Editor’s Introduction
Since Professor Kerry Brown, the new director of the Lau China Institute was appointed in 2015, the
message has been clear that the Lau China Institute will be a multidisciplinary centre whose focus is
not limited to mainland China in research, but to a ‘Greater China’ which encompasses regional
compatriots Hong Kong & Macau and neighbouring island considered by the People’s Republic to be
a renegade province, Taiwan.
As a previous guest to the Ministry of Cultural Affairs of Taiwan in 2011, I have of course been
swayed by the Taiwanese call for recognition as a space in close proximity to the mainland but with
values, a history and a culture that are similar in their roots to ‘across the river’ (i.e. the Taiwan Strait
from which the mainland Chinese city of Xiamen is highly visible from the fortified Taiwanese
Kinmen island), but different in their politics, diplomacy, aspects of the way of life and of course, the
way in which industrialisation and an economic boom was occurring well before mainland China was
clearly into its long term fast economic growth phase.
Therefore, it is with great pleasure that I present the first Policy Paper in the Lau China Institute Policy
Paper series that has a Taiwan focus. This paper by my Taiwanese colleague from the University of
Nottingham, Dr Chun-Yi Lee, a lecturer at the School of Politics and International Relations. In this
paper, Dr Lee delineates the story of mainland Chinese investment into high technology companies
in Taiwan, supported by policy, but highly imbalanced in terms of investment flows in the reverse
direction being much higher and over a greater time frame.
The author explores various trade agreements and policy shifts and their evolution and goes on to
present John Harry Dunning’s framework for the motives for outward foreign direct investment,
applying this to the case of Chinese investment into Taiwan’s high tech sector. Interestingly, she finds
that high tech investment has not only been limited by the fact the market potential of Taiwan is small
due to its size, and that the Taiwanese government has applied special restrictions on mainland
Chinese investments, but that there are routes that have emerged by which Chinese firms can acquire
Taiwanese technology and know-how through attracting human capital resources on a sort of talent
pool market between Taiwan and China. Moreover, investments made supposedly by Hong Kong and
Singaporean firms, could be mainland Chinese companies’ way of skirting the regulatory issues.
In the final analysis, it is Dr Lee’s view that the Taiwanese government needs to employ a
comprehensive strategy for protecting local industry, not one which segregates mainland China from
other regions in its investment rules.
This paper will be presented live by the author at the King’s College London Strand Campus, Nash
Lecture theatre, seating members of the public from 17:30. A Q&A will follow the presentation
entitled: ‘Across the Strait: Mainland Chinese Invest in Taiwan’.
Dr Sam Beatson
sam.beatson@kcl.ac.uk
Room 340N
Lau China Institute
King’s College London
Strand
London
WC2R 1LS
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Abstract
Cross-Strait economic activities are no longer one-dimensional. Since the Republic of China
(ROC) government opened up Taiwan’s market to mainland Chinese (henceforth Chinese)
investment in 2009, no systematic research has been carried out to examine the positive and
negative consequences of Chinese investment in Taiwan. This paper seeks to address the crucial,
yet unexplored, question: What are the impacts of Chinese investment in Taiwan? Two further
questions immediately follow. Will Chinese investment put Taiwanese industrial development
at risk? Based on the hypothesis that the combination of Chinese capital and Taiwan’s
knowledge will advance Taiwanese production in the global value chain, how much opportunity
and how much danger will Chinese investment present to Taiwan? The academic literature
reveals a hefty bias in political economic research across the Taiwan Strait towards analyses of
Taiwanese investment in mainland China (henceforth China). Aside from the traditional
economic literature about trade and investment across the Strait and in Greater China (Ash &
Kueh, 1993), scholars exploring the cross-Strait relationship have begun to pay attention to the
civic influence of Taiwanese businesses—or Taishangs—on the cross-Strait relationship (Wu,
1997; Hsing, 1998; Tung, 2003). Some have emphasised the importance of sub-governmental
interaction in the process of cross-Strait integration (Keng, 2007). Others assert that Taiwanese
businesses can use their economic strength as leverage to significantly influence the Chinese
government’s cross-Strait policymaking (Tung, 2003). On the contrary, Lee argues that
Taishangs in China have been constrained by the Chinese government (Lee, 2012). Despite these
opposing viewpoints, the literature shows that the role of Taishangs in diplomatic relations
between the Taiwanese and Chinese governments, in particular their political attitudes, has
become a focus of scholarship in cross-Strait studies (Schubert, 2010; Keng & Schubert, 2011).
This paper mainly focuses on the Chinese investment in Taiwan’s high technology industry and
finds that a number of factors have inhibited Chinese investment into Taiwan through the direct
route, disguised investments (e.g. through Hong Kong or Singapore) notwithstanding. These
include market size, the ability to recruit human capital directly, the embeddedness of Taiwanese
companies already on the mainland and bottlenecks created by a policy to restrict mainland
investment by the Taiwanese government.
