 

Taiwanese authorities in 1992 (the Statute of Cross-Strait People which regulated the  

investment category, economic cooperation and trade, permission of import products 

from China and the scale and scope of investment), and the three-links were released 

somewhat at that time.3 

                                                   
3 The Three Links or Three Linkages was a "message of Compatriots in Taiwan" calling for the reunification of China. 

It was sent by the PRC National People's Congress in 1979. The three links include direct postal, transportation, 
and trade  links between mainland China and Taiwan. Communication between the two sides were routed through 
intermediate destinations, primarily Hong Kong, Macao and Jeju, South Korea. The "Three Links" were officially 
restored on December 15, 2008. 
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As a result of the consensus between the Cross-Strait in economy, trade 

cooperation and the legal institution of relative policies, the amount of Taiwan 

investment in China has been growing rapidly after 1992. The 1992 amount singly has 

surpassed the accumulation for previous years and the realized amount during 

1993-1998 increased steadily to US$3 billion or so. However, in the recent eight years, 

due to the influence of politics and economics on both sides, the invested amount has 

decreased gradually; nevertheless, the investment amount still kept at US$2 billion 

approximately. 

According to official data released from the PRC in 2007, the cumulative projects 

have reached 75,146 units, and the contracted amount has reached US$101 billion and 

realized utilization amount reached US$45.68 billion (Table 4-1). The aforementioned 

amounts equal a share of 6% of China’s total FDI, with the business scale reverting to 

mid-to-large instead of small enterprises, and as to the category of investment industry, 

the capital-intensive and technology-intensive elements have replaced the traditional 

labor-intensive industry.  

Nevertheless, it is worth it to note that there have existed some limitations for 

investment in China. The above official data is still unable to reflect realistically in 

realized amounts which were flown out of Taiwan through the other countries or areas 

(such as Hong Kong and British colony Virgin Islands, etc.). The vice president Xiao 

Wan-Chang who lectured at the “Forum of Cross-Strait Economic Development” in 

Hong Kong Chinese University in March 2007, said that the total amount of US$64.86 

billion of approved accumulation investment during 1991-2007 from MOEA , ROC was 

still underestimated. He revealed that according to unofficial statistics the actual amount 
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might have exceeded US$100-150 billion.4 

 

Table 4-1: Taiwanese Investment in China—1979-2007 

Year Case 

Contracted  

Amount 

(US$ billion) 

Realized 

Utilization 

(US$ billion) 

Approved 

Amount by 

MOEA, ROC 

(US$ billion) 

1979-1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

437 

   540 

 1,103 

 1,735 

 6,430 

 10,948 

 6,247 

 4,847 

 3,184 

 3,014 

 2,970 

 2,499 

 3,108 

 4,214 

 4,853 

 4,495 

 4,002 

 3,907 

 3,752 

 3,299 

0.60 

0.43 

0.89 

1.39 

5.54 

9.96 

5.39 

5.84 

5.14 

2.81 

2.98 

3.37 

4.04 

6.91 

6.74 

8.55 

9.30 

10.35 

11.34 

------ 

0.02 

0.15 

0.22 

0.46 

1.05 

3.13 

3.39 

3.16 

3.47 

3.29 

2.91 

2.60 

2.29 

2.98 

3.97 

3.37 

3.12 

2.15 

2.14 

1.77 

----- 

----- 

----- 

----- 

0.42 

3.17 

0.96 

1.09 

1.23 

4.33 

2.03 

1.25 

2.61 

2.78 

6.72 

7.70 

6.94 

6.01 

7.64 

9.97 

Total 75,146 101.00 45.68 64.86 

Source: Ministry of Commerce , PRC, http://www.fdi.gov.cn/pub/FDI_EN/Statistics/default.htm. 

Investment Commission, MOEA, http://www.mac.gov.tw/big5/statistic/em/188/13.pdf.  

      

     

                                                   
4 See Xiao Wan-Chang, “New Thinking for Creating the Prospect of Economic Development of the 

Cross-Strait”, http:/www.cuhk.edu.hk./cpr/pressrelease/070330keynote2.pdf. 
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4.2 Key Motives for Taiwanese Investing in China 

Taiwanese cultural and linguistic affinity with mainland Chinese has made it 

relatively easier for the small and medium-sized investors to cross the straits. According 

to a survey in the Yang and Hsia (2007) study, using a questionnaire to determine the 

motive and purpose of Taiwanese investing in China, the top three reasons or main 

motives are abundant supply of cheap labor, low cost land and convenient geographic 

location (Table 4-2). 

 

Table 4-2: Key Motives for Taiwanese Investing in China 

Factors  Weighted Index in Average 

Supply of cheap labor    

Low-cost land, water resource and electricity  

More convenient geographic location 

Meet the request of foreign buyers 

Preferential tax 

Domestic markets 

Seeking Taiwanese enterprises market 

Follow step by vital manufacturer 

Seeking high-technology talent 

Seeking domestic technology cooperation  

0.84 

0.41 

0.38 

0.36 

0.32 

0.26 

0.15 

0.13 

0.06 

0.04 

Note: The average indexes are extracted from the score of questionnaire by three categories, Not 

Important = 0 mark, Important = 0.5 mark and Very Important = 1 mark. 
 
