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      Chapter 5  Regional Evolution of Taiwan Investment 

in China 

As a result of its “open door” policy, China emerged as the largest recipient of 

FDI among developing countries. Taiwan is one of the most important source countries 

of FDI, and the investments are concentrated in some provinces, but not others, and the 

spatial distribution of FDI and a number of regional characteristics are connected 

closely to the central authority‘s regional policy. Therefore, before the research 

analysis of the regional evolution of Taiwanese investment in China is undertaken, an 

overview of China’s changing regional policy will be described in this paper; 

meanwhile, the regional evolution of Taiwanese investment in China will be analyzed 

according to investing provinces, investing cases and investing amount in six areas. 

The industrial transition for Taiwan’s FDI in China will be stated by manufacturing 

category and region separately. The major factors affecting regional movement of 

Taiwan’s FDI in China will be explored respectively. 

 

5.1 An Overview of China’s Regional Development Policy 

Beginning from the end of 1978, China has adopted a policy of reform and 

opening. The integration between town and country, and the elimination of urban and 

rural differences, might very well have been the ultimate goals. Yet, there were 

obviously some other concerns, such as rapid industrialization and modernization, and 

the building of a strong military to withstand outside threats that dominated the policy 

domain. Although the consensus is that the rural-urban gap was not narrowed in the 

first thirty years of the People’s Republic, in terms of state investment, there was an 

obvious bias toward the inland provinces. For example, during the First Five-Year Plan 
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(FYP) (1953-1957), of the 900 major industrial development projects that were 

initiated 63.5 % were located in the inland provinces－Baotou in Inner Mongolia, and 

Wuhan in central China, received special attention and became major industrial centers. 

Construction of industrial development projects also took place in selected sites in the 

Southwest.  

Due to military considerations, industrial investment throughout the 1960s and 

early 1970s was even more concentrated in the inland provinces, particularly in the 

so-called “third front” regions or the diversification of industrial investment to the 

remote mountainous areas. During the Third and Fourth FYP (1966-1975), the 

Southwest and Northwest regions received the largest amount of state investment. 

Based on this massive concentration of industrial investment in the inland areas, it was 

widely believed that the spatially highly skewed development pattern resulting from 

the treaty ports of the late Qing period had been fundamentally altered.  

Mao died in 1976, at the Third Plenum of the Eleventh Congress of the Chinese 

Communist Party (CCP) held in December 1978, Deng Xiao-Ping asserted his 

authority and formally launched his reform policies. Economics took precedence over 

politics as the main concern of the government. Theoretically, the egalitarian principles 

were not abandoned, but prosperity for all was considered a long-term goal and “letting 

some regions and people get rich first” was seen as a necessary measure to promote 

individual and local initiatives so as to accelerate economic growth.1 

The location foci of investment were changed from the inland areas to the 

coastal regions. As early as 1979, the government designated Shenzhen, Zhuhai, and 

Shantou in Guangdong province, and Xiamen in Fujian province to be Special 

                                                   
1 China’s economy regained momentum in the early 1990s. During a Chinese New Year visit to southern 
China in early 1992, China’s paramount leader at the time, Deng Xiao-Ping made a series of political 
pronouncements designed to give new impetus to and reinvigorate the process of economic reform. 
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Economic Zones (SEZs); these SEZs were to act as “windows” through which China 

could more readily interact with the outside world, with the view to learning 

managerial and technical know-how and attracting international capital. In 1984, the 

Chinese authority designated fourteen “coastal open cities” and delineated three 

“economic open regions”, namely the Yangtze Delta, the Pearl River Delta and the 

Minnan Triangle, giving these open cities and open regions some of the privileges, 

such as the use of foreign exchange, formerly accruing only to the Special Economic 

Zones.  

The Seventh FYP (1986-1990) divided the country into the Eastern coastal (or 

simply Eastern), Central and Western regions; the Chinese government recognized the 

existence of a “spatial development gradient” and adopted a “coastal development 

strategy”, which called for “accelerated development in the Eastern coastal region”. 

The central region was to become an energy and other raw material production base. 

Groundwork had to be laid to prepare for the subsequent opening of the Western region. 

The Seventh FYP clearly adhered to a growth pole strategy and envisaged a process of 

spatial diffusion with forces of economic growth disseminating from selected 

development centers on the eastern coast. State investment thus favored the coastal 

regions (Hirchsman, 1958).2  

In the Eighth FYP (1991-1995) and the Ten-Year Development Program passed 

in 1990, there was a slight change in policy orientation; on the other hand, these plans 

argued for the continuation of the coastal development strategy, while they saw a need 

to integrate the “industry bias”, or more specifically, the identification of certain 

                                                   
2 In the geographical sense, growth is necessarily unbalanced. Polarized effects are several unfavorable 
or polarization effects that are likely to be at work. Comparatively inefficient, yet income-creating 
Southern activities in manufacturing and exports may become depressed as a result of Northern 
competition. 
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growth or lead sectors with a “location bias”, or the selection of certain areas as 

favoured investment choices. Deng’s visit to the south in early 1992 brought about a 

new wave of opening in China: cities along the mighty Yangtze River, and along the 

national borders, and all provincial capitals, now enjoy the same privileges as the 

coastal open cities. Opening on all fronts today characterizes China’s spatial 

development scene. There has since been a surge in foreign direct investment.  

At the Fourteen Congress of the CCP held in 1992, a major resolution was 

passed to develop the country into a “socialist market economy”, the coastal areas, 

given their better infrastructure and human resource endowments and linkages with the 

international market, obviously have a competitive edge in attracting investments, 

especially foreign capital. The Eastern coastal region’s share of fixed capital 

investment thus increased further to 64.39 percent during the Eighth FYP (1991-1995), 

and at the same time, the Central and Western regions’ shares decreased to 22.53 

percent and 13.08 percent respectively.  

Under such conditions, most authors hold that there has been a consistent and 

substantial enlargement of regional disparity in China since launching of the reforms. 

Many are worried that such a trend, if it continues, will bring about an element of 

instability, both socially and politically. Repeated warnings of cleavages brought about 

by increasing spatial disparity have been made by the mass media both within and 

outside China. From the point of view of social stability and national solidarity, it is 

necessary that greater efforts be made to promote economic growth in the western 

interior provinces.  

As a result, The Ninth FYP (1996-2000) and the Year 2010 Long-Term 

Development Plan passed in 1996 propose a series of measures to narrow the gap 

between the Eastern coastal region and the Central and Western regions. These include 
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giving the Central and Western regions priority in carrying out infrastructure 

development projects, encouraging the transfer of labor-intensive industries to these 

regions, and channeling FDI to the lagging areas. Such measures could well represent a 

major shift in policy orientation, signifying the end of the coastal development strategy 

(Li and Tang, 2000).  Summary of China’s Five-Year Plans (Table 5-1) are as follows:  

 

Table 5-1: Summary of China’s Five-Year Plans 

Title Period The policy of regional development 

First Five- Year 1953-1957 
The major task was equilibrated in the regional 

development in both coastal and inland provinces. 

Second Five- Year 1958-1962 
To modify and coordinate the administrative districts to 

seven economic regions. 

Third Five-Year 1966-1970 
The development and construction for “third front” cities 

are priority base on the consideration of national defense. 

Fourth Five- Year 1971-1975 
To assort the six major economic regions to ten economic 

regions. 

Fifth  Five-Year 1976 -1980
To adjust the policy of development from national 

equilibrium to bias towards the coastal East area.  

Sixth Five-Year 1981-1985 
To adopt the dual development strategies of “area bias” 

and “area compensation”. 

Seventh Five-Year 1986-1990 To adopt the terraced strategy of development. 

Eighth Five-Year 1991-1995 

To develop the regional economy aggressively (such as 

improving the transportation between East and West areas 

as well as the investment environment of the Western 

inland). 

Ninth Five-Year 1996-2000 
To divide the economic regions into seven regions in favor 

to enhance the regional economy.  

Tenth Five-Year 2001-2005 
To enact the “Development of Great West” and equilibrate 

the GDP per capita between urban and rural regions. 

Eleventh Five-Year 2006-2010 
To implement harmonious society and even wealth distribution, 

improve education, medical care and social security. 

Source: Lin et al (1999).   
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5.2 Regional Evolution of Taiwan’s FDI in China 

The regional evolution and distribution of Taiwan investment in China was 

followed by the constant developments toward inland and Northern areas.  In this 

section, we will perform the analysis and the descriptive statistics for the regional 

evolution through the investing provinces, investing cases and investing amount 

respectively. Meanwhile, the statistical analysis for the industrial structure and 

transition by manufacturing category and region will be discussed separately.  

