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1 Introduction 

1.1  Research Background 

“The time has come to acknowledge that although working with China sounds easy, it is 

not.” 

(Secretary of State Hillary Clinton with Chinese Foreign Minister Yang Jiechi,(2009) In Beijing.) 

The purpose of Taishang research is to understand the various aspects of difficulties 

that they face in China. Take them as examples and explore why they go to China, what 

happen when they are in China, what is the relationship between them and local people, 

with whom they interact, their investment is whether successful or not, how they manage 

their companies, etc (See Keng, "'Lianzhui shequn'"; and Keng, "Understanding the 

Impacts of Nonofficial Contacts." For further analyses, see Szu-yin Ho, "Walking the 

Tightrope: The ROC's Democratization, Diplomacy, and Mainland Policy," Issues & 

Studies 28, no. 3 (March 1992): 1-20; and Jie Chen, "The Influences of Democracy on 

Taiwan's Foreign Policy," ibid. 36, no. 4 (July/August 2000): 1-32). In addition, I will 

also investigate the main elements for Taishang to merge into local society. Since 

Taishang has been one of the main contributors in this region, I will emphasize the 

importance of contact experiences. Although those issues are looked at attentively, 

scholars and enterprises also notice it and discuss about it. However, there is no 

systematic research so far because it is hard to investigate it in the field. 

 

1.1.1 Investment stituation in China 

Every enterprise needs a good investment environment. In late 1970s, China 

switched its long term closed-door policy to a policy with opening up and reform. Since 

then, China has adopted preferential policies to attract foreign investment in the hope of 
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accelerating its industrialization and upgrading its industrial level. The policy of opening 

up has two basic goals. First, foreign investment is channeled into regions to fill the 

capital shortfall in infrastructure development. Second, foreign capital could bring along 

with it advanced technologies. As China has been developing its market economy, foreign 

investment has kept flowing in with a view of the vast market potential, cheap land costs, 

cheap labor costs, sufficient labor force, and various tax credits. The Chinese market, as a 

whole, is a magnet in reality.  

Over the last two decades (1979-98), China has emergence as the largest FDI recipient 

among the developing countries and, next to the United States, second in the world 

(UNCTAD, 1999). Taiwan’s FDI in China has contributed significantly to the China’s 

FDI boom. In fact, Taiwan was the second largest investor in China in most of years in 

the 1990s, next to Hong Kong (SSB, 1998). We see that Hong Kong is one of the largest 

“foreign” investor in China, while we see that Taiwan is one of the biggest investors in 

Malaysia, Vietnam, and the second largest Asian investor in China behind Hong Kong. 

However there is much controversy that Taiwan may be actually the largest “true” direct 

investor in China, as some investment in China must make its way through Hong Kong 

first, such as funds that belong to China’s state-owned-enterprises being diverted to Hong 

Kong and other intermediaries such as the Virgin Islands then being returned to China as 

FDI from these regions.  

Statistics on approved investment in China compiled by the Investment Commission, 

Ministry of Economic Affairs, show that approved Taiwanese investment in China in 

2005 at US$6,006.95 million, after which it began to raise. In 2006, approved investment 

in China totaled US$7,642.34 million, representing in increase of 27.22% compared to 

2005. Moreover, in 2007 investment in China peaked in US$ 9,970.55 million 

(http://www.mac.gov.tw/big5/statistic/em/194/index.htm). As regards the regions in 
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which Taiwanese businesspeople invest, China’s huge domestic market and enormous 

business opportunities have made it the most popular target for Taiwanese investment. 

Over the last three years, the percentage of Taiwanese manufacturing enterprises investing 

in China has risen from 81.82% to 82.15% (Figure 1-1). 

Figure 1-1 Percentage of Taiwanese Manufacturing Enterprises Investing in 

Individual Regions (Top Five) 
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Source: Ministry of Economic Affairs, Survey on Overseas Investment by Manufacturing Industry in 

Taiwan, 2005–2007. 

 

According to the original data from the 2004 Survey on Overseas Investment by 

Manufacturing Industry, out of a sample of 1,253 Taiwanese manufacturing enterprises 

whose main overseas operation was located in China, 913 (72.87% of the total) were 

classed as SMEs (having less than 200 employees at home); there were 340 large 

enterprises (27.13% of the total). 799 enterprises (63.77% of the total) either made a profit 

or broke even in 2004, with 454(36.23%) making a loss. Of the 334 enterprises where the 

Taiwan parent company was an SME and which made a loss, 68.56% had less than 200 

employees in total (counting both the domestic and overseas operations); of the SMEs that 
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made a profit or broke even, 57.86% had less than 200 employees in total, while 21.59% 

had 400 or more employees. Please check the detail graph in figure 1-2. It shows that the 

profitability - good or bad has no direct relationship with enterprise size - large or small. 