Source: Yang and Hsia (2007).   
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4.3 Three Waves of Taiwan’s Investment in China 

The evolution of Taiwanese investment in China has developed a unique and 

characteristic style for over 20 years. First of all, the invested region has been changing 

and shifting from South to North and coastal East to inland West respectively. Secondly, 

the invested industry has been changing from labor-intensive to technology- and 

capital-intensive; meanwhile, the industry evolution has also been developed from 

traditional manufacturing to technology-oriented industry. Thirdly, the characteristic of 

investment has been altered from primary seeking resources to further developing an 

“ally-strategic consideration”.5 Needless to say, the investment strategy has transformed 

the industry integration and strategic alliance In other words, it has been gradually 

formed a completive industry chain from production downstream to upstream 

sub-contractors. 

As to the evolution of Taiwanese investment in China, there are three waves to 

discuss in this paper. The first wave started from 1980-1990, in which the major 

industry was concentrated in labor-intensive fields. In that period, Taiwanese 

businessmen invested overwhelmingly in China, and it reached the peak in 1993. The 

second wave started from 1991-1999, and both industries of capital and technology- 

intensiveness had begun to inflow to China and capture the domestic marketing 

advantage. The third wave started from 2000 and continues. The major industry is 

high-tech in the form of Information Technology (IT) and domestic market-oriented, 

with investment booming especially at the timing of both China’s and Taiwan’s 

accession into the WTO in 2001 and 2002 respectively (Table 4-3).  

 

                                                   
5 According to survey from Taiwan Chung-Hua Institution for Economic Research, the key motives of 
Taiwanese investing in China has been changed from initially seeking the cheaper labor and lower land 
cost to R&D and domestic market-oriented strategy. 
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Table 4-3: Three Waves of Taiwanese Investment in China 

 First Wave Second Wave Third Wave 

 1980－1990 1991－1999 2000 to present 

Invested Purpose To develop export 

market. 

To develop export 

market. 

To capture the local 

market. 

Invested Scale Major enterprises 

were small-medium 

sized. 

Major enterprises 

were small-medium 

sized. 

Major enterprises are 

medium-large sized. 

Invested Region Coastal South-East 

and commercial  

City in downtown. 

Coastal South-East 

and commercial city 

in downtown. 

Moving from  

Southeast coastal to 

North and inland West.

Invested Industry The labor-intensive 

industry. 

Capital-intensive 

industry. 

High-tech industry and 

domestic-oriented 

market. 
Source: Yang and Ma (2007).  
 
 

4.3.1 The First Period (1980-1990) — Labor-Intensive and Export-Oriented  

Significantly, Taiwan’s economic structure has changed since the 1980s, as 

industrialization and loss of certain international comparative advantages forced 

Taiwanese firms to shift much production overseas and they were generally motivated 

to invest in Mainland China in three fundamental aspects, which included 

export-oriented, market seeking and resource-oriented.  

The changes to Taiwan’s economic and industrial structure generated major 

transformations in this period, because the traditional and old “sunset” industries shifted 

to the new generation of technology-oriented industries.6 In contrast, based on the 

advantages of proximity of cultural and dialect ties, as well as the cheaper and 

well-educated labor force, Mainland China became the first-choice destination for 

Taiwanese firms to shift productions overseas, especially for the small- and 

                                                   
6 The so-called “Sunset” industry are reflected in the labor-intensive manufacture such as textile, garment, 
shoes, plastic products, etc. 
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medium-sized manufacturing firms and other “sunset” industries. In the early stage, the 

investment industries of Taiwanese direct investment (TDI) were mainly focused on the 

labor-intensive fields and for export-oriented industries, such as some simple processing 

and assembling activities.  

Most Taiwanese investors selected the region of the Pearl River Delta and Fujian 

as their first destination primarily based on the proximity, dialect and cultural 

background; it is no doubt that both Guangdong and Fujian were two major destinations for 

luring TDI during the period of 1987 to 1990.  It statistically reflects that Taiwanese 

businessmen were very aggressive to shift the investment of all those industries towards 

Mainland China and mainly concentrated in the Southeast region during this period. 

 

4.3.2 The Second Period (1991-1999)—Capital-Intensive and Technology-Oriented 

Starting from the 1990s, Taiwanese authorities officially lifted the ban on visiting 

Chinese relatives in 1987 and permitted the indirect investment in China via third party 

in 1990. In addition, Taiwan experienced a financial crisis in 1990 that certainly 

facilitated the capital outflow from Taiwan to China, because of the few options to 

rehabilitate after the financial crisis, and simultaneously expected to find a “second 

spring” of business in China where the labor force was 10 times cheaper than in Taiwan. 

