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The Transition and Development of Cross-Strait
Investment Relationships
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FHIE#] (Tien, Cheng-li)
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Abstract

Due to increasing land prices, rising labor costs, and tightening environmental
regulations, among other causes, Taiwan has been highly dependent on international trade
and investment for its economic growth, and its outward foreign direct investment has been
growing. Among the destinations for Taiwan’s outward investment, its cross-Strait investment
relation with China has received tremendous attention. This article illustrates and discusses the

transition and development of investment relations between Taiwan and China.

Keywords: Foreign Direct Investment, Taiwan, China, Eclectic Theory, Gravity Model
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Introduction

Since 1949, when the government of the Republic of China (Taiwan) retreated to the
island, Taiwan, literally starting from scratch, has achieved high economic growth rates and
rapid industrialization and earned a place as one of the Asian tigers in the 1990s. In its early
years, however, Taiwan had very limited contributions to outward foreign direct investment
(FDI),1 but due to its growing economic power as well as increasing costs in running a
business in Taiwan, it has become increasingly integrated into other parts of the world through
international trade and investment. However, due to political disruptions, Taiwan and the
People’s Republic of China virtually had no relationship until the 1980s. Their unique cross-
Strait relation has affected Taiwan’s relations with other parts of the world especially politically

and economically.

Due to an improvement in the cross-Strait relations between Taiwan and mainland China,
their economic relationship has strengthened, and more and more Taiwanese firms have moved
to China for its lower labor costs, abundant labor force, as well as other investment incentives.
Despite the uncertainty in their cross-Strait relations, China is among the most popular places
for Taiwan’s outbound investments. Thus, this study aims to present descriptive statistics to

illustrate the transitions and development across the Taiwan Strait.

Cross-Strait Investment Relations

China’s phenomenal economic growth has caught worldwide attention. FDIs have been
one of the major contributors to the country’s economic rise. Although FDI has begun to slow
down amid the global economic recession and due to causes such as the tension between China
and the United States, China still attracted more than USD 200 billion in 2018 (see Table 1)
and has been the top destination for foreign investments among developing countries.” Taiwan

is one of China’s major FDI contributors (see Table 2). A substantial growing body of literature

1 The earliest record can be officially traced back to 1959 with a total outward FDI of US$100,000 from one project. See
“Statistics Yearly Report 2018”. Investment Commission, the Ministry of Economic Affairs, Republic of China (Taiwan).
Retrieved from https://www.moeaic.gov.tw/news.view?do=data&id=1327&lang=ch&type=business_ann

2 The exact numbers may vary depending on the data source. Data from Table 1 is based on the “World Investment Report
2019”. United Nations Conference on Trade and Development. https://unctad.org/en/PublicationsLibrary/wir2019 overview
en.pdf. Accessed on September 14, 2019.
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has addressed China receiving foreign investment and its consequences for economic and
business development in the country,3 but this article focuses on the source of capital inflow
from Taiwan to China, especially given their unique relations, to shed more light on the cross-

Strait investment relations from both theoretical and practical perspectives.

Table 1 Foreign Direct Investments in China (1982-2018)
Unit: US$ Billion

Year | Amount | Year | Amount
1982 0.43 2001 47.05
1983 0.64 2002 53.07
1984 1.26 2003 57.90
1985 1.66 2004 68.12
1986 1.88 2005 104.11
1987 2.31 2006 124.08
1988 3.19 2007 156.25
1989 3.39 2008 171.53
1990 3.49 2009 131.06
1991 4.37 2010 243.70
1992 11.16 2011 280.07
1993 27.52 2012 241.21
1994 33.79 2013 290.93
1995 35.85 2014 268.10
1996 40.18 2015 242.49
1997 44.24 2016 174.75
1998 43.75 2017 166.08
1999 38.75 2018 203.49
2000 42.10

Source: World Bank Group. https://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD

3 Cheng, C.Y., “China’s Economy: Recent Development and Long-Term Prospects™, Issues & Studies, 36, 5 (September/
October 2000), pp. 122-157; Gopalan, S., Rajan, R.S., Duong, L.N.T., “Roads to Prosperity? Determinants of FDI in China
and ASEAN”. Chinese Economy, 52, 4, (Jul/Aug2019), pp. 318-341; Lee, S.Y., Lim, E.J., & Meng, Q., “Ethnic Diversity and
Economic Performance in China: The Role of Education, FDI, and Trade”. Emerging Markets Finance & Trade, 55, 2 (2019),
pp. 337-350; Tso, A.Y. “Foreign Direct Investment and China’s Economic Development”. Issues & Studies, 34, 2 (February
1998), pp. 1-34.
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Table 2 Top Investors in China (1997-2018)
Unit: US$ Billion

Country/ Region | Accumulated Amount | %
Hong Kong 998.85 54.51
Virgin Islands 163.20 8.91
Japan 97.63 5.33
Singapore 88.87 4.85
Korea 73.32 4.00
USA 70.76 3.86
Taiwan 52.66 2.87
Cayman Islands 41.46 2.26
Germany 31.66 1.73
Samoa 27.07 1.48

Source: FE AFEBZ st > BIZKEIE ¢ http://data.stats.gov.cn/easyquery.htm?cn=C01 4.