Figure 1-2 Profitability of the Main China Operations of Taiwanese Businesspeople 

in 2004 – by Size 

 

Note: Sample size is 1253 enterprises. 

Source: Ministry of Economic Affairs, Survey on Overseas Investment by Manufacturing 

Industry in Taiwan, 2005. 

 

With the impact of economic globalization becoming more and more obvious, the 

global economics as a whole is gradually entering an era of intense competition and 

wafer-thin profit margins. With the growth in cross-strait trade and investment between 

Taiwan and China, both government agencies and private-sector research institutes have 

been stepping up their research and analysis of cross-strait links. The results obtained by 

the Investment Commission, Ministry of Economic Affairs, in its Survey of Investment in 

China showed that there was a tendency for Taiwanese businesspeople in different 

industries to form industry clusters in various parts of China, and that this clustering effect 

had improved the profitability of Taiwanese firms’ China operations. In accordance with 

the needs of globalization and internationalization, the localization implemented by the 
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overseas subsidiaries of Taiwanese companies has emphasized the optimization of 

production strategies.  

According to the results of the Survey on Overseas Investment by Manufacturing, 

industry in Taiwan conducted by the Ministry of Economic Affairs, in 2004 large 

enterprises displayed more enthusiasm for overseas investment than SMEs did. Among 

the key factors motivating Taiwanese businesspeople to do overseas investment, the 

availability of abundant cheap labor was no longer as important as it had been two years 

previously. Most Taiwanese businesspeople overseas continued to take the form of 

wholly-owned subsidiaries; there was a significant increase in joint ventures with foreign 

companies as compared to joint ventures with other Taiwanese companies. Those 

Taiwanese businesspeople that were making a profit in their overseas operations generally 

attributed their performance to strong demand in the local market, while those that were 

making a loss mostly blamed intense competition within the industry. In 2004, of those 

Taiwanese businesspeople whose main overseas operation was in China and which were 

making a loss in that operation, the main reason given for making a loss was ‘fierce 

competition in the local market” (55.51% of enterprises), followed by “the rising cost of 

raw material” (43.39%) and “cost of investing in China is very high, or are currently 

engaged in constructing a production facility” (29.96%). Of the enterprises whose China 

operations were making a loss, in 26.43% of cases the Taiwan parent company was a 

large enterprise, with 73.57% being SMEs. For large enterprises, besides intense 

competition from other companies in China, the high cost of investing in China and / or 

the fact that they were still building a factory was a major factor. For SMEs, the rising 

cost of raw materials was the biggest single factor. This was particularly true for those 

SMEs with more than 400 employees in their Taiwan and China operations combined; 

73.91% of these enterprises reported that the rising cost of raw materials was the main 

reason why they were making a loss. 
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We make a simple comparison about the reasons for falling to make a profit of 

Taiwanese businessmen in Mainland China in 2006 as table 1-1. 

Table 1-1 Reasons for Failing to Make a Profit of Taiwanese Businessmen In China 

Sample Size: 509 units. 

Item Total (Unit：%) 

Fierce competition in the local market 57.96 

Rising cost of raw materials 41.45 

High cost of investing in China / currently building a factory 27.90 

Inadequate marketing network 17.09 

Depressed state of the local economy 11.59 

Source：Ministry of Economic Affairs, Survey on Overseas Investment by Manufacturing Industry, 2006 

 

1.1.2 Motivation for Taishang’s investment in China  

After 1978 China adopted an “Open Door Policy” as well as the issuing of the Equity 

Joint Venture Law in 1979. As a result China established four Special Economic Zones 

(SEZs), at Shengzhen, Zhuhai, Xiamen and Shantou, which are strategically located in 

Guangdong and Fujian regions. These regions were coincidently and most likely 

purposely located to the coasts adjacent to Hong Kong and Taiwan. Though many would 

begin to question the role of SEZs versus whether or not China was to implement a 

nationwide open door policy. 

However, the geographic proximity of the SEZs to many overseas Chinese 

populations was by no accident. Hong Kong, Macao, Taiwan and South East Asian 

countries which are all home to ethnic Chinese all have SEZs adjacent to them. This 

geographic proximity makes it possible for China to exploit national advantages by using 

the overseas Chinese and their establish business networks to accumulate capital, 
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technology, management skills, and their access to international markets. Establishment 

of SEZs also provides the Chinese government with a real life experiment for its overall 

economic reforms. 