 

5.2.1 Data Source 

The sources of data collection are extracted from the Investment Commission, 

MOEA, ROC and the patterns of investing firms include the enterprises listed on the 

Taiwan markets—initial public offers (IPOs), small-medium sized enterprises as well 

as non- stock listed and non- IPO companies and personal investment, etc. The period 

of the investment set was fixed during 1991 to 2007. As well, the sample cases of 

Taiwanese investing reached 36,538 units while the total amount reached US$64.86 

billion. 

Regarding the analysis of geographical divisions, as China’s territory is rather 

vast and wide spread, the evolution of administrative division was also processed for 

several versions (Chen, 1994; Keng, 2001).3 The data provided from Investment 

Commission, MOEA is adopted and is mainly divided into six major areas: they are 

listed as Northeast, North, East, Mid-South, Southwest and Northwest separately 

(Table 5-2), and the scope of major six economic areas are as follows:  

                                                   
3 The People’s Republic of China has administrative control over twenty-two. There are also five 

autonomous regions, each with a designated minority group; four municipalities; and two Special 
Administrative Regions that enjoy considerable autonomy. 
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Table 5-2: The Six Major Economic Areas 

Area Province 

Northeast Liaoning, Jilin, Heilongiang 

North Beijing, Tianjin, Hebei, Shanxi, Inner Mongolia 

East Shanghai, Jiangsu, Zhejiang, Anhui, Fujian, Jiangxi,Sandong. 

Mid-South Henan, Hubei, Hunan, Guangdong, Guangxi, Heinan. 

Southwest Yunnan, Guizhou, Sichuan, Chongqing, Tibet 

Northwest Gansu, Qinghai, Ningxia, Xinjiang, Shaanxi 

Sources: Investment Commission, MOEA, http://www.moeaic.gov.tw.         

 

5.2.2 Regional Analysis by Investment in Provinces 

Regarding investment, Table 5-3 shows that there is a total of 36,538 units 

invested in China; Guangdong is ranked number one, with the investment cases 

reaching 11,873 units, a share of 32%. The second is Jiangsu’s 5,618 units, with a share 

of 15%. The third is Fujian, totaling 5,212 units and the fourth is Shanghai totaling 

5,035 units. Apparently, both East and Mid-South are still favorite and popular 

investment regions among Taiwanese enterprises. 

As to the approved investment amount, clearly, Jiangsu province is ranked 

number one, the total amount reaching US$20.9 billion, a share of 32% of the total; the 

second is Guangdong at US$16.64 billion, with 26%, while the third is Shanghai, (15%) 

and the forth is Fujian. It is observed that whatever the total investing cases or approval 

amount, the provinces of Guangdong and Jiangsu are always ranked the top 2 

provinces in attracting Taiwan direct investment (TDI).  
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In general, the main reason the above two provinces can earn TDI respectively is 

that Guangdong became one of the Special Economic Zones (SEZ) along the coast in 

early 1978 during the “open door” policy. Furthermore, in terms of proximity of dialect 

and cultural background, there is no doubt that Guangdong is the first destination of 

TDI.4  However, as the country became more open and more investment came from 

other parts of the world, the importance of Guangdong as a primary investment 

location decreased. The share of foreign investment in Guangdong in total FDI inflow 

has decreased consistently and significantly from the early years. 

Conversely, after the Chinese government opened 14 coastal cities in 1984, FDI 

began move North to other part of the East coast. The establishment of Pudong District 

of Shanghai as a new development zone also contributed to the shift in FDI destination. 

Deng Xiao-Ping made a series of political announcements to give new impetus and 

re-invigorate the economic reforms in mid-90s. Consequently, the Yangtze River Delta 

has developed significantly after the construction of Pudong Special Economic Zone, 

and most of TDI flowed into Jiangsu during 1999-2007. 

 Based on above analysis, we could observe that the trend of Taiwan investment 

in China has been moving from Guangdong province initially to Jiangsu province in 

the East gradually, even though Guangdong still has stable growth in TDI inflow. 

However, Guangdong is being replaced by Jiangsu as the top destination for attracting 

Taiwan investment in the future.  

It is also observed that Shanghai has surpassed Fujian province in total 

investment amount, and such a sign symbolizes Taiwan investment is moving from the 

South to the East area gradually.  

 

                                                   
4 In Guangdong province, three SEZs are established in Shenzhen, Zhuhai and Shantou. 
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Table 5-3: Taiwan’s Approved Investment in China by Province—1991-2007 

Area Province 
Amount  

(US$ billion) 
Share in Total 
Amount (%)

   Case 
Share in 

Total Case 
(%)  

Beijing 1.16 1.78 1,098 3.01 

Tianjin 1.23 1.90 868 2.38 

Hebei 0.38 0.58 299 0.82 

Shanxi 0.31 0.48 56 0.15 

North 

Inner Mongolia 0.03 0.05 23 0.06 

Liaoning 0.55 0.85 510 1.40 

Jilin 0.06 0.09 80 0.22 Northeast 

Heilongian 0.07 0.11 108 0.30 

Shanghai 9.52 14.68 5,035 13.78 

Jiangsu 20.91 32.23 5,618 15.38 

Zhejiang 4.51 6.95 1,904 5.21 

Anhui 0.21 0.33 186 0.51 

Fujian 4.79 7.39 5,212 14.26 

Jiangxi 0.36 0.55 203 0.56 

East 

Sandong 1.22 1.88 898 2.46 

Henan 0.11 0.17 233 0.64 

Hubei 0.66 1.02 509 1.39 

Hunan 0.24 0.36 296 0.81 

Guangdon 16.67 25.65 11,873 32.49 

Guangxi 0.33 0.51 225 0.62 

Mid-South 

Heinan 0.16 0.25 342 0.94 

Chongqing 0.60 0.92 183 0.50 

Sichuan 0.53 0.82 367 1.00 

Guizhou 0.03 0.04  81 0.22 

Yunnan 0.06 0.09   106 0.29 

Southwest 

Tibet 0.02 0.02 1 0.00 

Xingjiang 0.04 0.06 30 0.08 

Gansu 0.01 0.02 26 0.07 

Ningxia 0.01 0.01 2 0.01 
Northwest 

Shaanxi 0.12 0.19    163 0.45 

 Qinghai  0.01 0.00 3 0.00 

Total  64.86 100.00 36,538 100.00 

Source: Investment Commission, MOEA, http://www.moeaic.gov.tw.   
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5.2.3 Regional Analysis by Investing Cases  

Looking at the investing case analysis by area, Table 5-4 shows clearly that the 

East region is ranked number one, as the cumulative cases are reached 19,059 units, and 

a 52%, while the Mid-South is ranked number two, with cumulative cases of 13,478 

units, a share in total cases of 37%. On the other hand, the investing cases in the 

Northwest and Northeast areas only shared a tiny proportion of less than 1% and 2% 

respectively.  

China first opened its Eastern region to the outside world during its “open door” 

policy, therefore giving this area opportunity to develop production technology, 

transform and improve the investment environment to attract more and more foreign 

investment. Obviously, most Taiwanese enterprises still prefer to shift investment from 

Taiwan and to concentrate along the coastal provinces. 

According to Table 5-4, we may observe the percentage of investing cases in both 

the East and Mid-South, and notice the transitional trend in the East steadily increasing 

from the early stages at 40%-50% to a more recent 60%-70%, despite the fluctuation 

during the period. In contrast, the proportion in the Mid-South has declined from the 

early stages at 40%-50% to the recent 20%-30% and has been subject to a decreasing 

tendency. It appears that the regional transition has shifted from the South to East 

gradually for Taiwanese investing in China. 

With regards to analysis, Figure 5-1 shows that the year 1993 is ranked as the top 

one, with the total investing cases of 9,325 units, as Deng gave the Southern speech and 

started a series of reforms in the spring of 1992, providing a series of preferential 

policies to push the FDI inflow. The year 1997 is ranked the number two, as investing 

cases reached 8,724 units, even though Taiwan’s pre-president Lee followed the slogan 

“No hurry, Be patient” and worked out investment regulations and strict limitations for 



 98

large scale enterprises and high-tech investment in China in September 1996. Taiwanese 

authorities also announced the “Review Procedures of Taiwan’s enterprise investment in 

China” in May 1997; however, it was still hard to prohibit TDI toward China, and 

besides, there was the Asian Financial Crisis in 1997 which worsened China’s foreign 

investment situation. 

As a result, China started to implement many favorable policies to attract FDI and 

ease the sliding economy, such reducing customs tariffs and providing value-added tax 

concessions. The investing cases increased gradually after 2000, while the figure 

dropped repeatedly after 2003, as Chinese authorities strengthened financial controls 

and credit management to prevent excessive investment in some industries.  
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 Note: The year 1993 is ranked the top one, with total investing cases of 9,325 units, after Deng gave the 

South speech and started a series of reforms in the spring of 1992 and gave a series of preferential policy to 
boom the FDI inflow. The year 1997 is ranked number two, as the investing cases reached 8,724 units; even 
though Taiwan’s pre-president Lee followed the slogan “No hurry, Be patient” and worked out investment 
regulation and strict limitation for large scale enterprises and high-tech investment in China in September 
1996, it was still hard to prohibit TDI toward China.  