Theoretical Perspectives: the Eclectic Theory

FDI is generated by factors associated with multinational enterprises (MNES)S. Although
various theories have addressed FDI, which remains debatable in terms of its determinants,
the eclectic theory is one of the most widely discussed theories for international investment.’

It provides “a powerful and unifying framework for examining context-specific explanation of
7
FDI”.

According to Dunning, who advocated the eclectic theory, foreign investment depends on

the following conditions:®

I

National Bureau of Statistics, China, http://data.stats.gov.cn/easyquery.htm?cn=C01, Accessed on Aug 28, 2019.

5 De Brito, J.B., & Sampayo, F.D.M. “The Timing and Probability of FDI: An Application to US Multinational Enterprises”. Ap-
plied Economics, 37, 4 (3/10/2005) pp. 417-437; Todo, Y., Zhang, W., Zhou, L.A. “Knowledge Spillovers from FDI in China:
The Role of Educated Labor in Multinational Enterprises”. Journal of Asian Economics, 20, 6 (Nov 2009) pp. 626-639; Wang,
C., Clegg, J., & Kafouros, M. “Country-of-Origin Effects of Foreign Direct Investment: An Industry Level Analysis”, Manage-
ment International Review, 49, 2 (2009), pp. 179-198.

6 Li, Y. & Hu, J.L. “Technical Efficiency and Location Choice of Small and Medium-Sized Enterprises”. Small Business
Economics, 19, 1 (Aug 2002), pp. 1-12; Wang, C., Clegg, J., & Kafouros, M. “Country-of-Origin Effects of Foreign Direct
Investment: An Industry Level Analysis”. Management International Review, 49, 2 (2009), pp. 179-198.

7  Wang, C., Clegg, J., & Kafouros, M. “Country-of-Origin Effects of Foreign Direct Investment: An Industry Level Analysis”.
Management International Review, 49, 2 (2009), p 181.

8  Dunning, J.H. Explaining International Production, Unwin Hyman, London, (1988), p.26.
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1. The firm should possess “net ownership (O) advantages vis-a-vis firms of other
nationalities in serving particular markets”. These advantages include ownerships of

intangible or tangible assets.

2. The firm should possess internalization (I) advantages because “it must be more
beneficial to the enterprise possessing these advantages to use them (or their output)
itself rather than to sell or lease them to foreign firms; this it does through an

extension of its existing value added chains or the adding of new ones”.

3. The firm should also possess the locational (L) advantages of countries because
“it must be in the global interests of the enterprise to utilize these advantages in

conjunction with at least some factor inputs outside its home country”.

Accordingly, the eclectic theory addresses three advantages—ownership, internalization,
and location—to determine international production and investment.” An MNE is popularly
regarded as “a key driver of the process of the globalization of production”.lo Thus, MNEs
should strategize their international production by exploring and exploiting the advantages of

ownership, internalization, and location.

Among these three advantages, location advantages specifically concern government
policies or costs to operate a business in the host country.11 Prior studies have empirically
examined the locational advantages of FDII2; for example, a typical model should include a
regression of FDI on locational factors such as population, distance, labor standards, economic
activities, and political stability.13 Given China’s position as one of the most attractive
recipients for foreign investments, MNEs should be motivated for various reasons to invest in

China. In the 1980s, a number of Taiwanese MNEs sought overseas opportunities for lower

9  Dunning, J.H. “Toward an Eclectic Theory of International Production: Some Empirical Tests”. Journal of International
Business Studies, 11(Spring 1980), pp.9-31; Dunning, J.H. International Production and the Multinational Enterprise. London:
George Allen and Unwin (1981).

10 Milberg, W. “The Changing Structure of Trade Linked to Global Production Systems: What are the Policy Implications?”,
International Labor Review, 143, 1/2 (2004), p. 47.

11 According to Dunning, location advantages should include advantages from various types of international productions such as
possession of material, labor, and markets. See Dunning, J.H. “Toward an Eclectic Theory of International Production: Some
Empirical Tests”. Journal of International Business Studies, 11(Spring 1980), pp.9-31.

12 Beavan, A. & Estrin, S. “The Determinants of Foreign Direct Investment into European Transition Economies”. Journal of
Comparative Economics, 32, 4 (2004), pp. 775-787; Tihanyi, L., Griffith, D.A., & Russell, C.J. “The Effect of Cultural Dis-
tance on Entry Mode Choice, International Diversification, and MNE Performance: A Meta-Analysis”. Journal of International
Business Studies, 36, 3 (2005), pp. 270-283.

