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Chapter 1  Introduction 

 

Since China opened its economy to the outside world in 1979, inward foreign 

direct investment (FDI) has undergone an uneven development. It grew slowly in the 

early years, but increased rapidly in the late 1980s. During his visit to southern 

China in January 1992, Deng Xiao-Ping argued for more rapid progress in opening 

up China to the outside world. Further FDI was thereby encouraged and both 

pledged projects and the value of FDI in that year surpassed the figures for the entire 

previous period of 1979-1991. Since 1993, China has remained second only to the 

United States as the largest host country for FDI.  FDI has played an increasing 

role in improving productivity and economic growth in China.  

Taiwan has been one of the main contributors to China; the dynamics among 

the various industries involved in foreign direct investment during 1990s were 

significant, and it appears that FDI has played the main role of economic integration 

between Taiwan and China during the process.  

This paper analyzes the regional evolution of Taiwan investment within China 

using a data set covering six major economic regions, with the current study aiming 

to examine the regional evolution and industry transformation and analyze the major 

factors affecting regional investment in the Pearl River Delta, Yangtze River Delta 

(YRD) and Bohai Bay respectively. 

The remainder of this paper is organized as follows: Chapter 2 describes the 

determinants of FDI; Chapter 3 describes the development of FDI in China; 

Chapter 4 describes Taiwan’s FDI in China; Chapter 5 describes the regional 

evolution of Taiwanese investment in China and research analysis, and Chapter 6 
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provides conclusions and suggestions. 

 

1.1 Motivation and Purpose 

Since the late 1970s, the Chinese government has reformed its economy from a 

Soviet-style centrally planned economy that was largely closed to international trade to 

a more market-oriented economy that has a rapidly growing private sector and is a 

major player in the global economy. Several measures were taken to improve the 

incentives for foreign enterprises, and a decision was made in 1978 to permit foreign 

direct investment in several small Special Economic Zones (SEZs) along the coast.1 

An important process of economic reform in China has been to promote the 

foreign direct investment (FDI) inflow. After more than thirty years of economic 

reform, China has become one of the most important destinations for cross-border 

direct investment. As the result of the active government promotion through various 

policy measures, FDI in China has grown rapidly since the 1978, especially after 1990. 

The Chinese government instituted free market economic reform and opened up 

the market for foreign direct investment in early 21st century.  Now that China is the 

largest recipient of foreign capital, foreign-invested firms have played an increasingly 

important role in Chinese economic reform, and it is also a large part of China’s 

trading activities with outside world. China has become the Number One investment 

area of Taiwan’s FDI.2 

Since Taiwanese authorities released the investment strategy, “Be patient, No 

hurry” in 2001, which was proposed by formal president Lee Teng-Hwei in 1996, 

China has become the largest investment area outside of Taiwan itself. In particular, the 

                                                   
1 Four special economic zones (SEZs) were set up at Shenzhen, Zhuhai, Xiamen, and Shantou.  
2 See Investment Commission, MOEA, ROC, http://www.mac.gov.tw/big5/statistic/em/188/13.pdf 
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electronic parts and components industry accounts for the biggest proportion of 

investment, and the East coast of China is the most concentrated in terms of attracting 

the most investors. Despite pervasive political distrust and hostility across the Taiwan 

Strait, economic exchange between Taiwan and Mainland China has developed swiftly 

in recent years. Meanwhile, Taiwan’s imports from China remain not very significant 

relative to the island’s total imports, and 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. In other words, without its trade surplus with China, 

Taiwan would be in a trade deficit. In addition, Taiwanese investment on the mainland 

has accumulated to around US$65 billion and investment cases have reached 

approximately 36,500.3   

The pattern of investment in China regarding production has expanded from 

labor-intensive industries to capital-intensive and technology-intensive ventures. 

Taiwan’s information technology industry, including high-tech semi-conductor 

production, has spread over China’s Yangtze River and Pearl River areas. Hundred of 

thousands of Taiwanese businesspeople now permanently reside in China, particularly 

in Shanghai and the province of Jiangsu. Because 150,000 Taiwanese people reside in 

close proximity in the Kunshan city of Jiangsu province, the city has earned the 

nickname of “Little Taipei” (Lin, 2004). 