Source: Investment Commission, Ministry of Economic Affairs, http://www.moeaic.gov.tw. 

Figure 5-1: Taiwan’s Approved Investing Cases in China—1991-2007  
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Table 5-4: Taiwan’s Approved Investing Cases in China by Area—1991-2007 

North Northeast East Mid-South Southwest Northwest Total 

Year 
Case

Percent  

(%) 
Case 

Percent

 (%)
Case

Percent 

(%)
Case

Percent 

(%) 
Case

Percent 

(%)
Case

Percent

(%)
 Case

Percent 

(%) 

10 4 1.69 102 43.04 116 48.95 2 0.84 3 1.27 237 100 

17 1.52 105 39.77 136 51.52 1 0.38 1 0.38 264 100 

1991 

1992 

1993 647

4.22 

6.44 

6.94 

4 

271 2.91 4,486 48.11 3,635 38.98 224 2.40 62 0.66 9,325 100 

1994 86 9.22 25 2.68 475 50.91 310 33.23 23 2.47 14 1.50 933 100 

1995 51 10.41 15 3.06 257 52.45 155 31.63 9 1.22 3 1.49 490 100 

1996 26 6.82 8 2.10 231 60.63 108 28.35 7 1.84 1 0.26 381 100 

1997 707 8.10 197 2.26 3,567 40.89 3,998 45.83 210 2.41 45 0.52 8,724 100 

1998 73 5.69 18 1.40 550 42.83 605 47.12 33 2.57 5 0.39 1,284 100 

1999 35 7.17 7 1.43 246 50.41 193 39.55 5 1.02 2 0.41 488 100 

2000 53 6.32 11 1.31 468 55.78 296 35.28 5 0.60 6 0.72 839 100 

2001 81 6.83 12 1.01 736 62.06 337 28.41 13 1.10 7 0.59 1,186 100 

2002 126 4.05 31 1.00 1,974 63.41 930 29.87 42 1.35 10 0.32 3,113 100 

2003 152 3.93 49 1.27 2,307 59.58 1,308 33.78 40 1.03 16 0.41 3,872 100 

2004 79 3.95 14 0.70 1,371 68.48 505 25.22 24 1.20 9 0.45 2,002 100 

2005 69 5.32 6 0.46 816 62.91 341 26.29 55 4.24 10 0.77 1,297 100 

2006 63 5.79 9 0.83 724 66.48 263 24.15 27 2.48 3 0.28 1,089 100 

2007 77 7.59 29 2.86 644 63.51 242 23.87 18 1.78 4 0.39 1,014 100 

Total 2,352 6.44 710 1.94 19,059 52.16 13,478 36.89 738 2.02 201 0.55 36,538 100 

Source: Investment Commission, Ministry of Economic Affairs, http://www.moeaic.gov.tw.
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5.2.4 Regional Analysis by Investing Amount 

Table 5-5 shows that the investment amount of the East region has been achieved 

at US$41.53 billion, sharing the prominent percentage of around 64%, and US$18.14 

billion in Mid-South (28% share). Since both East and Mid-South regions are located in 

coastal areas, needless to say they may absorb the capital from outside world rapidly. 

Generally speaking, the investment amount for both East and Mid-South regions share 

in total amount over 92%, and the statistics have certainly reflected that China has a 

regional bias in terms of Taiwanese direct investment inflow; undoubtedly, coastal 

regions are always advantageous in terms of geographical proximity to lure Taiwanese 

enterprises for investment.  

In addition, it is observed that investment amount increased sharply in 1993, 1997, 

2003 and 2007 respectively (Figure 5-2), as China implemented a series of preferential 

policies in 1993 and in December 1997, and started to complete many favorable tax 

concession policies. China announced “Industry policy for encouraging the software 

and IC industry development” in 2000, and in December 2001 China formally joined 

the WTO and took some favorable policies to attract foreign direct investment. As a 

result, the amount surged significantly to around US$7.7 billion in 2003, and reached 

the peak of about US$9 billion in 2007.  

According to Table 5-5, we may observe the percentage of investing cases in both 

the East and Mid-South, and notice the transitional trend in the East steadily increasing 

from the early stages at 40%-50% to a more recent 60%-70%, despite the fluctuation 

during the period. In contrast, the proportion in the Mid-South has declined from the 

early stages at 40%-50% to the recent 20%-30% and has been subject to a decreasing 

tendency. It is observed that the regional transition has been shifted from the South to 

East gradually for Taiwan investment in China. 
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Table 5-5: Taiwan’s Approved Investing Amount in China by Area—1991-2007 

                                                                   Unit: US$ billion 

North Northeast East    Mid-South Southwest Northwest Total  

Year Amount    Percent 

(%) 

Amount   Percent 

          (%)

Amount    Percent 

            (%)

Amount    Percent 

            (%)

Amount    Percent 

             (%)

Amount    Percent

           (%)

Amount Percent 

(%) 

1991 0.008 4.68 0.0005 0.26  0.08 48.03 0.07 43.13 0.0002 0.10 0.007 3.80 0.17 100 

1992 0.02 9.02 0.02 6.41 0.08 33.51 0.13 50.63 0.0004 0.17 0.001 0.26 0.25 100 

1993 0.20 6.31 0.07 2.15 1.57 49.49 1.24 39.21 0.07 2.33 0.02 0.51 3.17 100 

1994 0.06 5.93 0.01 1.19 0.58 60.31 0.27 27.69 0.04 3.60 0.01 1.28 0.96 100 

1995 0.09 8.25 0.04 3.98 0.60 55.29 0.31 28.77 0.04 3.31 0.004 0.40 1.09 100 

1996 0.13 10.81 0.02 2.14 0.73 59.48 0.33 26.45 0.01 1.10 0.0003 0.02 1.23 100 

1997 0.24 5.51 0.06 1.44 2.09 48.14 1.87 43.05 0.07 1.69 0.007 0.16 4.33 100 

1998 0.10 4.79 0.01 0.52 1.01 49.68 0.89 43.56 0.03 1.27 0.004 0.19 2.04 100 

1999 0.06 4.81 0.01 0.82 0.62 49.37 0.52 41.48 0.04 3.08 0.006 0.44 1.25 100 

2000 0.09 3.55 0.01 0.55 1.45 55.45 1.02 39.27 0.03 1.03 0.004 0.14 2.61 100 

2001 0.13 4.50 0.02 0.68 1.79 64.15 0.83 29.73 0.02 0.81 0.004 0.13 2.78 100 

2002 0.28 4.14 0.06 0.92 4.58 68.06 1.73 25.80 0.06 0.99 0.006 0.09 6.72 100 

2003 0.29 3.83 0.07 0.96 4.99 64.95 2.24 29.09 0.07 0.90 0.02 0.28 7.69 100 

2004 0.20 2.84 0.05 0.66 4.99 72.06 1.58 22.85 0.10 1.45 0.009 0.13 6.93 100 

2005 0.21 3.57 0.03 0.49 4.42 73.53 1.29 21.47 0.05 0.79 0.009 0.15 6.01 100 

2006 0.36 4.73 0.07 0.85 5.21 68.23 1.50 19.64 0.49 6.46 0.006 0.08 7.64 100 

2007 0.64 6.40 0.13 1.25 6.75 67.54 2.32 23.25 0.12 1.15 0.04 0.40 9.99 100 

Total 3.11 4.79 0.68 1.05 41.53 64.04 18.14 27.97 1.24 1.91 0.16 0.24 64.86 100 

Source: Investment Commission, Ministry of Economic Affairs, http://www.moeaic.gov.tw.   



 102

0

10

20

30

40

50

60

70

80

1991 1993 1995 1997 1999 2001 2003 2005 2007

Year

U
S

$ 
10

0 
m

ill
io

n

North

East   

Mid South

 
 Source: Investment Commission, Ministry of Economic Affairs, http://www.moeaic.gov.tw.  
 

Figure 5-2: Taiwan’s Approved Investing Amount in China by Area—1991-2007 

 

Through the above analysis, it appears the decline in significance for both 

Guangdong and Fujian relative to Taiwanese investment statistically, and the trend of 

Taiwan FDI in the Southeast coastal region clearly shows movement toward the North 

and West areas for competitive reasons (Figure 5-3). The Pearl River Delta still 

maintains stability, while the Yangtze River Delta is attracting the eye of Taiwan’s 

investors and becoming the hot spot for new investment. Also, Bohai Bay will become 

as a new hotspot for Taiwanese enterprises in the future.5 

                                                   
5 According to Taiwan Electrical and Electronic Manufacturer’s Association (TEEMA) which provided a 

questionnaire for Taiwanese enterprises of Investment Environment and Risk Survey in 2006, Tianjin 
Industrial Zone of Bohai Bay is one of the investment regions worthiest recommendation.   
http://www.teema.org.tw/publish/moreinfo.asp?autono=3449. 
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Source: produced by the author. 