It is interpreted clearly that a rapid increase of TDI flowed into China during the first 

few years of 1990s.7   

In the early 1990s, the investment amount in both provinces Guangdong and 

Fujian were still keeping a stable growth rate, while it was notable that Fujian began to 

slide slightly compared to Guangdong and Jiangsu. In terms of investment amount, 

                                                   
7 The investing case and investing amount were increased sharply, especially in year 1993 and 1997, and 
the total mount are recorded at US$3.17 billion and US$4.33 billion respectively. 
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Guangdong was still the first choice for most of the Taiwanese enterprises, while Jiangsu 

was noticeably already up and coming and experienced an amazing growth in the total TDI 

inflow to US$1.28 billion that accounted for around 28 % of the TDI. 

At the meantime, the phenomenon of Taiwan’s investors gathering and clustering 

mostly in Dongguan, Guangdon appeared. In the mid-1990s, China’s paramount leader

－Deng Xiao-Ping, made a series of political announcements designed to give new 

impetus and re-invigorate the process of economic reform to perform the unbalanced 

development policy in nation. Therefore, the Yangtze River Delta was first benefited 

and developed rapidly after the development and openness of Pudong special economic 

zone. 

As well, with excellent infrastructure, transportation, logistical systems of the 

wholesale, retail and commercial mechanisms in nearby of Shanghai, Shanghai quickly 

attracted foreign investment from around the world. Taiwan’s investors eagerly 

participated in this hot and new location; according to statistical data released from the 

MOEA, the approved investment in both regions of the Pearl River Delta (including 

Guangdon and Fujian) and Yangtze River Delta (including Jiangsu, Shanghai and 

Zhejiang) during 1991-1999 reached 78% of the total amount of approval investment in 

China.  

In addition, the other provinces in the “Yangtze River Delta” and “Bohai Bay” 

such as Hebei, Zhejiang, Shandong and Liaoning, also had an apparent and rapid 

increase in terms of investment amount, even though the ratio was still in relative 

minority compared to Guangdong, Fujian and Jiangsu. However, it is significant that a 

growing trend of capital inflow to these provinces is foreseeable.  
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4.3.3 The Third Period (2000 to Present) — High-Technology and Domestic 

Market-Oriented  

Following the increasing liberalization of FDI policy in China and the experience 

of success from the first generation of TDI in the 1980s,Taiwanese enterprises began to 

expand the larger, newer, market-oriented, as well as and more technology- and 

capital-intensive industries aggressively in mid-1990s.8 To penetrate into China’s huge 

domestic market, even after the new Millennium, Taiwan still certainly accepted the 

need to expand economic links with Mainland China as ex-president Chen Shui-Bian 

hesitatingly established the “No haste, Be patient” TDI policy in 2001, which originally 

was aimed at limiting Taiwan’s economic dependence on Mainland China.  

From 1999 to 2007, Jiangsu maintained a rapid growth rate in TDI inflow and 

further took a leading role in attracting TDI regarding investment amount, ratio and 

growth rate, as the total amount reached at US$17 billion, with a shared ratio around 

31%. Significantly, Guangdong and Fujian continued to decline relatively, even though 

the amount of investment continued to increase. Thus, a clear picture is shown that 

much more Taiwanese capital continued to flow into Jiangsu rather than Guangdong 

and Fujian. In terms of the investment amount, there was still a stable growth in Hebei, 

Zhejiang and Liaoning, except for the relative decline in Shandong. 

After 2000, Taiwan’s investors started to transfer their investment from the Pearl 

River Delta to the Yangtze River Delta noticeably, even though the ratio of investment 

in the Pearl river delta still accounts for the majority; however, it is observed that 

Taiwan’s enterprises still hold the attitude of wait-and-see and pay much less attention 

to the Pearl River Delta than before. In contrast, the Yangtze River Delta holds the 

                                                   
8 The famous technology-intensive companies, such as ACER, ASUS, BenQ, Taiwan Semiconductor, 

United Microelectronics, etc. which entered Mainland China in the 90s for development. 
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advantages of reliable financial services, logistical systems of wholesale and retail trade, 

high-end information technology, rich human resources and international corporations, 

and all-in-all it appears that the investment climate and environment are better and 

surpass the Pearl River Delta. 

Currently, the cities of Shanghai, Nanking, Suzhou, Kungsan, Nienbo have 

formed industry clusters and become the hot spots for Taiwanese investors. According 

to the data released from the Ministry of Economic Affairs (MOEA), ROC, the ratio of 

approved investment in Guangdong was 27 % of total TDI, while the growth rate of 

new investment cases is slowing, and the amount of new investment in the Yangtze 

River Delta is becoming more prominent. The number of cases of Taiwanese investment 

in Jiangsu has exceeded 5% compared to Guangdong province, as the investment in 

Guangdong has dropped from 40% to roughly 26% during 2000-2007; however, Jiangsu 

still has steady growth of about 30% (Au, 2004). 