13 Milberg, W. “The Changing Structure of Trade Linked to Global Production Systems: What are the Policy Implications?”, In-
ternational Labor Review, 143, 1/2 (2004), pp. 45-90.
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labor costs and abundant labor resources, which were the main drivers for them to invest in
China."* While both Taiwan and China experience major economic transitions, it is imperative
to illustrate the profiles and trends of these transitions concerning the cross-Strait investment

due to the unique relationship between Taiwan and China.
Theoretical Perspectives: the Gravity Model

The gravity model argues that “the trade between any two countries is, other things
equal, proportional to the product of their GDP’s and diminishes with distance”."” In other
words, a nation’s GDP and the distance between two countries can affect trade between two
countries. Although the gravity model is usually used to predict and analyze trade between two
economies, it should be also useful in understanding international production. China, with its
rise to prominence, has become the world’s second largest economy since 2010. The transition
has been drastic because the country was literally closed to the world about four decades ago.
Meanwhile, Taiwanese businesses have been seeking overseas resources and markets with
comparative advantage, and due to the significant changes over the past forty years in China
and improvements in cross-Strait relations, China has become one of the top destinations for

Taiwanese businesses seeking overseas business opportunities.

Thus, from the theoretical perspectives of the eclectic theory and gravity model,
Taiwanese businesses that seek overseas opportunities are most likely to choose China for their

overseas expansion.
Practical Perspectives: Taiwan’s Investment in China

The practical perspectives support the theoretical perspectives about the investment
relationship between Taiwan and China. Actually, Taiwanese investors had begun investing in
China since the mid-1980s. However, there were almost no economic links between Taiwan
and China from the 1950s until the mid—19805,16 due to political reasons that prevented
Taiwanese businesses from investing in China. Because of improved cross-Strait relations,

as well as increased costs in running a business in Taiwan due to higher labor and land costs,

14 Wang, C., Clegg, J., & Kafouros, M. “Country-of-Origin Effects of Foreign Direct Investment: An Industry Level Analysis”.
Management International Review, 42, 2 (2009), pp. 179-198; Cho, H.W. “China-Taiwan Tug of War in the WTO”. 4sian
Survey, 45, 5 (2005), pp. 736-55.

15 See page 45, Krugman, P.R., Obstfeld, M., & Melitz, M.J. 2015. International Economics: Theory and Policy, Tenth Edition,
Pearson.

16 Filatotchev, L., Strange, R., Piesse, J., & Lien, Y.C. “FDI by Firms from Newly Industrialized Economies in Emerging Markets:
Corporate Governance, Entry Mode and Location”. Journal of International Business Studies, 38 (2007), p.563.
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. . . . . 17 . .
tighter environmental regulations, and currency appreciation, = Taiwanese businesses have

sought overseas opportunities, as Table 3 reveals. As a result, as Figures 1 and 2 reveal, Taiwan

and China’s cross-Strait economic relations have intensified, facilitated by “shared cultural

understanding and language affinity with local agents on the mainland”."®

Table 3 Taiwan’s Outward Foreign Direct Investment

Unit: USS Billion

Foreign Economies China
Year Projects Value Projects Value
1952~1990 873 3.08 NA NA
1991 365 1.66 237 0.17
1992 300 0.89 264 0.25
1993 326 1.66 9329 3.17
1994 324 1.62 934 0.96
1995 339 1.36 490 1.09
1996 470 2.17 383 1.23
1997 759 2.89 8725 4.33
1998 896 3.30 1284 2.03
1999 774 3.27 488 1.25
2000 1391 5.08 840 2.61
2001 1387 4.39 1186 2.78
2002 925 3.37 3116 6.72
2003 714 3.97 3875 7.70
2004 658 3.38 2004 6.94
2005 521 2.45 1297 6.01
2006 478 4.32 1090 7.64
2007 464 6.47 996 9.97
2008 387 4.47 643 10.69
2009 251 3.01 590 7.14
2010 247 2.82 914 14.62
2011 306 3.70 887 14.38
2012 321 8.10 636 12.79
2013 373 5.23 554 9.19
2014 493 7.29 497 10.28
2015 462 10.93 427 10.97
2016 496 12.12 323 9.67
2017 502 11.57 580 9.25
2018 638 14.29 726 8.50

Source: Investment Commission, Ministry of Economic Affairs, ROC (Taiwan).

17 Cheng, T.J. Transforming Taiwan’s economic structure in the 20th century, the China Quarterly, Mar (2001), p. 35.

18 Tian, Q.J. “’Like Fish in Water”: Taiwanese Investors in a Rent-Seeking Society”. Issues & Studies, 35, 5 (September/Octor

1999), p.61.
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However, uncertainty still remains in the cross-Strait relations between Taiwan and