 

Figure 5-3: The trends of Taiwanese investment in China 

 

5.3 Industrial Transition for Taiwan’s FDI in China 

5.3.1 Industrial Analysis by Manufacturing Category 

In this analysis, the industries are divided into categories of manufacturing, 

wholesale and retail trade, agriculture, forestry, fishing and animal husbandry, etc.6 

Table 5-7 shows that there are 30,555 cases and a total amount of US$58.44 billion in 

the manufacturing industry whose shares in terms of total cases equals 83.6% and 

89.4% respectively.  

                                                   
6 The data  classification is from Investment Commission, Ministry of Economic Affair (MOEA), ROC, 

http://www.moeaic.gov.tw. 
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On the other hand, we noticed that among the invested categories, the electronic 

parts and components manufacturing is ranked as the top, with the total amount 

achieving US$10.36 billion and invested cases reaching 2,046 units which share a total 

amount of 16% and 5.6% of total cases respectively. From second to fifth place, the  

industries are ranked separately: computers, electronic and optical products, electronic 

equipment, fabricated metal products and plastic products. 

If compared to 2006 investing industries, both manufacturing of electronic parts 

and components and computers, electronic and optical products are still dominant in the 

principal industry. Relatively speaking, textile mills, machinery equipment 

manufacturing have dropped out the Top Five industry list. 

In Liu et al. (2006) survey report, in early 1991, the investment amount for both 

electronic parts and components and computers, electronic and optical products shared 

in total 10-20% only, while, after 1993, the growth surged to 20-60% during 1996-2002; 

especially in 1998, it had become the most important industry and shared in total 

amount over 33%, which replaced the manufacturing of food, beverages, and rubber 

products, which were significant manufacturing areas in earlier stages. 

In the early investment stage, the manufacturing of textile mills, food, beverages, 

rubber and wearing apparel and clothing accessories were listed the most important 

industry; however, they were replaced gradually by other manufacturing in recent years 

and even dropped out the list of Top Ten industries. 

As to other manufacturing such as fabricated metal and non-metallic mineral 

products and machine equipment which is part of the secondary industry, they still share 

a stable percentage of around 5-10 %. 

In the service industry, growth started in 1996 and in 2002 and 2003 the 

investment amount was steadily kept at US$0.3 billion, (shared in total amount 4%), 
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growing rapidly in 2004 and 2005. Because of the accession to the WTO, China would 

release the restrictions and relatively raise the investment amount of the service 

industries. As a result, the related service industries, such as wholesale and retail trade, 

has ranked the ninth among the Top Ten industries (Table 5-6). 

Obviously, the manufacturing industry is dominant for Taiwan’s investment in 

China currently. Meanwhile, the capital- and technology-intensiveness of electronic 

parts and components manufacturing is the mainstream. 

 

Table 5-6: Top Ten of Taiwan Approved Investment Industry in China—1991-2007 

 

Rank 

 

Industry 

Amount 

(US$ billion)

Share in 

Total  Amount

(%) 

 

Case 

Share in 

Total  Case 

(%) 

1 Electronic parts and components 10.36 16.0 2,046 5.6 

2 Computers, electronic, optical  10.09 15.6 2,605 7.1 

3 Electric equipment 6.03 9.3 2,900 7.9 

4 Fabricated metal products 4.34 6.7 2,482 6.8 

5 Plastic products 3.35 5.2 2,230 6.1 

6 Non-metallic mineral  2.94 4.5 1,504 4.1 

7 Chemical material 2.78 4.3 765 2.1 

8 Machine and equipment 2.72 4.2 1,871 5.1 

9 Wholesale and retail trade 2.09 3.2 1,977 5.4 

10 Textile mills 1.78 2.7 1,069 2.9 

11 Others 18.38 28.3 17,089 46.9 

 Total  64.86 100.0 36,538 100.0 

Source: Investment Commission, Ministry of Economic Affairs, http://www.moeaic.gov.tw.  
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Table 5-7: Taiwan’s Approved Investment in China by Industry—1991-2007 

 

Manufacturing Industry Amount  

(US$ billion) 

Share in  

Total Amount 

(%) 

Case 

Share in 

Total Case

(%) 

Food Manufacturing 1.76 2.7 2,206 6.0 

Beverages Manufacturing 0.39 0.6 322 0.9 

Tobacco Manufacturing  0.01 0.0    1 0.0 

Textiles Mills 1.78 2.7 1,069 2.9 

Wearing Apparel and Clothing Accessories  0.74 1.1 1,287 3.5 

Leather, Fur and Related Products  0.97 1.5 1,484 4.1 

Wood and Bamboo Products Manufacturing 0.25 0.4  593 1.6 

Pulp, Paper and Paper Products Manufacturing 1.13 1.7  634 1.7 

Printing and Reproduction of Recorded Media 0.20 0.3  249 0.7 

Petroleum and Coal Products Manufacturing 0.44 0.1   60 0.2 

Chemical Material Manufacturing 2.79 4.3  765 2.1 

Chemical Products Manufacturing 1.00 1.5 1,189 3.3 

Medical Goods Manufacturing 0.33 0.5  138 0.4 

Rubber Products Manufacturing 1.02 1.6  367 1.0 

Plastic Products Manufacturing 3.35 5.2 2,230 6.1 

Non-metallic Mineral Products  2.94 4.5 1,504 4.1 

Basic Metal Manufacturing 1.38 2.1  584 1.6 

Fabricated Metal Products Manufacturing 4.34 6.7 2,482 6.8 

Electronic Parts and Components  10.36 16.0 2,046 5.6 

Computers, Electronic and Optical Products  10.09 15.6 2,605 7.1 

Electrical Equipment Manufacturing 9.3 2,900 7.9 

Machinery and Equipment Manufacturing 

6.03 

2.72 4.2 1,871 5.1 

Motor Vehicles and Parts Manufacturing 1.16 1.8  548 1.5 

Other Transport Equipment Manufacturing 0.99 1.5  605 1.7 

Furniture Manufacturing 0.39 0.6  315 0.9 

Manufacturing Not Elsewhere Classified 1.89 2.9 2,501 6.8 

Sub-total  58.44 89.4 30,555 83.6 
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Table 5-7: Taiwan’s Approved Investment in China by Industry—1991-2007 (Continued 1) 

Non-Manufacturing Industry Amount 

 (US$ billion) 

Share in  

Total Amount 

(%) 

Case 

Share in 

Total  Case

(%) 

Agriculture, Forestry, Fishing and Animal Husbandry 0.24 0.4 544 1.5 

Mining and Quarrying 0.13 0.2 114 0.3 

Electricity and Gas Supply 0.27 0.4 32 0.1 

Water Supply and Remediation Services 0.05 0.1 61 0.2 

Construction 0.19 0.3 243 0.7 

Wholesale and Retail Trade 2.09 3.2 1,977 5.4 

Transportation and Storage 0.48 0.7 195 0.5 

Accommodation and Food Services 0.25 0.4 434 1.2 

Information and Communication 0.69 1.1 733 2.0 

Financial and Insurance 0.56 0.9 188 0.5 

Real Estate 0.27 0.4 100 0.3 

Professional, Scientific and Technical Services 0.38 0.6 519 1.4 

Support Services 0.15 0.2 136 0.4 

Public Administration and Defense 0.03 0.0 15 0.0 

Education 0.01 0.0 14 0.0 

Human Health and Social Work Services 0.11 0.2 36 0.1 

Arts, Entertainment and Recreation 0.40 0.6 398 1.1 

Other Services 0.39 0.6 244 0.7 

Other Industries 0.14 0.2 0 0.0 

TOTAL  64.86 100.0 36,538 100.0 

Source: Investment Commission, Ministry of Economic Affairs, http://www.moeaic.gov.tw. 
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5.3.2 Industrial Distribution by Region  

In this analysis, we would mainly adopt the Top Five manufacturing categories, 

which are more influent and effective. Table 5-8 shows that the province Jiangsu’s share 

of 20.5% is ranked the top in the East region, the manufacturing category of electronic 

parts and computers totaling US$4.2 billion is quite prominent.    

In the Mid-South region, Guangdong shows the share of 19.2% for the category 

of computers and electronic and optical products: the total amount is US$3.1 billion. 