 

4.4 Characteristics of Taiwanese Investment in China 

4.4.1 Provincial Distribution  

Statistics from Mainland China shows that since the mid-1990s, investment from 

Taiwan has been spreading from the South to the North of China, and further from the 

East to the West, radiating from the coast to inland to form a multidirectional form of 

development. Taiwanese enterprises in China began to spread from the coast to the 

interior but the southeastern areas such as Guangdong, Fujian and Zhejiang are still 

dominant at this moment (Table 4-4).  

Expectedly, most of the provinces will continue to enjoy huge inflow of capital 

from Taiwanese enterprises. However, Jiangsu has surpassed Guangdong and Shanghai 

has surpassed Fujian respectively; it appears that there has been a decline of 
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significance for both Guangdong and Fujian from Taiwanese investment statistically 

(Figure 4-1). 

Table 4-4: The Major Provinces of TDI in China—1991-2007  

Province Amount 
(US$ billion) 

Share in Total Amount 
(%) 

Jiangsu 20.90  32.22 
Guangdong  16.64  25.65 
Shanghai  9.52  14.68 
Fujian 4.80   7.39 
Zhejiang 4.51   6.95 
Tianjin 1.23  1.90 
Beijing 1.16  1.78 
Sandong 1.22  1.88 
Chongqing 0.60  0.92 
Hubei 0.66  1.02 
Others 3.36  5.61 

Total 64.86  100.00 

  Source: Investment Commission, MOEA, http://www.mac.gov.tw/big5/statistic/em/188/13.pdf. 
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Source: Investment Commission, MOEA, http://www.mac.gov.tw/big5/statistic/em/188/13.pdf. 

Figure 4-1: The Major Provinces of TDI in China—1991-2007 
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4.4.2 Industrial Distribution  

Regarding industries invested in by Taiwanese enterprises in China, 

manufacturing is always the dominant industry that attracts the most TDI interest 

compared to other industries in the primary and tertiary sectors. To provide an overview 

of the major selected industries operated by TDI, it has been found that the electronic 

parts and components industry has the overwhelming proportion, accounting for 15.89% 

and totally amounting US$ 9.72 billion since 1991. From the second place to the fifth, 

they are ranked respectively as the computers, electronic and optical products, 

fabricated metal products, plastic products and non-metallic mineral products industry 

(Table 4-5).  

These top five industries already accounted for 48% of the Taiwan direct 

investment in China significantly during this period and the total investment amount put 

on them reached over US$29 billion. 

 

Table 4-5: The Major Industries of TDI in China—1991-2007 

Industry Amount  
(US$ billion) 

Share in Total 
Amount (%) 

Electronic Parts and Components 10.36 15.89 
Computers, Electronic and Optical Products 10.08 15.28 
Fabricated Metal Products  4.34  6.87 
Plastic Products 3.35  5.03 
Non-metallic Mineral Products 2.94  4.69 
Machinery and Equipment 2.72  4.06 
Textile Mills  1.78  2.89 
Food & Beverage Processing 1.76  2.84 
Chemical Products 1.00  1.60 
Transportation and Storage 0.48  0.76 
Other Services 0.38  0.64 
Agriculture, Forestry, Fishing 0.24  0.39 
Others 25.41 39.06 
Total  64.86 100.00 

Sources: Investment Commission, MOEA, http://www.mac.gov.tw/big5/statistic/em/188/13.pdf.   
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4.5 Investment Environment Analysis in China 

Regarding the investment in Mainland China, investment environment and 

climate are always a major concern for Taiwanese businessmen to decide investment 

location. As a major Taiwanese investor in Mainland China, the electronics and 

electrical appliance industry annually conducts the Mainland China Investment 

Environment and Risk Survey by Taiwan Electrical and Electronic Manufacturers’ 

Association (TEEMA) to evaluate the investment environment of major cities in 

Mainland China in order to provide a reference for Taiwanese businessmen investing in 

Mainland China.9  

Because of the continuously increasing importance of investment in the electrical 

and electronic sector from Taiwanese businessmen, their perceptions on the investment 

environment and risks of various regions in Mainland China are always meaningful to 

reflect and explain the changing investment pattern towards the Yangtze River Delta 

(YRD).10 

To study the investment environment in China, six regions were chosen for 

analysis by TEEMA, because they are the most common locations for Taiwanese 

businessmen with high representation. There is no doubt that the Taiwanese electrical 

and electronic industry primarily preferred the YRD as well as Shanghai in 2005 and 

2006 consecutively with the two highest weighted satisfaction indicators (Table 4-6).  

 

 

                                                   
9 The survey mainly focused on the assessment of investment environment and risks in various regions of 

Mainland China. The study was done in the form of questionnaires provided to Taiwanese businessmen in 
various industries but the main ones were electrical and electronic operators. Collected first hand data 
together secondary data analysis and case interviews eventually established a weighted index for city. 