The structure of this paper is as follows, the first section provides an introduction to Taiwan’s
liberlisation to Chinese investment. Secondly, we will explain the reason why high technology
has been chosen as the case in point. The third section discusses theoretic principles of outward
foreign direct investment. Using those principles as the benchmarks, the fourth section analyses
the impact of Chinese investment on Taiwan’s high technology development. Finally, the fifth
part serves as a conclusion and also provides some policy suggestions1.
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Taiwan’s Liberalisation and Chinese investment
The Taiwanese government lifted the barriers to Chinese investment in specific sectors in
June 2009. From 2009 to 2016, there have been three stages of opening to Chinese investment in
Taiwan. These stages are divided up depending on the degree of opening in different industrial sectors
and projects. For instance, during the first stage from 30 June, 2009 to January, 2011, 192 projects
were opened for Chinese investment including banking, insurance and stock investments. The second
stage began on 7 March, 2011, adding 42 projects, including in high-technology sectors e.g. the design
of semiconductors, semiconductor packages, LED panels and parts manufacturing. The third stage
started on 20 March, 2012. During this stage, an additional 115 projects were opened for Chinese
investment in the manufacturing sector, with the manufacturing sector therefore offering the widest
opportunity. There were 38 new projects approved for the Chinese investment in the third stage, and
combining this with the previous 138 projects, the opening rate of the service sector has reached 51%.
(Ministry of Economic Affairs Investment Review Committee, 2012). The manufacturing sector and
service sector are therefore the sectors that have been opened the most to the Chinese investment. The
Taiwanese government needs to consider four important matters when opening to Chinese investment:
firstly, Taiwan is open to investment in competitive sectors; secondly, Taiwan allows investments
which can enhance Taiwan’s economy; thirdly, Taiwan facilitates investment into industries which
are complimentary to the Chinese investment; finally, Taiwan is open to investment into projects
belonging to the same industrial sector or that are related to public construction (ibid.). Under these
guiding principles, from 2009 to 2016, 814 successful cases of Chinese investment have entered
Taiwan. The actual investment amount has reached to $1,455,106,000 USD (Interview T1, 2016).
More importantly, the signing of the Economic Cooperation Framework Agreement (ECFA) in 2010
was a significant milestone in cross-Strait economic development. This section discusses the potential
of ECFA on the Chinese investment in Taiwan using data from the Mainland Affairs Council,
Republic of China (Taiwan). The total trade volume between Taiwan and China in 2009 was 78,672.2
million USD under Taiwan’s customs calculation, and 106,228.2 under China’s customs calculation;
until the end of 2014, the cross-Strait trade volume under Taiwan’s customs calculation was 130,159.8
million USD, and 198,314.3 million USD under China’s customs calculation (Mainland Affairs
Council, ROC (Taiwan), 2015a). The data shows that cross-Strait economic activities have been
growing at an increasing rate over the years. However, in spite of this growing trading volume, the
composition between Taiwan and China is highly unbalanced. From 1991 to July 2015, Taiwan’s
approved outward investment into China was 150,027.4 million USD, amounting to 61.2% of
Taiwan’s total approved outward investment (Mainland Affairs Council, ROC (Taiwan), 2015b). As
a dramatic comparator, when the Taiwanese government lifted the barrier to allow the Chinese
investment into Taiwan, the number of investment cases from 2009 to 2014 were 619, with the actual
investment amount reaching 1,199.15 million USD (Mainland Affairs Council, ROC (Taiwan),
2015c). Though this is an impressive amount in five years, compared to aggregate Taiwanese
investment to China, the amount seems less significant.
The asymmetry of trade dependency between Taiwan and China is phenomenal. Taiwan’s trade
dependency on China increased from 4.2% in 1990 to 26% in 2014, China is thus the greatest trading
partner of Taiwan and the most important export market. On the other hand, the importance of Taiwan
to mainland China in trade terms is far smaller. China’s trade dependency on Taiwan averaged about
6.1%-6.8% from 1990 to 2001, the highest trading dependency year being 2002, at 7.2%, but in 2014,
the trade dependency ratio declined to 4.5% (Kao & Shih, 2015, pp. 49-51).
The nature of 2010 ECFA is an interim free trade agreement (FTA) across the Taiwan strait (Chou,
2010, p. 3). The initial discussions concerning ECFA started in late February 2009, one year after Ma
Ying-Jeou began his term as president. Three previous events provided a blueprint for the ECFA. The
first of these was the creation of the cross-strait Common Market Foundation by the then Taiwanese
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vice-president, Vincent Siew; the second related to both China and Taiwan entering the World Trade
Organisation (WTO) in 2001 consecutively, and third, the signing of the China and Hong Kong closer
economic partnership arrangement (CEPA) in June 2003. Chou does argue, however, that the signing
of the ECFA and signing of the CEPA are essentially different, the CEPA was implemented under the
‘One Country, Two Systems’ logic—it was an agreement signed between the central government (of
China) and a special administrative zone (Hong Kong) (ibid.). The ECFA presents a very different
scenario to the latter, in that it was discussed and signed by two political entities (China and Taiwan),
none of each having de facto or agreed governance capacity over the other one, though each of them
have claimed so in different ways.