Meanwhile, the category of electronic parts and computers is behind at 14.6%: the total 

amount is US$2.4 billion.  In the Southwest region, Heinan is still dominated by 

agriculture, forestry, fishing and animal husbandry, which shared in 12.7% for total 

amount of US$0.2 billion. On the other hand, it is observed that the province Sichuan 

has appeared to attract Taiwan’s investment — both the manufacturing category of 

non-metallic mineral products and wholesale and retail trade are ranked as the top 2 

industries which are shared in 29.8% and 13.3% respectively. 

In the Lin and Lin (2007) study, manufacturing follows a cluster phenomenon, 

especially in Guangdong, where the industries of computer, electronic and optical 

product, electronic parts and components and machine and equipment experience 

effectiveness of cluster. Meanwhile, the industry of plastic products in Dongguan also 

sees this phenomenon of industry cluster.  At the meantime, in Jiangsu, electronic parts 

and components, fabricated metal products, machine and equipment has industry cluster, 

and the machine and equipment industry in Shioshan does as well. 

According to the above analysis, we would conclude that the Taiwan’s investment 

has seen a switch in the manufacturing industry from the early stages of being 

labor-intensive to becoming technology-intensive and seeking the capital-intensiveness 

to gradually capture the domestic market-oriented benefits.  
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Table 5-8: Taiwan’s Approved Investing Industry in China by Area—1991-2007  

Area Province Industry 
Amount 

(US$ billion) 

Share in Total  

Amount 

(%) 

Case 

Share in 

Total Case

(%) 

Electronic Parts and Components  0.17 14.5  22.0 2.0 

Computers, Electronic and Optical  0.15 13.5  140.0 12.8 

Food Manufacturing 0.16 14.3  165.0 15.0 

Wholesale and Retail Trade 0.14 12.1  93.0 8.5 

Information and Communication 0.13 11.7  145.0 13.2 

Beijing 

Total  1.16 100.0  1098.0 100.0 

Food Manufacturing 0.14 11.1  151.0 17.4 

Electrical Equipment  0.15 12.0  49.0 5.6 

Electronic Parts and Components  0.14 11.1  20.0 2.3 

Fabricated Metal Products  0.10 8.4  38.0 4.4 

Computers, Electronic and Optical  0.10 8.4  32.0 3.7 

Tianjin 

Total 1.23 100.0  868.0 100.0 

Food Manufacturing 0.13 3.5  38.0 12.7 

North 

Hebei 
Total 0.38 100.0  299.0 100.0 

Food Manufacturing 0.10 18.7  72.0 14.1 

Electronic Parts and Components  0.05 8.9  18.0 3.5 

Rubber Products Manufacturing 0.06 10.1  5.0 1.0 

Wholesale and Retail Trade 0.04 8.7  31.0 6.1 

Northeast Liaoning 

Total 0.55 100.0  510.0 100.0 

Computers, Electronic and Optical  1.83 19.2  357.0 7.1 

Electronic Parts and Components  1.52 15.9  204.0 4.1 

Wholesale and Retail Trade 0.79 8.3  696.0 13.8 

Electrical Equipment  0.47 5.0  272.0 5.4 

Machinery and Equipment  0.39 4.1 281.0 .6

Shanghai 

Total 9.52 100.0 5035.0  100.0

Electronic Parts and Components  4.29 20.5  531.0 9.5 

Computers, Electronic and Optical  3.40 16.3  505.0 9.0 

Electrical Equipment  2.37 11.3  596.0 10.6 

Machinery and Equipment  1.06 5.0 425.0 7.6

Fabricated Metal Products  1.60 7.7 499.0 8.9

Jiangsu 

Total 20.90 100.0  5618.0 100.0 

Electronic Parts and Components  0.60 13.4  109.0 5.7 

Chemical Material Manufacturing 0.84 18.6  45.0 2.4 

Textiles Mills 0.31 6.8  100.0 5.3 

Computers, Electronic and Optical  0.42 9.4  95.0 5.0 

Electrical Equipment  0.34 7.5  131.0 6.9 

East 

Zhejiang 

Total 4.51 100.0  1904.0 100.0 
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Table 5-8: Taiwan’s Approved Investing Industry in China by Area—1991-2007 (Continued 1) 

Area Province Industry 
Amount 

(US$ billion) 

Share in Total  

Amount 

(%) 

Case 

Share in 

Total Case

(%) 

Fabricated Metal Products  0.39 8.2  274.0 5.3 

Electronic Parts and Components  0.38 7.8  108.0 2.1 

Computers, Electronic and Optical 0.34 7.2  224.0 4.3 

Motor Vehicles and Parts  0.34 7.2  139.0 2.7 

Electrical Equipment  0.24 5.1  233.0 4.5 

Fujian 

Total 4.79 100.0  5212.0 100.0 

Non-metallic Mineral Products  0.11 8.8  67.0 7.5 

Electronic Parts and Components  0.19 15.9  33.0 3.7 

Wholesale and Retail Trade 0.12 9.7  42.0 4.7 

Textiles Mills 0.11 9.3  56.0 6.2 

Computers, Electronic and Optical 0.11 8.8  33.0 3.7 

East 

Sandong 

Total 1.22 100.0  898.0 100.0 

Non-metallic Mineral Products  0.18 27.7  95.0 18.7 

Computers, Electronic and Optical  0.08 11.9  23.0 4.5 

Textiles Mills 0.01 0.9  8.0 1.6 
Hubei 

Total 0.66 100.0  509.0 100.0 

Plastic Products Manufacturing 0.03 11.5  16.0 5.4 

Food Manufacturing 0.02 9.7  32.0 10.8 Hunan 

Total 0.24 100.0  296.0 100.0 

Computers, Electronic and Optical 3.19 19.2  1076.0 9.1 

Electronic Parts and Components  2.44 14.6  903.0 7.6 

Electrical Equipment Manufacturing 2.23 13.6  1413.0 11.9 

Plastic Products Manufacturing 1.32 7.9  998.0 8.4 

Machinery and Equipment  0.60 3.6  515.0 4.3 

Mid -South 

Guangdon 

Total 16.64 100.0  11873.0 100.0 

Agriculture, Forestry, Fishing and Animal 0.02 12.7  76.0 22.2 

Electronic Parts and Components  0.01 8.8  3.0 0.9 

Motor Vehicles and Parts  0.01 7.5  6.0 1.8 
Heinan 

Total 0.16 100.0  342.0 100.0 

Non-metallic Mineral Products  0.16 29.8  20.0 5.4 

Wholesale and Retail Trade 0.07 13.3  32.0 8.7 

Computers, Electronic and Optical 0.04 6.6  14.0 3.8 

Southwest 

Sichuan  

Total 0.53 100.0  367.0 100.0 

Source: Investment Commission, Ministry of Economic Affairs, http://www.moeaic.gov.tw. 
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5.4 The Major Factors Affecting Regional Movement of Taiwan’s FDI 
in China  

As mentioned previously in Chapter Four, initially the key motives for Taiwanese 

investing in China were based on three main reasons (seeking a cheaper labor force, 

low-cost land, water resource and electricity energy), as well being attracted by the 

convenient geographic location. Therefore, as soon as these advantages cease to exist, 

the pattern of Taiwanese investing in China changes accordingly.  

In addition to the above three major factors affecting the regional movement of 

Taiwan’s FDI in China, market demand and the other policy factors performed by 

Chinese authorities (such as the both campaigns of “Western China Development” and 

“Rejuvenating the Industrial Base in the Northeast China”) may influence the regional 

movement from coastal areas to West or North areas. Other factors also include the 

changes of preferential policy (tax incentives), macro-regulation and WTO accession, 

the raising of environment protection, etc., all of all which can affect the regional 

movement of Taiwan’s FDI in China, too.7 

 

5.4.1 Labor Cost 

There has been a transformation of industry patterns, which have changed from 

labor-intensive to capital- and technology- intensive, and of production patterns, which  

have changed from initial simple production assembling to dual existence of research 

and development (R&D).  

The requirements of the labor force has been demanding at an early stage, 

however; starting from 2000, R&D departments were moved out from Taiwan to China 

rapidly, as China could provide sufficient supply of talent and technical resources. In 

                                                   
7 Starting with the accession into the WTO in December 2001, China has reduced the tax incentives and 
cancelled the exemption of preferential tax; meanwhile, NPC passed the “Unification of the Corporation 
Income Tax” for both domestic and foreign enterprises in March 2007. 
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addition, according to the survey made by Ministry of Economic Affairs in 2002, 82% 

of enterprises considered that the most important factor affecting investment willingness 

is “the sufficient labor force and low labor cost”; therefore, the abundant and cheaper 

labor force is still the dominant factor for Taiwanese investors in China.   