  Similar to SEZs in Taiwan and Korea, and other developing countries in Asia, 

SEZs’ functioned as free trade zones and export-processing zones as well. However the 

main goal of the SEZ was to attract FDI from abroad, by offering favorable terms and a 

good business climate (Chen, 1997, pg. 8). They were granted unique freedoms to manage 

and operate their economies on a market basis and were allowed to offer favorable tax 

policies to foreign investors. For example, all FDI firms were granted 15 percent 

reductions of income tax, and FDI firms that produced locally and scheduled to do so for 

ten years or more were exempted from income tax in the first and second profit making 

years, and then followed by a 50 percent reduction in income tax in the following three 

years. Foreign firms were also granted exemption from income tax on the remitted share 

of profits, exemption from export duties and from import duties for equipment, 

instruments and apparatus for producing export products, and the easing of entry and exit 

formalities. 

  China’s policy towards FDI has been met with remarkable success, China being 

the second largest recipient of FDI after the US in the nineties. Several factors have led to 

this success: the gradual liberalization of China’s domestic economic system provided a 

more favorable environment for foreign firm’s activities, the high rate of economic 

growth achieved over twenty years has created a rapidly expanding domestic market 

which has attracted foreign investors. However most importantly, China’s integration into 

the world’s economy has been accelerated by the trend towards globalization, which is 

exhibited by steady and expansion of global foreign direct investment since 1993 (OECD, 

1999). 

According to the 2005 survey results, “local market has high development potential” 
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was the main motivation for manufacturing firms to invest overseas, with 63% of 

enterprises reporting this as a motivating factor. This was the main motivation for large, 

medium and small enterprises, although it was a particularly important factor for large 

enterprises. “Access to an abundant supply of cheap labor” was the second most important 

factor (55.11% of enterprises), although this was clearly a less important issue for small 

and medium-sized enterprises than it had been in the past (figure 1-3). It’s interesting to 

figure out a significant increase in the percentage of enterprises reporting “falling profit 

margins in the industry to which the enterprise belongs” as a motivating factor in 2006 

which had previously been outside the top ten, shop up into sixth place in 2006. 15.96% 

of enterprise gave this as a motivating factor; for small enterprises, the percentage was 

21.74%. 

 

Figure 1-3 Percentage of Enterprises Reporting Particular Factors Motivating 
Overseas Investment in 2005 - 2006 

 

Source: Ministry of Economic Affairs, Survey on Overseas Investment by Manufacturing 

Industry, 2005. 
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Table 1-2 Percentage of Enterprises Reporting Particular Factors Motivating 

Overseas Investment in 2006 

 

Source: Ministry of Economic Affairs, Survey on Overseas Investment by Manufacturing 

Industry, 2006. 

 

The major changes in motivation for investing overseas that have been seen over the 

last three years are as follows. The percentage of large enterprises that have invested 

overseas in response to requests from an overseas customer has risen from 34.77% in 

2003 to 38.93% in 2005, while the percentage of large enterprises for which the 

investment incentives offered by the government in the country in which they are 

investing are an important motivation fell from 14.20% in 2003 to 10.04% in 2005. 

Among medium-sized enterprises, the share of enterprises that had invested overseas 

because an important Taiwanese customer had relocated its production operations 

overseas rose from 22.88% in 2003 to 29.37% in 2005; the percentage for whom 

investment incentives offered by the local government were an important factor fell from 

11.76% to 7.34%. For small enterprises, the percentage for which access to a large pool of 

cheap labor was important fell from 66.23% in 2003 to 54.22% in 2005, while the 
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percentage that had invested overseas because an important customer had done so rose 

from 27.64% to 30.31% over the same period. The share of small enterprises for which 

the ready availability of land for factory construction was a key issue fell from 18.02% in 

2003 to 13.55% in 2005. 

 

1.1.3 The research purpose 

While there is a growing literature in Taishang research, however the studies on 

localization of Taiwanese Businesspeople in China are often an opaque one. The present 

research aims at following finds: 

1. Investigating the situation of profit making to see whether or not it is a factor to help 

to merge into local society. 

2. Understand the localization of Taiwanese enterprises in Guangzhou. 

3. Researching the correlation between contact experiences and the localization of 

Taiwanese business people. 

4. Framing the reference for localization in China, laying basis for related research 

afterwards through literature review, interview and case studies. 

 

1.2 Methodology 

The value of a case study lies in the provision of rich details for further discussion or 

investigation (Robert K. Yin, Case Study Research: Design and Methods (Thousand Oaks, 

CA: Sage Publications, 2003)). The purpose of this study is to explore the reasons 

effected whether by more contact experiences will be easier for Taiwanese businesspeople 

to merge into local social society. The case study method addresses the why and how 
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issues more effectively because more relevant data can be gathered to add insight into 

Taishang research. The research uses concrete observation indexes to conduct case studies 

from the contact experiences. The author selected some SMEs because they are the main 

manufacturers in Taiwan and in China. The research comprised field investigation and 

analysis. Qualitative date were gathered from interviewing top managers and visiting 

factory sites to record the information about the company’s basic profile , company 

strategy and interactions with suppliers and buyers. 