China’s former leader, Deng Xiao-Ping, adopted the “open door” policy in the 

early 1980s, resulting in most of the FDI being distributed to the coastal Eastern and 

Southern regions. To narrow the disparity in regional development, the Chinese 

government gave incentives and promotions to the Northeast and Western regions in 

recent years. Both the Yangtze and Pearl River Delta are the most popular regions for 

                                                   
3 See Investment Commission, MOEA, ROC, http://www.mac.gov.tw/big5/statistic/em/188/13.pdf. 
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Taiwanese investment (they share over 80% of total Taiwan investment, while the 

surrounding Bohai Bay region only shares 10% or so), (Lin and Lin, 2007). 

China’s overall economic structure and investment trend has changed: the 

investment from Taiwanese enterprises in China has triggered the industrial chain for 

both upstream and downstream contractors and is forming the phenomenon of 

“industry cluster”. We can foresee prosperity and promising development for the Bohai 

Bay region in the future based on the current developing models in both the Pearl 

River Delta and Yangtze River Delta (YRD) and the policy of investment incentives 

from the Chinese government. Consequently, Taiwanese enterprises should try to 

diversify their regional investment layout to reduce risk and increase profits 

accordingly.  

In summary, there are two major purposes to research in this paper: 

1. To explore the regional evolution and industrial transition of Taiwanese 

investment in China. 

2. To analyze the major factors affecting regional movement of Taiwan’s FDI in 

China.  

 

1.2 The Major Issue and Background  

Global foreign direct investment (FDI) inflows surged 30% in 2007, according 

to the “World Investment Report 2008”, which was conducted by the United Nations 

Conference on Trade and Development (UNCTAD).4  

After four consecutive years of growth, global FDI inflows have reached 

US$1.833 trillion, well above the previous all-time high set in 2000. Despite the 

financial and credit crises, which began in the second half of 2007, all the three major 

                                                   
4 See http://www.unctad.org/Templates/Page.asp?intItemID=1923&lang=1.  
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economic groups—developed countries, developing countries and the transition 

economies of South-East Europe and the Commonwealth of Independent States 

(CIS) — saw continued growth in their inflows. 

In developing countries, FDI inflows reached their highest level ever (US$500 

billion)—an 18% increase over 2006. Among developing countries, China is the largest 

recipient.  In fact, China remains the top destination (including Hong Kong) within 

the region as well as among all developing economies; it was already the second 

largest host of FDI in the world (Table 1-1), next only to the U. S.  China maintains 

one of the highest growth rates, with an average annual growth rate in Gross Domestic 

Product (GDP) stable at above 10% for the past quarter of a century.5  

 
Table 1-1: Global FDI Inflows—2004-2007 

                                                   Unit: US$ billion 

2004 2005 2006 2007  

Region/Country  Amount  Percent 

(%) 

Amount  Percent

(%) 

Amount Percent 

(%) 

Amount Percent

(%)

Developed Economies

   United States 

396.1   55.70

122.4      17.20

611.3      63.71

9.4      10.80

944.5     66.93 

236.7     16.77 

1,248.1   68.08

232.8   12.69

Developing Economies 

  East Asia 

     China  

275.0      38.70

105.1      14.70

53.5       7.50

316.3      32.90

118.2      12.80

72.4       7.90

412.9     29.26 

131.8      9.34 

72.7      5.15 

499.7    27.0

156.7     8.5

83.5     4.5

South-East Europe and 

the CIS 

39.6       5.60 31.7       3.23 53.6      3.80 86.4    4.69

World Total Inflow  710.8      100.0 959.3      100.0 1,411.0   100.0 1,833.2   100.0

Source: UNCTAD, World Investment Report 2008, http://www.unctad.org/en/docs/wir2008_en.pdf. 

                                                   
5 See International Monetary Fund Retrieved on October 09, 2008, 

http://www.imf.org/external/pubs/ft/weo/2008/02/weodata/weorept.aspx?sy=2004&ey=2008&scsm=1GDP
.  
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Taiwanese investment in China has been increasing rapidly since 1987. The data 

is hard to come by, since so much of the investment is carried in Hong Kong accounts, 

and so little has been formally and accurately reported to the nationalist government.  