The Pearl River Delta had been developed in the production style of a 

labor-intensive region for over 20 years. Currently, the industries of IT manufacturing, 

bike, plastic products, lamp ornaments, furniture, shoes, chemical products and basic 

metal products, etc., has formed the phenomenon of industry cluster which involve 

labor force in simple production; at the same time, the cities of Dongguan, Chungshan, 

Guangchou, Heichou and Bolow have become concentrations of industry in Guangdon 

(Yang and Ma, 2007). 

Nevertheless, following the movement of Taiwan investment to hot spots and the 

requirement of industrial structural upgrades, a highly efficiency labor force is 

increasingly in demand. There is no doubt that a lot of capital is already flowing into the 

Yangtze River Delta (YRD) region instead of to Southern China.8 

Combining the advantages of an ever-growing domestic market, abundant human 

capital for high-tech industries, improving investment environment as well as lower 

investment risks in the YRD region and the disadvantages of a deteriorating investment 

environment in Southern China, it is reasonable to explain the TDI in recent years as 

relatively biased to the YRD region (Table 5-9).    

                                                   
8 Yangtze River Delta effectively adopted advantageous conditions in improving investment environment 

and provided abundant human resources for high-tech and IT industries. 
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Table 5-9: Assessment of Investment Environment for Three Economic Regions 

Type of Environment Region Weighted Index 

Natural Environment  Pearl River Delta 

Yangtze River Delta 

Bohai Bay  

3.217 

3.872 

3.695 

Infrastructure Environment Pearl River Delta 

Yangtze River Delta 

Bohai Bay 

3.330 

3.940 

3.630 

Public Facility  Pearl River Delta 

Yangtze River Delta 

Bohai Bay 

3.205 

3.832 

3.658 

Social Environment  Pearl River Delta 

Yangtze River Delta 

Bohai Bay 

3.032 

3.793 

3.653 

Legal and Political  

Environment  

Pearl River Delta 

Yangtze River Delta 

Bohai Bay 

3.174 

3.872 

3.632 

Economic Environment  Pearl River Delta 

Yangtze River Delta 

Bohai Bay 

3.188 

3.819 

3.613 

Business Environment  Pearl River Delta 

Yangtze River Delta 

Bohai Bay 

3.176 

3.789 

3.668 

Total Weighted  Index on 

Average  

Pearl River Delta 

Yangtze River Delta 

Bohai Bay 

3.189 

3.845 

3.650 

Note: Score indications: Very Low = 1 mark, Low = 2 marks, Fair = 3 marks, High = 4 marks and Very 

High = 5 marks. 

 
Source: Leu and Chen (2007). 

 



 114

As matter of fact, one key factor to Bohai Bay attracting new investment is much 

cheaper labor cost; according to an unofficial survey, the average overhead of Bohai 

Bay is lower than the Pearl and Yangtze River Delta by 75% and 50% respectively 

(Yang and Ma, 2007). Consequently, under the circumstances of high labor cost in both 

the Pearl and Yangtze River Delta, in order to enhance competition, Taiwanese 

enterprises should take several factors into consideration when considering investing in 

Mainland China (Table 5-10). 

 

Table 5-10: The Per Capita GDP in the Pearl River Delta and Yangtze River Delta — 

1990-2005 

                                                  Unit: U.S. dollar 

Year Pearl River Delta Yangtze River Delta 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

 310 

 368 

 462 

 635 

 816 

1,016 

1,142 

1,266 

1,352 

1,427 

1,592 

1,732 

1,921 

2,225 

2,610 

3,055 

 317 

 362 

 463 

 640 

 862 

1,099 

1,282 

1,436 

1,549 

1,663 

1,844 

2,017 

2,264 

2,662 

3,185 

3,742 
 
Note: Guangdong would represent Pearl River Delta and Jiangsu, Shanghai and Zhejiang would 

represent the Yangtze River Delta. 
 

Source: Guangdong Statistical Yearbook 2006, Shanghai Statistical Yearbook 2006, Jiangsu Statistical      
Yearbook 2006, Zhejiang Statistical Yearbook 2006. 
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5.4.2 Land, Water Resources and Electrical Energy 

During the “open door” policy, the Chinese government offered some preferential 

policies to attract Taiwanese investors, which are as follows: 

   Corporation Income Tax. 

   Customs Policy. 

   Fixed Assets. 

   Water Resources and Electrical Energy. 

   Land Cost.  

As a result, the number of Taiwanese investing in China increased noticeably, 

especially in 1993, 1997 and 2007 (Table 5-5). Nevertheless, the preferences in both 

land cost and water resources and electrical energy are excluded from coastal provinces, 

and they are confined only in either the middle or West areas (e.g. Xingjing, Henan and 

Hubei). 

Starting from the accession into the WTO in December 2001, China has made 

some modifications to land policies which have generally resulted in raising the land 

cost of doing business and the risk for Taiwanese investing in China. These policies are: 

   Limiting the usage of land and investment amount. 

   Increasing the proportion of a factory’s construction measurement. 

   Shortening the constructive time for building factory.  

   Increasing the land tax. 

   Levying duty on idle land. 

 

In Yang and Ma’s (2007) research, they compared the land cost before 2005 in 

both the Pearl River Delta and Yangtze River Delta. Regarding the land cost in Pearl 

River Delta, except for the Guangchou Development Zone (the cost was around RMB 
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2,300 to 2,600 per square meter) and Zhangjiang Developing Zone (the cost was around 

RMB 1,600 to 1,800 per square meter), the other areas were less than RMB 1,000 per 

square meter, such as the Shenzhen industrial zone, which was around RMB 700 per 

square meter, and the Dongguan industrial zone, which was around RMB 330 per 

square meter, most of land cost was lower than Yangtze River Delta.  

Nevertheless, a survey of China Yes Real Estate company and an interview with 

the chief of the sales department－Kelly Wang, indicate that currently the land price of 

main industrial zones in the Pearl River Delta are surging around RMB 1,000 per square 

and RMB 800 to 900 per square meter in the Yangtze River Delta (the Bohai Bay is 

around RMB 500 to 600 per square meter). It apparently surged 50% or so when 

compared to the prices before 2000 (Table 5-11). 

 

Table 5-11: The Land Price of Main Industry Zones in Three Economic Regions —2008 

                                                  Unit: Square Meter  

Region Pearl River Delta 

(RMB) 

Yangtze River Delta 

(RMB) 

Bohai Bay 

(RMB) 

Average Price 1,000 800-900 500-600 

Source: China Yes Real Estate Company, http://house.chinayes.com/HouseNewsCatalog.aspx. 

 

The average cost in the second leading city of the Pearl River Delta was lower 

than the Yangtze River Delta by 50.8%, 67.0% and 83.6% when land was used for 

commerce, housing and industry respectively. Specifically, concerning the land cost for 

industrial purposes, Guangchou was lower than Shanghai around 80.2% and Shenzhen 

was lower than Shanghai around 93.3%, as the metro and leading cities, such as 

Shanghai, Hangzhou, Ningbo, Wuxi, Suzhou and Nanjing, etc., could push up and 
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influence the land price in the market accordingly; up till now the average cost of 

second leading city in the Yangtze River Delta is still relatively higher than that in the 

Pearl River Delta.  In general, the Pearl River Delta still possesses the advantage of 

land resources to attract foreign investment from foreign investors.  

Nevertheless, due to overuse and exhaustive development, resulting in the land 

development situation of supply exceeding demand in the market wherever in the Pearl 

or Yangtze River Delta, for example, or the heating up of economic development during 

the “open door” policy in 1990s, most local administrations offered the land cost of 

development at undervalued prices or even free to attract high-tech industries or foreign 

multi-corporations to invest. The land price is rather chaotic. 

The investment in South region has reached the status of saturation, and factors 

include infrastructure bottleneck, quality of human resource, quantitative limitation 

(such as the shortage of water resource, electricity rotation and insufficient labor force), 

but the most important factor is the shortage of land resources. Under the conditions of 

difficulty to obtain land, the land price can increase higher and higher, which would 

force Taiwanese investors to move to the other areas where land price is hiking slowly 

in a gentle way, such as the West or North areas (Table 5-12). 

 

Table 5-12: The Transaction Price Indices of Land in Three Economic Regions — 

2000-2007 

                                                              Unit: % 

Year Pearl River Delta Yangtze River Delta Bohai Bay 

2000 100.2 100.1 91.1 

2005 109.3 105.8 103.6 

2007 116.6 108.5 105.3 

Note: (1) The base year is 1999. 
(2) Fujian and Guangdon would represent Pearl River Delta, Shanghai and Jiangsu would represent 

Yangtze River Delta and Sandong and Beijing would represent Bohai Bay for statement.  
    
Source: The Statistical Yearbook of Fujian, Guangdon, Shanghai, Jiangsu, Beijing and Sandong in various 

issues. 
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When global industry is developed and integrated rapidly, simultaneously, the 

investment environment changes constantly, Taiwanese investors currently invest in 

China, because manufacturers may obtain a cheap labor force, and reap the advantages 

of land cost to gain a competitive advantage. Consequently, under global competition, 

the trend of Taiwanese investing moves from the South to the East and then North areas. 