10 The well-constructed infrastructures in the Shanghai area could save the time for transportation, 
shipping and telecommunication. The Yangtze River Delta is used effectively for its advantageous 
conditions such as keeping the growth rate of domestic market, providing the abundant human resource 
for high-tech industry and improving investment environment as well as lowering the investment risks. 
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Table 4-6: Investment Environment Analysis in China 

Rank Regions Samples A B C D E Weighted 

Index 

1 Yangtze River Delta 519 3.82 3.51 3.41 3.60 3.18 3.376 

2 Shanghai 186 3.78 3.61 3.55 3.65 3.11 3.375 

3 Bohai Bay  117 3.48 3.39 3.35 3.44 3.02 3.210 

4 Shenzhen  142 3.63 3.24 2.91 2.81 2.70 2.933 

5 Southeast Coastal Area 613 3.62 3.16 2.92 2.87 2.68 2.914 

6 Doungguan 204 3.59 2.99 2.71 2.60 2.47 2.720 

 Total Sample Count 1,486 3.67 3.32 3.15 3.22 2.92 3.125 

Note: (1) A = Natural Environment, B = Infrastructure, C = Public Facilities, D = Social Environment  

        E = Legal & Political Environment. 

(2) Yangtze River Delta includes the provinces of Jiangsu, Zhejiang Province and Shanghai.  

(3) Bohai Bay includes the cities of Beijing, Tianjin, Provinces of Hebei, Shandong and Shanxi.  

(4) Southeast coastal area includes the provinces of Fujian, Hainan and Guangdong. 

(5) Weighted Index = Natural environment (10%) + Infrastructure (20%) + Public facilities (10%) 

+ Social Environment (10%) + Legal & Political Environment (50%). 

     (6) Score indications: Very Satisfied = 5 marks, Satisfied = 4 marks, Neutral = 3 marks, 

Dissatisfied = 2 marks and Very Dissatisfied = 1 mark. 

Source: Au (2004). 
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In fact, many Taiwanese businessmen in the electrical and electronics industry 

have relative high satisfaction on the natural environment, infrastructure, public 

facilities, social environment and legal and political environment in the Yangtze River 

Delta (YRD) region and Shanghai rather than Bohai Bay and southeast coastal area. In 

other words, the initial Taiwanese direct investment (TDI) locations in southeast coastal 

area as well as Shenzhen and Dongguan in the survey were not positively evaluated by 

Taiwanese businessmen in recent years in terms of the investment environment.  

In the first priority of doing business, with a view to maximizing the profits from 

investment and minimizing the cost of entering China as the production base and 

product market, it is always understandable businessmen would choose the investment 

location with the best investment environment.  

As mentioned before, the YRD has been one of the huge domestic markets in 

Mainland China for the TDI especially the electronic products. Together with the 

relatively advantageous investment environment, it certainly provides a reasonable 

explanation for more TDI moving towards the YRD rather than loyally investing in 

Guangdong and Fujian.  

In Au’s (2004) research, a more detailed analysis of investment environment in 

city level was done. This detailed evaluation of various cities was also based on 

Taiwanese businessmen’s perceptions on five major indices and the cities were 

classified as the Grades A, B, C and D according to their weighted satisfactions. There 

were 11 cities classified as Grade A cities including: Wujiang, Ningbo, Hangzhou, 

Kunshan, Fenghua, Shanghai, Wuxi, Suzhou, Zhenjiang, Wenzhu and Yuyao. 

Significantly, all of these 11 Grade A cities were located in Jiangsu and Zhejiang within 

the YRD. Undoubtedly, all of these cities were enjoying a leading role of investment 

environment in terms of the natural conditions and human factors.  
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Conversely, Taiwanese businessmen negatively classified some cities located in 

Southeast coastal region as the Grade D cities, which were having poorest investment 

environment such as Guangzhou, Shenzhen, Shantou, Changsha, Haikou and Dongguan. 

Therefore, according to the perceptions of Taiwanese businessmen, the YRD becoming 

a new hot spot for the TDI was totally based on its advantageous investment 

environment. Southeast coastal China was no longer peculiarly popular for Taiwanese 

enterprises and more TDI prefer the YRD as the investment destination nowadays. 

 

4.6 Investment Risks Analysis in China 

Apart from the analysis of the investment environment, TEEMA also evaluated 

and analyzed China’s regional investment risks according to the perceptions of 

Taiwanese businessmen (Table 4-7). Expectedly, the YRD also had a leading role to 

enjoy less investment risks in the overall situation, only running behind Bohai Bay to 

rank in second place.  

To focus on Shanghai individually, it still had relatively less investment risks than 

Southeast coastal areas, Shenzhen and Dongguan accordingly. Therefore, according to 

the perceptions of Taiwanese businessmen, the YRD and Shanghai were always ideal to 

invest in with less investment risks.  