China, likely due to political reasons. For example, the No Haste, Be Patient/Avoid Haste,
Be Patient (jieji yongren = 7Z.) policy of 1996 and the Active Opening, Effective
Management (jiji kaifang youxiao guanli FER5H MG ZUE ) policy of 2001 were enforced to
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reduce Taiwan’s dependency on China."” However, the Three Links (santung —3f)—direct air,
shipping, and postal service—were opened in 2001 and 2008 to facilitate cross-Strait relations.
Thus, from a practical perspective, economic cross-Strait relations are dependent on policies
and politics. Although the number of investment applications does not seem to consistently
show the policy effect as Figure 3 reveals, the trends in Figure 4 may reveal some evidence of
the policy effect on Taiwan’s outward investment amount to China. For example, the number
of applications and investment amount significantly increased in 1993, which was the year
the Koo-Wang Talk was first held.”' However, Taiwan’s investment to China experienced
reverse developments around 1995-1996 when the missile crisis in the Taiwan Strait occurred.
The number of applications and investment amount again significantly increased around
2002-2003, most likely as a result of events such as the mini Three Links in 2001 and China’s
and Taiwan’s WTO memberships becoming effective in 2001 and 2002, respectively. These
events may have further promoted economic cross-Strait relations, despite Taiwan being led
at the time by President Chen Shui-Bian (2000-2008) from the Democratic Progressive Party,
who brought up “one country on each side” in 2002, which may have caused some tension
across the Strait. Nonetheless, relevant policies and politics have played a key role in the

economic cross-Strait relationship between Taiwan and mainland China.

Figure 3

Taiwan's Outward Investment (Projects)
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19 Saunders, P.C. “Long-Term Trends in China-Taiwan Relations”. Asian Survey, 45, 6 (2005), pp. 970-997.

20 There are two kinds of Three Links: mini Three Links, which are on a small scale and were opened in 2001, and big Three
Links, which are on a large scale and were opened in 2008.

21 The Koo-Wang Talks were held in 1993 and 1998 when Mr. Koo Chen-Fu, representing Taiwan, and Wang Daohan,
representing mainland China, met in Singapore and Shanghai for talks on cross-Strait relations.
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Figure 4

Taiwan's Outward Investment (Amount)
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Taiwan’s Investment in the Municipalities/Provinces/Regions of China

Because China has such a large economy, it is imperative to take a further look at China

from various units of analysis such as municipalities, provinces, or regions. Based on the

aforementioned theoretical perspectives, coastal areas should have a closer relation with

Taiwan. According to statistical data from the Department of Investment Services of the

Ministry of Economic Affairs of Republic of China (Taiwan), Taiwan’s outward investment in
China mostly targets the Pearl River Delta (PRD; chuchiang sanchaiochou ¥§11.= i), with

a main focus on labor-oriented industries, and the Yangtze River Delta (YRD; changchiang

sanchaiochou £Y1. = M), with a main focus on capital- or technology-intensive industries.

From a historical perspective, Taiwan’s early investments in China were mostly likely to be
directed toward the south coast provinces, such as Canton (& %) and Fukien (f&/#), followed
by middle coast municipalities or provinces such as Shanghai (_[if#), Kiangsu (YL#%), and

Chekiang (#ft ?]:).22 In sum, an early focus on labor-oriented sectors shifted toward technology-

. 23 . 24 .
oriented sectors™". Therefore, as Figures 5 and 6 reveal™, a large number of Taiwan’s

22 Filatotchev, 1., Strange, R., Piesse, J., & Lien, Y.C. “FDI by Firms from Newly Industrialized Economies in Emerging Mar-

kets: Corporate Governance, Entry Mode and Location”. Journal of International Business Studies, 38 (2007), pp. 556-572.
23 The focus of Taiwan’s FDI changed from labor-oriented sectors to capital-oriented sectors. /bid.

24 Other than Canton, Kiangsu, Shanghai, Fukien and Chekiang, Figure 5 also illustrated the accumulated Taiwanese investments
to Beijing (4L37%), Shantung ([1I3]), Tientsin (K1), Hupei (#4dt) and Liaoning (GE%E). Other than Kiangsu, Canton,
Shanghai, Fukien, Chekiang, Shantung, Beijing and Tientsin, Figure 6 also revealed the accumulated investments to Szuchuan

(P4)11) and Honan (Y] ).
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investments have favored provinces and cities along the southeast coast of China, but the later
investments moved from the PRD to YRD, as Figures 7-10 reveal.”’
Figure 5

Accumulated Taiwan's Investment to China
(Top Cities/Provinces, 1991-2018)
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Accumulated Taiwan's Investment to China
(Top Cities/Provinces, 1991-2018)
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25 Three major economic circles are the YRD, PRD, and Bohai Rim (huanpohai ¥81i) (https://baike.baidu.com/
item/%E4%B8%89%E5%A4%A7%E7%BB%8F%E6%B5%8E%E5%9C%88). I also added Minnan (minnan [#) to the
discussion because of its geographical proximity to Taiwan. To measure for these economic circles, I used data from Shanghai,
Kiangsu, Chekiang, and Anhui () for YRD; Canton for PRD; Beijing, Tientsin, Hebei (f7]1t)), Liaoning, and Shantung for
Bohai Rim; and Fukien for Minnan.
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Figure 7

Accumulated Investment Projects in China (by the Main
Economic Regions, 1991-2018)

18000
16000

14000

= =
o N
o o
o o
o o

8000

Number of Projects

6000

4000
2000
0

Bohai Rim YRD PRD Minnan
Regions

Figure 8

Accumulated Investment Value in Chinz (by the
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Figure 9

Annual Investment Projects in China (by the Main Economic Regions)
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Figure 10