 

5.4.3 Geographical Location  

Theoretically, the location choice for FDI is determined by relative profitability, 

and if a location is chosen as the destination of FDI, then from the investor’s point of 

view, it must be more profitable to produce in that location than in others, given the 

location choice of other investors. If the goods are produced for export, the cost of 

producing the goods and the cost and reliability of transporting them to the world 

market are most crucial (Cheng and Kwan, 2000). 

The pan Pearl River Delta include the province of Fujian, Jiangxi, Hunan, 

Guangdon, Guangxi, Heinan, Sichuan, Guizhou and Yunnan as well as two special 

administrative zones of Hong Kong and Macao. In general, the natural resources in this 

region are rather fruitful, especially in the province of Yunnan, Guizhou and Sichuan 

which contain rich water, electricity, coal and mineral, etc. Furthermore, both special 

administrative zones Hong Kong and Macao are rather close to Taiwan, which could 

provide convenient transportation and promote the economy and trade.  

Nevertheless, as many vast administrative districts are spread wildly in the pan 

Pearl River Delta, therefore, the transportation is a problem even though it has been 

cultivated deeply Cross-Strait-wise. Quite frankly, Taiwanese enterprises have primarily 

selected both Shenzhen and Dongguan as their first destination based on the 

geographical proximity to Hong Kong, as the finished products could be transported to 
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international markets via Hong Kong and due to excellent tertiary services such as 

shipping, telecommunication and financial services. However, through exhaustive 

development for many years, the investment environment is getting worse. Some of the 

problems include shortage of water resource and electrical energy and the problem of 

social security. Further, the issue of environmental protection is one of the important 

parts of Eleventh Five-Year Plan. Since production contributes to high pollution, 

factories involved in high energy consumption and low value-added products would be 

forced to move other areas for development. There is no doubt that Taiwanese investing 

is slowing in this region.  

As to theYangtze River Delta, the available natural resources are much less than 

in the Pearl River Delta, relatively. Meanwhile, the well-constructed infrastructures in 

the Shanghai area could save the time for transportation, shipping and 

telecommunication. Consequently, under the disadvantages of lack of available land and 

natural resources, the Yangtze River Delta effectively provided other beneficial 

conditions, such as keeping the growth rate of domestic market, providing abundant 

human resources for th high-tech industry and improving the investment environment as 

well as lowering the investment risks, and all this no doubt explains the Taiwanese 

investing in recent years being relatively biased to the Yangtze River Delta.  

Due to the promotion by the Chinese government in a strategy of “Rejuvenating 

the Industrial Base in the Northeast China”, the investment environment has been 

improved significantly. On the other hand, based on the view of the expanding domestic 

market, investing in the North area could have the advantage of sharing the domestic 

business; therefore, it is reasonable to explain why Taiwanese investors are focusing on 

Bohai Bay recently. 

Bohai Bay is not only possessed of rich natural resources, particularly the energy 
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and mineral resources which are spread in the coastal areas and easy mining, but also 

has complete electrical facilities, water and land transportation systems and land 

resources, as well as the potential shipping harbors.  

As well, the geographical location is near the neighboring countries of Japan and 

Korea which could provide the advantage of developing markets. Consequently,  

Bohai Bay is becoming a hot spot and getting attention from Taiwanese enterprises; 

currently, the investments are converged mainly in the city of Beijing, Tianjin, Hebei 

and both Peninsula of Liaodong and Sandong. 

 

5.4.4 Market Demand  

GDP and its growth are often used in the literature as proxies for the size and 

growth of market demand. Many cross-country studies indicate that inward FDI is 

positively related to market demand in host countries. This kind of relationship may 

well be expected at a local level within a host country, though it is sometimes argued 

that GDP variables may lose some explanatory power because of relatively easy access 

to neighboring regions. 

According to a survey from Taiwan Chung-Hua Institution for Economic 

Research, the key motives of Taiwanese investing in China has changed from initially 

seeking a cheaper labor force and lower land cost to an R&D and domestic 

market-oriented strategy. Currently, they not only view China as the production 

workshop, but also as the potential domestic market for business expansion and 

promotional purpose. Based on above motives, this could influence the route of 

Taiwanese investing in China toward to the West or North area accordingly (Table 

5-13). 
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Table 5-13: The Population, GDP, Per Capita GDP and Wage Rate in North and 

Mid-West Area— 2007 

Province Population 

(million) 

GDP 

(RMB billion) 

Per Capita GDP 

(RMB) 

Wage Rate 

(RMB) 

Beijing 16.33  900.62 55,151 46,507 

Shandong 93.67 2,596.59 27,721 22,844 

Hebei 69.43 1,386.35 19,968 19,911 

Shanxi 33.93  569.62 16,788 21,525 

Inner Mongolia 24.05  601.88 25,026 21,884 

Tianjin  11.15 501.83 45,007 34,938 

Jilin 27.30 522.61 19,143 20,513 

Heilongian  38.24  707.72 18,507 19,386 

Liaoning 42.98 1,102.17 25,644 23,202 

Hubei 56.99  915.00 16,055 19,818 

Hunan 63.55  914.50 14,390 21,534 

Chongqing  28.16  411.18 14,602 23,098 

Sichuan 81.27 1,050.53 12,926 21,312 

Yunnan  45.14  472.18 10,460 20,481 

Guizhou 37.62  271.03  7,204 20,668 

Tibet   2.84 34.22 12,049 46,098 

Xingjiang  20.95 349.44 16,680 21,434 

Gansu 26.17 269.92 10,314 20,987 

Ningxia  6.10  83.24 13,675 26,210 

Shaanxi 37.48 536.99 14,327 21,296 

Qinghai   5.52  76.10 13,786 26,166 
Source: Ministry of Commerce, PRC, http://provincedata.mofcom.gov.cn/almanac/disp.asp?pid=50148. 
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As a result, apart from the major concentration in southeastern coastal China, 

TDI has been gradually spreading from the South to the North, and further from the East 

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

development even if the amount is still very limited, such as the total amount for the 

North area of Tianjin (US$1.23 billion), Hebei (US$0.38 billion), Liaoning (US$0.55 

billion) and US$1.22 billion for Sandong. If viewing the total amount for Central and 

Southwest in Hubei, Hunan and Sichuan, the amount was recorded at US$0.66 billion, 

US$0.24 billion and US$0.53 billion separately (Table 5-8).   

With the exception of Tibet, most of the Mainland Chinese provinces, cities, and 

autonomous regions are now host to Taiwan-invested enterprises, and even 85% of the 

TDI on the mainland still remains concentrated in the coastal areas of Guangdong, 

Fujian, Zhejiang, Jiangsu and Shanghai. Northeast China as well as “Bohai Bay” 

including Shandong, Hebei, Tianjin and Liaoning is also another popular destination for 

the TDI now.  

For example, according to the investment environment and risks analysis 

conducted by TEEMA in 2007, Qingdao and Daliang located in Shangdong and 

Liaoning respectively were named as the “highly recommended” city for Taiwan’s 

businessmen to invest.9 

In terms of the geographical location playing as the portal city, Qingdao and 

Daliang are obviously superior together with the strong urban environment 

competitiveness and favorable labor force according to the analysis. In other words, the 

continuously increasing number of well-known entrepreneurs locating in Qingdao (such 

                                                   
9 According to Taiwan Electrical and Electronic Manufacturer’s Association (TEEMA) which made a 

questionnaire for Taiwanese enterprise of Investment Environment and Risk Survey in 2007, both 
Qingdao and Daliang are among the worthiest recommendation cities for investment.   
http://www.teema.org.tw/publish/moreinfo.asp?autono=3449. 



 123

as Taiwan Steel and Iron Corporation, TECO, etc.) also truly represents the city’s own 

competitiveness and attractiveness for foreign investment.  

Moreover, recognizing the uneven spatial distribution of economic development 

as well as FDI especially for central and western China, the Chinese government 

importantly launched a “Western China Development” strategy as the national policy 

aimed at encouraging more investment (both domestic and international) into 

non-coastal areas. The Chinese new generation of leaders attempts to deal with the 

perceived down-side areas locating at middle and western part of China through this 

strategy. Indeed, even without the advantages in geographical proximity, the abundant 

supply of cheaper labor force in Central and Western China is still a reason to attract 

some Taiwan invested labor-intensive “sunset” industries with domestic 

market-oriented features (Table 5-14).  