In general, the fewer potential investment risks that investing firms would suffer 

during moving production abroad, the lower the potential entry cost that investing firms 

would afford. Therefore, it is reasonable that not only the electrical and electronic 

industry from Taiwan prefers the YRD for investment nowadays, but also the other 

manufacturing industries as well as tertiary services are biased towards this region 

because of fewer investment risks. 
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Table 4-7: Investment Risks Analysis in China 

Rank Regions Samples A B C D E Weighted 

Risks 

1 Yangtze River Delta  113 2.60 2.95 3.20 3.03 2.77 3.007

2 Bohai Bay 516 270 3.00 3.31 3.01 2.80 3.050

3 Shanghai 180 272 3.03 3.44 3.06 2.95 3.114

4 Southeast Coastal Area 605 2.73 3.28 3.35 3.13 2.93 3.182

5 Shenzhen  141 3.14 3.29 3.51 3.22 3.19 3.302

6 Doungguan 200 3.26 3.45 3.49 3.23 3.36 3.353

 Total Sample Count 1449 2.86 3.14 3.33 3.10 3.01 3.143

Note: (1) A = Social Risks, B = Legal System Risks, C = Economic Risks, D = Operation Risks          

E = Other Risks. 

     (2) Yangtze River Delta includes the provinces of Jiangsu, Zhejiang Province and Shanghai.  

     (3) Bohai Bay includes the cities of Beijing, Tianjin, Provinces of Hebei, Shandong and Shanxi.  

(4) Southeast coastal area includes the provinces of Fujian, Hainan and Guangdong. 

(5) Weighted satisfaction = Social Risks(10%) + Legal System Risks (25%) + Economic Risks  

(25%) + Operation Risks (40%). 

(6) Score indications: Totally Agreed = 5 marks, Agreed = 4 marks, No Comment = 3 marks, Disagreed 

=2 marks and Totally Disagreed = 1 mark. 

Source: Au (2004). 
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In Au’s research, an analysis of investment risks at the city level for China’s 

major 44 cities was completed. According to the result, cities were classified as Grade A, 

B, C and D respectively and the Grade A cities were the locations with the least 

investment risks by Taiwanese businessmen’s perceptions. Significantly, there were 13 

cities classified as Grade A in the analysis and the cities within the YRD accounted for 

five of them. This included Wujiang, Suzhou, Kunshan, Wuxi and Ningbo. Thus, it 

certainly corresponded to the results of investment risk analysis at the  regional level 

that the YDR had fewer investment risks for doing business and the cities within the 

YRD were also lower in investment risks.  

In contrast, Guangzhou, Shenzhen and Dongguan located in Guangdong were 

classified as the Grade D cities where the investment risks were the highest 

comparatively. Together with the excellent investment environment, fewer investment 

risks in the YRD as well as Shanghai were always more attractive than the Southeast 

coastal region in recent years for TDI and other foreign investors.  

The YRD has now become a new focal point for the manufacturing industry. The 

YRD includes several of the most productive cities and provinces in Eastern China, 

including Shanghai, Suzhou, Nanjing and Wuxi in Jiangsu Province, and Hangzhou and 

Ningbo in Zhejiang Province. From the above analysis of Taiwanese businessmen’s 

perceptions on the investment environment and risks in Mainland China, most of the 

major productive cities in the YRD comprising Jiangsu, Zhejiang and Shanghai are 

positive and popular enough for TDI in recent years as opposed to the major 

concentration in Guangdong and Fujian in the past.11 

 

                                                   
11 According to data released from MOEA, the investing amount from period of 1991-2007 for Jiangsu, 

Zhejiang and Shanghai has reached US$34.93 billion, shared in total amount 53.85%. 



 79

4.7 Economic Integration of the Cross-Strait 

Despite pervasive political distrust and hostility across the Taiwan Strait, 

economic exchange between Taiwan and Mainland China has developed swiftly in 

recent years. While Taiwan’s imports from China are not very significant relative to the 

island’s total imports, China has surpassed the United States as the biggest market for 

Taiwanese exports. Taiwan’s trade surplus with China far exceeds the island’s total trade 

surplus.  

Even with the special cross-strait political relationship, Taiwanese enterprises 

have had strong interest in developing closer trade and investment ties with Mainland 

China since early 1980s. For many world-leading companies, China is simply too big of 

a strategic opportunity to miss in spite of the perceived political risks, cultural clashes 

and other difficulties in doing business in China (Li and Li, 1999). Over the last three 

decades, China has already become the largest Foreign Direct Investment (FDI) 

recipient among all developing countries since economic reform in late 1978 and only 

behind to United States as the second in the world. It is notable that China was widely 

opened for FDI inflow since the implementation of the open-door policy and the volume 

of capital also began the rapid increase since the early 1990s .  

Among of all sourcing countries of FDI in China, Taiwanese Direct Investment 

(TDI) is the one contributing significantly nowadays and it was the second largest 

investor during most of the 1990s. Even considering the total amount of FDI inflow into 

China over last three decades, Taiwanese are still the fifth largest investor behind only 

Hong Kong, the Virgin Islands, Japan and the United States (Table 4-8). 
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Table 4-8: The Major Investing Countries in China—1979-2007 

Country    
Realized FDI Amount 

(US$ billion) 

 Share in total 

Amount (%) 