Annual Investment Amount in China (by the Main Economic
Regions)
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Regarding Taiwanese investments from a provincial perspective (Figures 11-18), the
change in patterns concerning the number of investment projects received by each province may
not be evident, but it is clear that the total investment amount has mostly increased, particularly
in Kiangsu and Shanghai. Furthermore, from an overall perspective of investment amounts per
project, despite a slowdown during the recent years, the average investment amount per project
has significantly increased (e.g., USD 735,000 per project in 1991 to USD 11,705,000 per
project in 2018), implying that previous Taiwanese investments may have mostly come from

small-medium enterprises, but this investment trend has shifted toward larger corporations with
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their larger investment amounts per project to China. These changes in investment location and
target patterns can help explain the transition of Taiwanese investments moving from the PRD

area to the YRD area and from labor-oriented industrial sectors to capital-oriented ones.

Figure 11
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Investment in Chekiang
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Figure 17

Investment in Shantung
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Figure 18

Investment in Tientsin
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Taiwan’s Investments in China by Industry

Taiwanese investments have traveled across the Strait to mainland China for about three
decades now. The literature tends to pay the most attention to macro-level analyses and less

attention to micro-level analyses, such as industrial sectors (i.e., the profiles and patterns of the
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industries Taiwan’s direct investments have involved in China). Because Taiwan’s investments
in China are mostly motivated by the latter’s low labor costs and abundant labor resources,
manufacturing-oriented industrial sectors are among the top industrial sectors Taiwan’s
investments have targeted in China. Figures 19 and 20 illustrate this phenomenon from data
accumulated after 1991. Upon a closer look at the manufacturing-oriented sectors according
to years from 1991 to 2018, we should be able to see the general transition from smaller
investments per project to larger investments per project (Figures 21 and 22). Regarding the
manufacturing-oriented sectors from the top sub-sectors (electronic parts and components
manufacturing, computers, electronic and optical products manufacturing, and electrical
equipment manufacturing), we discover the annual transitions from 1991 to 2018 (Figures
23 and 24). For example, investments in electronic parts and components manufacturing are
likely to have a higher investment amount per project, which may indicate that this type of
investment is capital- or technology-oriented. In terms of the number of project applications,
the investment focus has changed from electrical equipment manufacturing to electronic parts
and components manufacturing; although in terms of investment amount, the focus has been

quite consistent in electronic parts and components manufacturing.

Figure 19
Accurmlates [nwestment Projests In Ching by Top Industries (1291-2018)
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Accumulated Investment Amounts in China by Top Industries (1991-2018)
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Figure 21

Annual Investment Projects to China in the Manufacturing Sectors
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Figure 22

Annual Investment Amounts to China in the Manufacturing
Sectors
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Figure 23
Top Three Investment Sectors in Manufacturing
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Figure 24

Top Three Investment Sectors in Manufacturing
(Investment Amounts in China)
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Practical Perspectives: Tension between China and the United States

Since President Trump stepped into office, the tension between the United States and
China has intensified, especially in trade and investment. Therefore, it is crucial to take a
further look at the changes involving Taiwan’s investments to China on a monthly basis to
observe the subtle changes in investments in this uncertain but dynamic environment. With
regard to project applications, I focus on the top three Taiwan-invested industries in China: the
manufacturing industry, wholesale and retail trade industry, and professional, scientific, and
technical service industry. As Figure 25 shows, in terms of China’s manufacturing industry,
the number of project applications has mostly reduced since the 2010s but somehow increased
around 2018. It is not clear whether the tension between the United States and China since
2017 has affected Taiwan’s investments to China in the manufacturing industry. As Figure
26 shows, in terms of China’s wholesale and retail trade industry, the finding is similar to
that of China’s manufacturing industry; the number of Taiwanese applications to invest in
China’s wholesale and retail trade industry has mostly decreased since the 2010s but somehow
rose around 2017 and 2018. Although the trade war between the United States and China is
expected to have some influences on Taiwanese investments to China, it is not clear yet in

this industry. Finally, regarding the professional, scientific, and technical services industry, as
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Figure 27 shows, it has been quite stable until 2018 when the number of applications soared.
This finding is interesting because I expected a slowdown due to the environmental uncertainty
surrounding trade and investment. In contrast, the number of applications rose in 2018 with
the announcement of an important policy in February 2018 about China’s offer to provide 31
professional and economic incentives to Taiwanese businesses. In this regard, the policy effect
is very likely to affect Taiwanese businesses filing for investment applications in China, despite

the tension between China and the United States.