For instance, the famous enterprises such as President Group distributed 

investment in Xingjiang, Sichuan, Henan; Want-Want Groups are located 

manufacturing in Hunan, Henan, Shaanxi, Xingjian; Taiwan Formosa Groups are 

invested in Henan for the domestic market businesses of hospitals and hotels; Hong-Hai 

Foxconn in Shanxi, Hubei; Tinghsin Groups are located in Hubei, Henan, Shaanxi, 

Xingjiang, etc. On the other hand, the famous Taiwanese investors such as U-Lead, 

Newsoft, Besta, ADHN-TECH and Lingan Computer are located in Shaanxi.10

                                                   
10 See “Feature Report for China”, China Times, September 24, 2007, http://news.chinatimes.com. 
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Table 5-14: The Population, GDP, Per Capita GDP in Central and Western Area— 2000-2007 

Sichuan Shaanxi Xingjiang Henan        Hubei  

Year Population 

 

(Million) 

GDP 

(RMB 

Billion) 

Per 

Capita 

GDP 

(RMB) 

Population

 

(Million)

GDP 

(RMB 

Billion) 

Per 

Capita 

GDP 

(RMB) 

Population

 

(Million)

GDP 

(RMB 

Billion) 

Per 

Capita

GDP 

(RMB)

Population

 

(Million)

GDP 

(RMB 

Billion) 

Per 

Capita 

GDP 

(RMB) 

Population

 

(Million)

GDP 

(RMB 

Billion) 

Per 

Capita 

GDP 

(RMB) 

2000 86.02 392.82 4,567 36.44 180.40 4,951 18.49 136.36 7,375 94.88 505.30 5,326 59.60 354.54 5,949 

2001 86.40 429.35 4,969 36.59 201.06 5,495 18.76 149.16 7,951 95.55 553.30 5,791 59.75 388.05 6,495 

2002 86.73 472.50 5,448 36.74 225.34 6,133 19.05 161.27 8,466 96.13 603.55 6,278 59.88 421.28 7,035 

2003 87.00 533.31 6,130 36.90 258.77 7,013 19.34 188.64 9,754 96.67 686.77 7,104 60.02 475.75 7,927 

2004 87.25 637.96 7,312 37.05 317.56 8,571 19.63 220.91 11,254 97.17 855.38 8,803 60.16 563.32 9,364 

2005 82.12 738.51 8,994 37.20 367.57 9,881 20.10 260.42 12,956 93.80 1,058.74 11,287 57.10 652.01 11,419 

2006 81.69 863.78 10,574 37.35 452.37 12,112 20.50 304.53 14,855 93.92 1,249.60 13,305 56.93 758.13 13,317 

2007 81.27 1,050.53 12,926 37.48 536.99 14,327 20.95 349.44 16,680 93.60 1,505.81 16,088 56.99 915.00 16,055 

Source: Ministry of Commerce, PRC, http://provincedata.mofcom.gov.cn/almanac/disp.asp?pid=50148.  
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Notwithstanding the considerable support and encouragement from the Chinese 

government, the ultimate success of the strategy heavily depends on whether foreign 

investors want to invest in the West. Meanwhile, the importance of getting components 

into Mainland China and finished goods to export markets is still a key priority of many 

investors, it is foreseeable that the “Western China Development” strategy is likely to 

attract only few foreign investors as well as the TDI. Generally speaking, Taiwanese 

investors are also the same as other foreign investors. They would prefer a region with a 

superior infrastructure for export and for basic industrial activities along with a steady 

supply of skilled labor and a growing market size. 

  

5.4.5. The Other Policy Factors 

Following the “open door” policy and both campaigns of “Western China 

Development” and “Rejuvenating the Industrial Base in the Northeast China”, the 

investment environment in the West and Northeast has improved significantly. 

Meanwhile, both labor and land cost are cheaper relatively, which could reduce the 

business cost accordingly. These factors can influence the Taiwanese investing toward 

the West and Northeast areas. In contrast, the South area has been developed 

exhaustedly, and now the negative impacts are obvious (e.g. the shortage of labor force, 

the water and electronic energy resource, the surging price of land and difficulty to 

obtain land, etc.).  

In early stages of the “open door” policy, the Chinese authorities performed many 

preferential policies to attract FDI, as government policies aimed at promoting export 

from foreign investment enterprises (FIEs). Unlike domestic firms, mainly state owned 

enterprises, FIEs have the freedom to import and export on their own account. In 

addition, FIEs enjoy a variety of tax exemptions and concessionary tax rates and are 
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able to import raw material, components (until mid 1990s) production machinery 

duty-free, as long as they are engaged in export production. These policies had resulted 

into a large portion of FIEs specialized in “export processing”, in the forms of 

“processing materials” and “processing import”. Import by FIEs account for a large 

portion of China’s import in both the total amount and in the increase. Between 1980 

and 2000, import by FIEs accounted for almost 40% of China’s total imports. Between 

1985 and 1990, FIEs were responsible for more than 90% of the increase in annual 

imports (Fung et al., 2004). 

However, starting with the accession of WTO on December 2001, China has 

reduced the tax incentives and cancelled the exemption of preferential tax; meanwhile, 

NPC passed the “Unification of the Corporation Income Tax” for both domestic and 

foreign enterprises in March 2007. These policies could influence the small-medium 

enterprises which are dependant on preferential advantages heavily. Initially, Taiwanese 

investing are concentrated more in the relatively low-skilled, labor-intensive, and 

export-oriented industries such as garment industry. 

To slowdown the overheating economy, China authorities performed 

macro-regulation, therefore, many preferential policies were cancelled and the usage of 

land was controlled strictly, and at the same time, the application process of banking 

loans for enterprise were getting difficult. Starting from China’s accession to the WTO, 

the textile and shoes manufacturing industries faced serious impacts from quota 

allocation and anti-dumping limitation. 

Environmental protection is one of the focuses of China’s Eleventh Five-Year 

Plan,11 and Guangdong is one of the provinces with enormous FDI; local administration 

                                                   
11 Among the main purposes of the Eleventh Five-Year Plan are securing economic growth and economic 

structure, urbanizing the population, conserving energy and national resources, encouraging sound 
environmental practices, and improving education.  
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would absolutely enhance the regulation of environment protection, request the 

manufacturers to improve the pollution standards and reduce the pollution volume. As a 

result, the manufacturers in the Pearl River Delta would increase the business cost or 

reduce the production or even stop the production. 

The high polluting industries such as leathering, chemical, electroplating and 

dying manufacturing, which are also high energy consumption and low value-added 

industries, based on the above policy change to environmental protection, would force 

Taiwanese investing to move to other areas for survival and development.12 

 

5.5 Summary  

China’s economic reform adopted the biased policy and opened the developing 

centers around the Eastern coast. From the analysis of Taiwan’s investment, it is 

observed that most of Taiwan’s enterprises invested in Guangdong based on China’s 

decision made in 1978 to permit foreign direct investment in several small “Special 

Economic Zones” along the coast. Consequently, in the early stages, the regional 

investment distribution was expectedly located in the Southern area. However, in the 

early 1980s, steps were taken to expand the number of areas that could accept foreign 

investment with a minimum of red tape, and 14 coastal cities and three coastal regions 

became “open areas” for foreign investment. Taiwanese investors have gradually shifted 

locations from South to East, then toward to North and West under the preferential 

offering of favorable tax treatment and other advantages.  

                                                   
12 According to Taiwan Electrical and Electronic Manufacturer’s Association (TEEMA) which made a 

questionnaire for Taiwanese enterprise of Investment Environment and Risk Survey in 2007, except of 
for China, Vietnam is singled out and has become a major investing country in the future investment 
layout There are three factors involved in this: first one is the requirement that environmental 
protection is getting stricter year by year in China; the second one is that labor cost is relatively cheaper 
(around three fifths than that of China), and the third one is based on the perception of investment risk. 
http://www.teema.org.tw/publish/moreinfo.asp?autono=3449. 
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For the invested industries by Taiwanese enterprises in China, manufacturing is 

always the dominant sector that TDI has the most interest in, compared to other 

industries in the primary and tertiary sectors. The industry of electronic parts and 

components has the overwhelming proportion accounting for 16% and total amount at 

US$10.36 billion since 1991, which has been replaced the early-stage-significant 

industries such as food, beverages, rubber and textiles mills manufacturing.  

The major factors affecting regional movement of Taiwan’s FDI include labor 

cost, land resource, water and electrical energy and geographic location and the other 

policy factors, while the labor cost is the most important among these factors 

influencing Taiwan’s investment.  Since the evolution of the “open door” policy in late 

1970s, it is notable that Taiwanese businessmen flowed capital into Southeastern 

provinces initially; however, starting in the early 1990s, the inflow of capital gradually 

shifted from Southern provinces to other regions in China. Presently, two of the hot and 

significant host regions for Taiwanese investing are the “Yangtze River Delta” 

comprising Shanghai, Jiangsu and Zhejiang and the “Bohai Bay” including Shandong, 

Hebei, Tianjin and Liaoning. 