Hong Kong and Macao 327.22 41.09 

British Colony Virgin Islands 78.75 9.92 

Japan 62.63 7.89 

U. S. A.  57.57 7.25 

Taiwan 46.17 5.82 

South Korea 39.73 5.00 

Singapore 34.42 4.34 

United Kingdom 14.98 1.89 

Germany 14.44 1.82 

Cayman Islands 14.27 1.80 

Netherlands 8.56 1.08 

France 8.39 1.06 

Canada 5.96 0.75 

Malaysia 4.69 0.59 

Others 76.23 9.60 

Total 794.07 100.00 
Source: Ministry of Commerce, PRC, http://www.fdi.gov.cn/pub/FDI_EN/Statistics/default.htm. 
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Figure 4-2: The Major Investing Countries in China—1979-2007 

 

Although Hong Kong is always ranked the largest investor in China, the 

importance of Taiwanese investment should never be neglected. Mainland China is 

always a popular destination for Taiwanese outward investment, representing 55 % of 

its total amount 55% (Table 4-9). The rapid inflow of FDI can be attributed to the 

adoption of economic reform and the implementation of the “open door” policy in late 

1970s. Prior to the comprehensive economic reform, China was essentially a closed 

economy and conducted the bulk of its international trade with other communist nations 

only. Under the leadership of Deng Xiao-Ping and his introduction of “open door” 

policy, China embarked on the historical journey since 1978 toward a socialistic market 

system with Chinese characteristics. 
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China’s transition from a planned economy to a market system has created 

numerous opportunities for foreign investors.12 With the advantage in supply of cheap 

and abundant labor, China was always attractive enough for foreign labor-intensive 

industries as well as Taiwanese enterprises to shift their production to China so as to 

squeeze production cost and avoid increasingly rising labor cost at home.  

However, Taiwanese FDI toward China clearly surged in 1997-1999, due to the 

high economic growth in China and political instability in Taiwan.13 It is expected that 

Taiwanese FDI toward China will continue growing in the next ten years, as Taiwan 

moves from a go-slow policy to an “active openness and effective management” policy, 

with the government relaxing many investment limitations recently (for example, the 

relaxation policy of increasing the previous 40% cap to 60% of net assets and four 

agreements signed in Taipei and the direct cross-strait links that took place on 

December 15, 2008.14 In these ways, Taiwanese entrepreneurs will be allowed to make 

more investment directly in China.  

In addition, both Taiwan and China became members of the World Trade 

Organization (WTO), and trade related investment has been enhanced. FDI will 

strengthen rather than weaken the viability and competitiveness of domestic industries. 

Indeed, both the mainland and Taiwan have been separated for nearly half a 

century; as matter of fact, both sides have formulated different entities and sovereignties, 

                                                   
12 A market economy is an economy based on the division of labor in which the prices of goods and 

services are determined in a free price system set by supply and demand. This is often contrasted with 
a planned economy, in which a central government determines the price of goods and services using a 
fixed price system. Market economies are contrasted with mixed economy where the price system is 
not entirely free but under some government control that is not extensive enough to constitute a 
planned economy. 

13 China’s unarmed ballistic missiles were fired into waters not far off the northern and southern coasts 
of Taiwan in mid-1996. At the same time, small-scale naval and air exercises were held that included 
a simulated amphibious invasion. The implied threat of the missile tests and landing exercises caused 
great concern in Taiwan, http://www.comw.org/pda/nolt99.pdf. 

14 The Four Agreements included: Air Transportation, Direct Maritime Shipping, direct Mail Service and 
Food Safety Agreement. 
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despite the continued dispute over of sovereignty. Nevertheless, the development of 

trade and economy has moved closer and closer towards economic interdependence. 

Furthermore, starting with China’s accession to the WTO in December 11, 2001, the 

investment environment has changed under new policies that have also brought new 

commercial benefits. In addition, it has simultaneously attracted much attention around 

the world and investment from global businesses.  

As a result, thanks to globalization and information technology, the 

interdependence of trade and economy across the Strait will promote economic 

relations and create mutual benefits in the future. 

 

Table 4-9: Taiwan’s Approved Investment by Country and Area—1991-2007 

Country 
Amount 

(US$ billion) 

Share in Total 

Amount (%) 
Case 

China 64.86 55.40 36,538 

British Colony Central America 20.02 17.10 1,881 

U. S. A. 8.97  7.67 4,583 

Singapore 4.67  3.99 400 

Hong Kong 2.67  2.28  912 

Vietnam 1.46  1.25 348 

Panama 1.17  1.01  58 

Japan 1.12  0.96 427 

Thailand 1.70  1.46 274 

Philippines 0.51  0.44 123 

 South Korea 0.25  0.21 129 

Germany 0.14  0.12 130 

Others 9.50  8.12 1,827 

Total 117.04 100.00 47,630 

Source: Investment Commission, MOEA, ROC, http://www.mac.gov.tw/big5/statistic/em/188/13.pdf. 
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Figure 4-3: Taiwan’s Approved Investment by Country and Area—1991-2007 

 

During that period, as a result of changing domestic industrial structure since 

early 1980s, Taiwan’s labor and export-oriented industries were encouraged or forced to 

relocate production overseas due to increasingly rising domestic labor cost. Owing to 

the rising labor cost, Taiwan labor-intensive industries have lost their advantage in the 

world market. Therefore, the emphasis of Taiwan’s domestic industries has already 

shifted to capital and technology-oriented areas (Yang et al., 1996).  