Figure 25

Monthly Investment Projects in China's Manufacturing Industry
(January 2007 to June 2019)
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Figure 27

Monthly Investment Projects in China's Professional, Scientific and Technical Services
Industry
(January 2007 to June 2019)
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Regarding China’s manufacturing industry in particular, I took a further look at the top
three sub-sectors (by applications): electronic parts and components, electrical equipment,
and machinery and equipment. In the electronic parts and components sector, as Figure 28
shows, the number of applications has roughly reduced since 2011. The impact of the tension
between the United States and China on Taiwan’s investments to China is not clear. In terms of
the electrical equipment sector (Figure 29), the number of applications from Taiwan to China
reduced after 2014 but bounced back after 2017. The number of applications, however, has
not reached the peak of applications around 2010-2014. Similar findings can be found in the

machinery and equipment sector, as Figure 30 shows.
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Figure 28

Monthly Investment Projects in China's Electronic Parts and Components Manufacturing

Sector
(January 2007 to June 2019)
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Figure 29

Monthly Investment Projects in China's Electrical Equipment Manufacturing Sector

(January, 2007 to June, 2019)
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Figure 30

Monthly Investment Projects in China's Machinery and Equipment Manufacturing Sector
(January 2007-June 2019)
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In terms of investment amounts, I also targeted the top Taiwan-invested industries in
China: manufacturing, wholesale and retail trade, and financial and insurance industry. Figure
31 shows no indication of any significant recession in investing in China’s manufacturing
industry, until 2019 when the trend moved down, which is likely to occur due to the tension
between the United States and China. Figure 32 shows Taiwan’s investment amounts in
China’s wholesale and retail trade industry. The peak years are between 2009 and 2015, but the
investment amounts tend to rise again after 2017, after the slump around 2015-2016. Therefore,
the impact of the tension between the United States and China on Taiwan’s investment in
China’s wholesale and retail trade industry is not as significant as expected. In terms of the
financial and insurance industry, as Figure 33 reveals, there are signs of slowing down after
2019, which is debatable in whether this is directly caused by the China—US tensions because

this industry is not manufacturing-oriented, which may face uncertainty concerning tariffs.
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Figure 31
Monthly Investment Amounts to China's Manufacturing Industry
(January 2007 to June 2019)
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Figure 32
(January 2007 to June 2019)

Monthly Investment Amounts to China's Wholesale and Retail Trade Industry
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Figure 33

Monthly Investment Amounts to China's Financial and Insurance Industry
(January 2007 to June 2019)
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Regarding again China’s manufacturing industry, I looked at the top three sub-sectors:
electronic parts and components, computers and electronic and optical products, and chemical
material. Figure 34 displays the statistics and monthly trends of investment amounts to China’s
electronic parts and components sector from 2007 to June 2019. Investment slowed down
around 2013-2014 but regained its momentum in 2018. The first few months in 2019 indicate
a slowdown in Taiwanese investment in China’s electronic parts and components sector, which
can be expected to occur due to the tension between China and the United States. As far as the
computers, electronic and optical products sector is concerned (Figure 35), investments from
Taiwan to China were quite stable until 2019; however, these were likely to be affected by both
China—US relations and Taiwan’s south-bound policy. Figure 36 illustrates the statistics and
trends of Taiwanese investment amounts in China’s chemical material sector. In contrast to
the electronic parts and components sector and the computers, electronic and optical products
sector, the findings from this sector do not indicate a significant sign of slowing down. In other
words, chemical substances in China may still attract Taiwan’s investments regardless of the

tension between the United States and China.
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Figure 34

Sector
(January 2007 to June 2019)

Monthly Investment Amounts to China's Electronic Parts and Components Manufacturing
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Figure 35

Monthly Investment Amounts to China's Computers, Electronic and Optical Products

Manufacturing Sector
(January 2007 to June 2019)
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Figure 36

Chemical Material Manufacturing Amount
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Conclusions and Discussion

Taiwan’s economy highly depends on its involvement in international trade, investments,
and global market conditions.” After 1986, firms in Taiwan suffered from losses in exports
due to reasons such as increased labor costs.”” These reasons have encouraged Taiwan-based
firms to relocate their labor-intensive operations overseas.” Although cross-Strait trade
and investments may not be easily and accurately calculated, there is no doubt, especially
in the early years (e.g., the 1980s), labor costs are what placed China at the top of the list
for Taiwanese investments” . Hence, those early movers from Taiwan to China have been
more engaged in the labor-intensive sectors. Based on the statistical data, the transition and
development of the cross-Strait investment relations can be characterized by the following

points:

26 Ali, AJ., Lee, M., Hsieh, Y.C., & Krishnan, K. “Individualism and Collectivism in Taiwan”. Cross Cultural Management: An
International Journal, 12, 4 (2005), pp. 3-16.

27 Lin, Y., Szenberg M., & Webster, T.J. “Determinants of Foreign Direct Investment: Taiwan, 1965-1993”. Journal of Applied
Business Research, 17,2 (Spring 2001), pp. 51-63.

28 Ali, AJ., Lee, M., Hsieh, Y.C., & Krishnan, K. “Individualism and Collectivism in Taiwan”. Cross Cultural Management: An
International Journal, 12, 4 (2005), pp. 3-16.

29 Charng, K. “Labor-Management Relations within Taiwan-Invested Enterprises in Mainland China”. Issues & Studies, 32, 10
(October 1996), pp. 53-74.
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1. The focus of Taiwan’s investments in China has moved from the PRD area to the

YRD area over the past decades.