Even if the official figures understate the actual level of Taiwan’s direct 

investment, they still reveal an important trend: that China is gaining a growing share 

of Taiwan’s outbound investment. Before 1991, the Taiwan government did not even 

report how much investment it had approved in China. 

According to the data released from the Ministry of Commerce, PRC, in 2007, 

Taiwanese investment projects in China have reached a total of 75,146 units, the 

contracted amount has reached US$101 billion and the amount of realized utilization 

has reached US$45.68 billion.6  As a result, we would like to explore the dataset from 

the MOEA and analyze the regional evolution and industrial transition of Taiwanese 

investment in China and form a conclusion and policy recommendation at the end of 

this paper. 

 

1.3 Research Framework  

To better understand the state of Taiwanese investment in China, the data 

released from the Investment Commission, MOEA, will be included and examined in 

this paper for an analysis of regional evolution and industrial transition. In addition, the 

framework will be constructed from investment samples of 36,538 units and a total 

investment amount of US$64.86 billion, and the period is fixed from between 

1991-2007,. Following a regional analysis according to investing provinces, investing 

cases and investing amount, the analysis of industrial transition by manufacturing 

category and industry distribution by province will be explored. Meanwhile, the major 

                                                   
6 See Ministry of Commerce , PRC, http://www.fdi.gov.cn/pub/FDI_EN/Statistics/default.htm.  
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factors affecting regional movement of Taiwan’s FDI in China and an investment 

environment analysis, as well as investment risk analysis in China, will be discussed 

properly. 

Concerning the investment environment assessment for the three economic 

regions in the Pearl River Delta, the Yangtze River Delta (YRD) and Bohai Bay, the 

types of environments - such as the natural environment, infrastructure environment , 

public facility environment, social environment, legal and political environment, 

economic environment as well as business environment - will be analyzed.  

 

1.4 Research Methods  

1.4.1 Methodology  

The data analysis is adopted because we examine the transition of Taiwanese 

investment in China across the investing provinces, investing cases and investing 

amount in six major areas and over time. Most of the data used in this paper was 

obtained from secondary data mainly extracted from the Investment Commission, 

MOEA. As well, related statistical data from the Ministry of Commerce, PRC, China’s 

Statistical Yearbook and the National Bureau of Statistics of China will be adopted in 

this paper.  

The research procedures begin with the motive and purpose, which will be 

followed by the introduction of the major issue and background. Then, a brief 

theoretical review of the determinants of FDI in external investment and the 

determinant factors of FDI in China will be deeply explored. The second data analysis 

continues, and FDI’s development in China and Taiwan’s FDI in China follows. 

Afterwards, the regional evolution of Taiwan’s investment in China and the major 

factors affecting regional movement of Taiwan’s FDI in China are thoroughly explored, 
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and assessment of the investment environment in the three major economic regions 

will be analyzed. Meanwhile, the investment environment analysis and investment 

risks analysis will also be discussed. Finally, the conclusions and suggestions will be 

given at the end.  

1.4.2 Limitations of the Study 

To study the Taiwanese investment in Mainland China, the availability of 

historical and detailed statistics from Chinese official authorities is always limited 

because of the issues of government controls and national security. Therefore, 

regarding the spatial distribution and sectoral composition of Taiwanese investment in 

China, supporting data used in this thesis is mainly provided from Taiwan authorities 

such as the Ministry of Economic Affairs (MOEA) and the Mainland Affairs Council 

(MAC).  

Admittedly, the official data from Taiwanese authorities is generally 

underestimated because of the semi-underground nature of the cross-strait investment 

from Taiwanese investors not registering their investment projects with MOEA or often 

investing in China via their subsidiaries located in Hong Kong (third party). As a result, 

some data cannot be shown completely. Thus, it is fair to say that the actual size of 

capital outflows from Taiwan to Mainland China is much higher than the official 

figure. 

On the other hand, China’s Statistics Yearbook, which provides the more reliable 

statistics for provinces/counties, was not published until 1980; nevertheless, the 

information is still changed all the time, and therefore, the data will be affected 

accordingly. Even with the limited source of reliable data, however, there is no doubt 

that existing Taiwan statistical data is still very valuable to show the development, 

patterns and variations of Taiwanese investment in Mainland China. 