China’s endowments include abundant cheap labor and low-rent land. Taiwan’s 

endowments consist of abundant capital and advanced technology. Taiwan’s 

entrepreneurs also believed they could cheaply invest in factories and real estate in 

China by relocating their capital and technology, hiring low-cost mainland labor, and 
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renting or buying land. They also were able to access the China market because of low 

transaction costs (shared cultural values and similar language and local dialect made 

for low-cost enforcement of contracts and access to information) and export via Hong 

Kong to the international market.15 

Because of the relative comparative advantages for trade, both sides expanded 

their economic activities. Taiwan’s exports to Hong Kong and the mainland as a whole 

surged ahead of exports to the United States. The main Taiwanese exports to the China 

market were electronics and electrical products, machinery, chemicals, precision tools, 

textile products, plywood, basic metals, rubber, and plastic products.  

Given the one-way flow of economic activity from Taiwan to China, some might 

argue that Taiwan’s economic dependency on the China market has greatly increased in 

recent years. In fact, Taiwan’s investment in China has made local and regional Chinese 

firms more dependent on Taiwanese firms. 

Taiwan has been one of the main contributors in China; it appears that FDI has 

played the main role of economic integration between Taiwan and China during the 

process. Taiwan’s enterprises started to make substantial investment in China in 1991, 

Taiwanese FDI is dominated by small- and medium-sized enterprises, and the 

intangible asset possessed by these firms is related to their ability to conduct small 

scale and flexible production.  

Why are small scale enterprises are able to operate?  This is due to support 

from an efficient production network encompassing a larger number of highly 

specialized producers. Enterprises in the networks are generally independent and are 

constantly competing among themselves, but they share production and market 

                                                   
15 Hong Kong’s location is rather close to Taiwan; it provides convenient transportation, the finished 

products can be transported to international markets via Hong Kong , and there are excellent tertiary 
services, such as shipping, telecommunication and financial services.   
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information that enable them to react quickly and effectively to change in the 

technology market.  

In addition, when Taiwanese enterprises began facing a worsening domestic 

investment environment in the late 1980s (such as labor and land cost increasing 

sharply, and the appreciation of NT dollar), they altered their foreign investment to 

keep their export markets and competitiveness. That is, FDI appears to play a defensive 

role in retaining export markets for enterprises under the adverse investment conditions 

at home, and such a defensive FDI strategy is a substitute for domestic production. 

However, starting from mid-1990s, Taiwanese enterprises increased their foreign 

investment to exploit their assets, such as patents, other technological assets, reputation, 

skills in production, marketing and advertising. The FDI plays an expansive role in the 

international market and it is quite complementary to domestic production.  

In last two decades, therefore, the inflow of Taiwanese direct investment (TDI) 

in mainland China could be briefly explained by the “push” forces of Taiwan’s 

domestic change of economic structure and the “pull” gravity of adoption of an “open 

door” policy in the People’s Republic China (PRC). It was very helpful to initialize 

cross-strait economic relationship during that period. In fact, not only the major 

investments from Hong Kong, but Taiwanese capital has also been a significant 

economic power for provincial and national economy in Mainland China, especially 

today.16 

 

4.8 Summary  

Since the late 1980s, Taiwanese companies have gone West by investing heavily 

                                                   
16 For example, the realized FDI amount from period of 1979-2007 for Hong Kong, Macao and Taiwan 

has been reached US$373.39 billion, shared in total amount around 46.91%. 
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in China, primarily through Hong Kong; the early and mid-1990s also saw Taiwanese 

enterprises pursue an intensifying “go South” strategy of investing in Southeast Asian 

Countries, and the large flows of Taiwanese capital into China have begun to reshape 

the economic and political ties with China. With Taiwan becoming one of the major 

source countries of FDI in China, Taiwanese investment has been experiencing the 

changes in spatial pattern and industrial composition since the 1990s; meanwhile, it 

has also contributed to the economic growth.  

There are three waves of Taiwan’s investment. The first wave started from 

1980-1990, and major industry concentrated in labor-intensive fields in that period. 

Taiwanese businessmen have invested overwhelmingly in China, and this reached a 

peak in 1993. The second wave occurred from 1991-1999, and both capital and 

technology-intensive industries began to flow into China, ready to capture the domestic 

marketing advantage. The third wave started from 2000 and is still going on; the major 

involvement is from the high-technology industry such as Information Technology (IT), 

and the investment boomed, especially at the time China and Taiwan accessed WTO in 

2001 and 2002 respectively.  

Initially, the Taiwanese investment in labor-intensive industries mainly 

concentrated in southern China, including Guangdong and Fujian, because of the cheap 

labor and geographic proximity. Since the mid-1990s, the industries of the Yangtze 

Rive Delta region has become a new investment hotspot for Taiwanese enterprises 

while their industrial nature is changing to be more technology-intensive and domestic 

market-oriented. 