2. Chinese manufacturing-oriented sectors have dominated over industrial sectors in
receiving Taiwanese investments; however, service-oriented sectors are rising in

prominence.

3. The profiles and patterns of Taiwan’s investments in China can be affected by the

policies and politics across the Strait.

4. The tension between China and the United States may have concerned Taiwanese

businesses investing in China, but the actual impact is not clear.

This study is mainly based on descriptive statistics and may help clarify debates or
further encourage dialogues regarding the motivations behind Taiwan’s overseas investments
and the transition and development of cross-Strait investment relations, especially in the
context of China—US tensions. Although this study does not include any performance markers
of these investments in China, it still reveals important implications to both researchers and
practitioners for further research and discussion because China is among the most popular
destinations receiving investments from businesses in Taiwan and worldwide. In particular,
a number of firms in Taiwan have emphasized using their “south-bound” (to Southeast
Asia) strategies to mitigate risks and to survive in a time of uncertainty, especially regarding
the tension between the United States and China. With statistics revealed from this study,
Taiwanese MNEs should be able to further comprehend the profiles and trends of their
investments in China, and furthermore, to carefully strategize their moves toward “the west”
(to China), as well as toward other markets, such as to “the south” (to economies in Southeast
Asia). To survive the global competition, and sustain a competitive advantage for better
performance, Taiwanese MNEs should use multifaceted strategies when dealing with growth or

expansion plans involving the statistical data illustrated in this study.

This study, however, suffers from some limitations. This study is mainly based on
statistical data to illustrate the patterns and trends of Taiwan’s investments in China. Empirical
studies should be conducted to enhance the rigor of the study and credibility of evidence. This
study can be extended to include research on trade and the effects of diversion and creation on
economic relations between Taiwan and China, as well as between Taiwan and economies in

Southeast Asia. Last but not least, the cross-Strait relationship between Taiwan and mainland
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China is uncertain and subject to important factors such as policies and politics. For future
research, this study should enhance the arguments of the policies and politics effect with

empirical evidence to further encourage deeper and more dialogues in this regard.
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19 “RSF Report: China's Pursuit of a New World Media Order," (2019/6/4), visited date: 2019/8/2, Reporters without Borders,
https://rsf.org/en/reports/rsf-report-chinas-pursuit-new-world-media-order °

20 Garths Jowett and Victoria O’ Donnel, [fiZ % %5% - (E{#HELHRARY (propaganda and Persuasion) (&t : AL »
2003) > H2-

21 Garths Jowett and Victoria O’ Donnel, [HiE %5 » (E{#HELRARY (propaganda and Persuasion) » E[27 °

22 Claire Wardle, “Fake news. It’s complicated,” (2017/2/16) > visited date: 2019/7/15, First Draft, https://firstdraftnews.org/
fake-news-complicated/ ° YtEI#7 - TERFTEIREEH D MTAIRGIERIAL (20185 10H4H) » 2019F7HISH Tk > GRER
REREY - https://medium.com/watchout/fake-news-example-ec0959930e08 °
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HRE D ZBHEAE » 802 BEIRGHE - RE b U 2R A1) TEEAE ) 80 T
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23 B E B UNESCOSRI LRI (BF S BIEE ~ RBHE B U LA A) 15 BB (fake news) » B #fi) disinformation, mal-
information and misinformation: Disinformation: Information that is false and deliberately created to harm a person,
social group, organisation or country(disinformation E7ET & #EHFEE A ~ tH & B ~ HBSBE KNG E)
Misinformation: Information that is false but not created with the intention of causing harm. (misinformation#ff & {FH 2
HAERE (S EM ) - Mal-information: Information that is based on reality, used to inflict harm on a person, social group,
organisation or country. (mal-information LAUE R EEEM LG EMEA ~ tL G E#E - fHMEEZK) o “Journalism, 'Fake
News' and Disinformation: A Handbook for Journalism Education and Training”, visited date: 2019/5/13, UNESCO, https://
en.unesco.org/fightfakenews °

24 Robert McNamara, “What Is Disinformation? Definition and Examples,” visited date: 2019/7/9, {ThoughGo) , https://www.
thoughtco.com/disinformation-definition-4587093

25 DEEMBIENG G EE MiFP199% ZEME 2.0 20199 7H8H) » 2019F7H10H Tl » (H R »
https://news.ltn.com.tw/news/politics/breakingnews/2845918

26 “Disinformation / Dezinformatsiya,” visited date: 2019/7/10, {GlobalSecurity.org) , https://www.globalsecurity.org/intell/
world/russia/dezinformatsiya.htm
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ERFCR ¢ Joseph S. Nye, Sofi Power: The Means to Success in World Politics (New York: PublicAffairs, 2004), p. 8.
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29 Joseph S. Nye, Jr., Bound to Lead: The Changing Nature of American Power (New York: Basic Books, 1991), pp. 31-32.