An important qualitative method that has regularly been employed in educational and 

social research is Grounded Theory (Glaser and Strauss 1967). It has several important 

advantages for this study over other ethnographical methods. Grounded Theory, for 

example, presents a single, unified, systematic method of analysis. Other qualitative 

methods often rely upon the application of general principles rather than systematic 

method, making their application and interpretation more difficult. Methods for validating 

findings and can integrate well with quantitative methods are also provided by Grounded 

Theory, in fact, both forms of data are necessary in many instances (Glaser and Strauss 

1967). Grounded Theory is also well documented and had been used systematically in 

studies since the 1960s (Strauss and Corbin, 1990). These factors assist the rapid 

application of the methods of Grounded Theory and also provide a framework for the 

interpretation of results. A rigorous methodology based on the canons of scientific 

research is also employed by Grounded Theory (Scott, 1996). There have been other 

claims regarding the benefits of Grounded Theory. These are summarized by Strauss and 

Corbin (1994) and explained in the next section. 

Quantitative researchers are becoming less satisfied with purely quantified results 

and are turning increasingly to supplementary qualitative analyses according to Strauss 

and Corbin (1994). Grounded Theory was selected therefore, as the research method used 
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in the final study. Features of the Grounded Theory method are described in the next 

section. 

 

1.3 Grounded Theory 

Grounded Theory is a research method developed by Glaser and Strauss (1967). It is 

a general methodology for developing theory that is grounded in data systematically 

gathered and analyzed (Strauss and Corbin 1994). Theory develops and evolves during 

the research process due to the interplay between data collection and analysis phases. It is 

important to note that the result of a Grounded Theory study is the generation of a theory, 

consisting of a set of plausible relationships proposed among concepts and sets of 

concepts. This differs from other ethnographical methods where often the information is 

often presented with little comment from a researcher. A Grounded Theory, it is claimed, 

is a theory which is inductively derived from the phenomenon it represents and meets four 

central criteria: fit, understanding, generality and control (Strauss and Corbin 1990). Fit 

entails that the theory fits the substantive data. Understanding entails that the theory be 

comprehensible to all involved in the area of study. Generality entails that the theory is 

applicable in a variety of contexts. Control implies that the theory should provide control 

with regard to action toward the phenomenon. Grounded theory provides a systematic 

method involving several stages which is used to ‘ground’ the theory, or relate it to the 

reality of the phenomenon under consideration (Scott 1996). A Grounded Theory is 

derived from the phenomenon under study. This contrasts with the hypothetic-deductive 

method, where theories are generated from cyclical testing and refining of a previously 

constructed hypothesis. In Grounded Theory studies, theory emerges from the systematic 

examination of the phenomenon. An important feature of Grounded Theory is theoretical 

sensitivity, which refers to a personal quality of the researcher and relates to 
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understanding the meaning and subtlety of data. Theoretical sensitivity has been described 

by Glaser (1978) as the process of developing the insight with which a researcher comes 

to the research situation. Such insight should be conceptual rather than concrete. It is often 

referred to as a creative aspect of Grounded Theory and involves the researcher working 

in the area to obtain experience and expertise. By gaining theoretical sensitivity the 

researcher will be able to recognize important data and formulate conceptually dense 

theory. An important feature of the Grounded Theory method involves systematic 

methods of data collection and analysis. These methods are described by Strauss and 

Corbin (1990) and are summarized below. 

An important feature of Grounded Theory is that it represents a systematic method 

that may be applied to research problems. The systematic nature of the method is useful in 

judging, generalizing and comparing the results of Grounded Theory research. This is not 

always possible with alternative ethnographical methods where no clear system is 

involved. In the following sections, the stages of the Grounded Theory methodology are 

outlined. In Grounded Theory methodology, data is collected in the same ways, using the 

same techniques as in other research methodologies. Data may be qualitative or 

quantitative or combinations of both types. The analysis of data collected in research is 

often referred to as ‘coding’. Data is coded differently depending on the purpose of the 

data and the stage of the project. Three stages of data analysis are involved in Grounded 

Theory. These are open coding, axial coding and selective coding. 

 

1.4 Research Structure 

We will work on this study starting from the purpose and the research method. At first, 

we will exam systematically the theory of contact experiences and the literature that talks 

about the factors of reducing the prejudice, which influence the elements of merging into 



 19

local society in Mainland China. Then we will work up the interview and focus on more 

about the localization in Mainland China. Then, we will explain the research method and 

the variables. 

  Moreover, we would make up some information about the contact experiences of 

Taishang in China, we would likt to understand more about Taishang’s mindset, 

motivation. 

  Eventually, according to the result of the research, we would combine the literature that 

discuss about the motivation, profitability and contact experience in China and analyze 

the situation nowadays, and finally, we would point out the result of the research and 

point out the suggestion of merging into local society.  