30 Joseph S. Nye, Ir.,Soft Power: The Means to Success in World Politics (New York: PublicAffairs, 2004), p. 1.

31 Joseph S. Nye Jr., “How Sharp Power Threatens Soft Power--The Right and Wrong Ways to Respond to Authoritarian Influ-
ence,” (2018/1/24), visited date: 2019/8/12, Foreign Affair, https://www.foreignaffairs.com/articles/china/2018-01-24/how-
sharp-power-threatens-soft-power °
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%0 > A SCETBURTEGR - BfE9R3E SEii e B B R Bl M B R o KRR R ) 2 e
T8 » LB KA A B 32 KB N Rl g 548 » (8 Lo g T H 3.
A DLRAEIL KRR I BUBRANRE o 3 4 2518 5 B BT IR P o HARYE20184F( TILE
—1 ERKN THEALE L (disinformation) B AM » EEE IEBR (BFRLEE) FLU
IEHUBEAE » (A5 58 nTREHEAR SRR 1 2= fHlRoBaTE ¢

St GGLE2E) —ZFrol - RS HEIMEES E L SR EEE e T o
I SRR S B MR ] - Al fARS

(—) 20085 LARK » LARFIERUA /7B A » R REERE hfEflny Ty &EZmist
AREBEEMELE o 20084 » BEPHELEBUR - RbeE b R e iE 2Bt -
CERILHERR » £201 6 BB 2 5 » KBE ] REF E ] LUEEE 77 U T SE
BRI EA%E)

35 Loch K. Johnson, National Security Intelligence (Cambridge: Polity Press, 2017), pp. 130-131.

36 ‘Taiwan,’ visited date: 2019/7/19, Freedom in the world 2019, https://freedomhouse.org/report/freedom-world/2019/taiwan.
The news media reflect a diversity of views and report aggressively on government policies, though many outlets display
strong party affiliation in their coverage. Beijing continues to exert influence on Taiwanese media. Key media owners have
significant business interests in China or rely on advertising by Chinese companies, leaving them vulnerable to pressure and
prone to self-censorship on topics considered sensitive by Beijing. In recent years, Taiwanese regulators have resisted proposed
mergers that would have concentrated important media companies in the hands of such owners, and the press has been able to
report freely on elections.The onslaught of disinformation surrounding the 2018 local elections led some top officials to suggest
revising the National Security Act to counter “fake news,” raising concerns that any resulting legislation could be misused to

silence and punish critical voices in the media.
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39 Kathrin Hille, “Taiwan primaries highlight fears over China’s political influence,” (2019/7/17), last visted 2019/7/19, Financial
Times, https://www.ft.com/content/036b609a-a768-11¢9-984c-fac8325aaa04.
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Wafer Capacity at Dec-2018 — by Geographic Region
(Monthly Installed Capacity in 200mm-equivalents)

. Installed % of
Taiwan
ROW Region Capacity  Worldwide
(K w/m) Total
Europe Taiwan 4,126 21.8%
S. Korea 4,033 21.3%
Japan 3,168 16.8%
China 5. Korea N, America 2,426 12.8%
China 2,361 12.5%
Europe 1,138 6.0%
M. ROW 1,646 8.7%
America Japan TOTAL 18,897 100%

Source: ICInsights
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2018 Worldwide IC Company Marketshare by
Headquarters Location

B DM Share B Fabless Share Total IC Share
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% 2 <10 {1%.:1%{1%
0% - T T
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Marketshare
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BIIDM A F5 i (Intel) 2RI KRAEEAF]. 2T - BLISHS 5 K K (E S 2 BRFEIA
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Top 10 Worldwide Semiconductor Sales Leaders
2016 2017 018 2019F
Rank Company Sales (5B)] Company Sales (58] Change | Company Sales (5B) Change| Compamy Sales [58) Change
1 Intel $57.0 Samsung $65.9 48.8% Samsung 785 19.2% Intel $70.6 LO%
2 Samsung 5443 Intel $61.7 B.2% Intel $69.9  13.2% | Samsung $63.1 | -19.T%
3 TSMC (2) $29.5 TSMC (2] $32.2 9.1% 5K Hynix 5368  37.6%
4 Quakomm (1) 5154 SK Hynix 526.7 T79.5% TSMC (2) 5342 6.4%
5 Broadcom (1) 515.2 Micron $23.9 T6.T% Micron $31.0  29.6%
B SK Hynix $14.9 |Broadcom (1) $17.8  16.9% | Broadeom (1) $185 @ 3.7%
7 Micron $13.5 |Qualcomm (1) $17.0 10.5% |CQualcomm (1) 5164  -3.8%
& T $12.5 T $13.9  11.3% Toshiba*® 5149 | 12.1%
9 Toshiba 510.9 Toshiba $131.3 11.9% m 5149 6.8%
10 NXP 59.5 Nvidia (1) $9.4 36.1% Nvidia (1) $12.0  27.1%
Top 10 Total ($8) $111.8 - 52819 26.5% - $327.0  16.0%
Semi Market [58) $364.0 -_ 54452 213N - $504.1  13.2% - 54685 @ -7.0%
Source: ICIngights (1) Fabless (2) Pure-Play foundry *Includes Toshiba Memory
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