From Taiwan’s perspective, Chou listed three main points in support of the ECFA, and also three
points that were in opposition to the signing of the ECFA. We will only discuss those points relating
to cross-Strait economic activities. Among the supportive rationale, the first and foremost reason for
Taiwan to sign the ECFA was to increase trading volume with the mainland, as China, which has been
shown previously, is the main trading partner of Taiwan (Chou, 2010, p. 7), not to mention the
growing Chinese domestic market, which in fact, fits pretty well with Dunning’s first principle of
investment (foreign market seeking) for Taiwanese investors’ consideration. Nevertheless, this
argument on the contrary became the most important argument to be used by people who are against
signing ECFA. Campaign to be against ECFA signing emphasised that signing of ECFA will result
China’s access to Taiwan market and will threaten the role of Taiwan’s labourer and farmers’
employment, furthermore, it will lead Taiwan to overly depend on trading with China (Chou, 2010,
p. 11).
We are not particularly for or against ECFA nor be against ECFA, however, just to analyse these two
anti-ECFA arguments, they are actually quite different from the reality. The concern about signing
the ECFA in that it would open the door to the Chinese people, and threaten the domestic jobs in
Taiwan is a pure construction, a far cry from the reality. The fact is, Taiwanese regulation is very strict
towards Chinese people who want to visit Taiwan, let alone to reside in Taiwan (National Immigration
Agency, 2015). Although at present, the Taiwanese government allows forty seven cities’ citizens
from China to visit Taiwan freely (which means those citizens can apply for a tourist visa to Taiwan
individually, and are not restricted to being with a tourist group), for mainlanders who are not from
those forty seven cities, the Taiwanese government has specified that Chinese visitors have to join
qualified tourist groups in Taiwan, in order to control the tourist groups’ itineraries. However, this
opening of cross-Strait tourism doesn’t cover Chinese investors. An interviewee expressed that:
I only can get 15 days visiting visa each time. This is extremely difficult for me as
an investor to Taiwan. 15 days is a very short period for me to go through every
small details of business in Taiwan. From last April [2013 April] until now [2014
April], I've been to Taiwan at least 7 times. If my company only has me as a CEO to
set up the company, it'll be very troublesome, because I can only stay in Taiwan each
time for 15 days, that's a very limited time to actually set up a business in any given
country.
Interview SH1
Secondly, in relation to the argument that signing of ECFA will lead to Taiwan overly depending on
trade with China, this is also a false argument, for the main reason that without signing ECFA,
Taiwan’s trading activities are already overly dependent on China, as has been indicated above. It is
certainly unbalanced and risky for a country to depend on one specific export market, as in Taiwan’s
case towards China, nevertheless, the argument here is, it is an existing fact that Taiwan’s economy
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has overly depended on the Chinese market since perhaps in the period of 1990s, singing an interim
FTA for instance. The ECFA between China and Taiwan would not alter this existing fact.
Signing of the ECFA was finalised in 2010 September (BBC News, 2010), nevertheless, the ECFA is
a framework of economic agreements. To materialise these pacts, more detailed agreements have to
follow up. If signing the ECFA was also an attempt for Taiwan to save the declining economy
especially after the 2008 financial crisis, then the predicted economic benefits for Taiwan was GDP
growth between 1.65%-1.72%, employment growth of 2.6% and the growth of industrial output would
be approximately 2.83% (Armstrong, 2013, p. 100). Those numbers cannot be cross-checked, for the
reason that the first concrete agreement under ECFA, the cross-Strait Service Trade Agreement
(CSSTA) encountered great difficulty and has not been realised at the time of writing.
Beginning in June 2013, the KMT started to push through the CSSTA without acknowledging the
opposition (DPP) party’s voices and most importantly, with the people’s distrust of the ECFA. The
CSSTA was negotiated and signed in Shanghai on July 21st, 2013 by representatives of the Straits
Exchange Foundation (SEF) and its Chinese counterpart, the Association for Relations across the
Taiwan Strait (ARTS) (Rowen, 2015, p. 6). Under the CSSTA agreement, eighty sectors of China’s
economy will be opened to Taiwan’s investment and sixty-four sectors of Taiwan’s economy to
Chinese investment, including hotels, tourism, printing and also medical services (ibid.). From the
number of opening sectors, it looks like China has greater flexibility in opening to Taiwan’s
investment, however, what most Taiwanese are sceptical about concerning the CSSTA is not about
which has more willingness to open for the other side, but the process of passing this agreement at
Taiwan’s Legislative Yuan. Anti-CSSTA activists argue that this agreement was negotiated with
China secretly, and claimed that the KMT wanted to pass this regulation without considering other
party’s objection (ibid.). A massive social movement broke out on March 18th 2014, on the evening
of that day, with a massive group of occupiers led by the loosely organised student group, the ‘Black
Island Nation Youth’, occupied the assembly Hall of Taiwan’s Legislative Yuan. The movement
lasted for twenty-four days. The signing of the CSSTA was therefore suspended. Has the Sunflower
movement impacted the Chinese investors’ willingness to invest in Taiwan? The answers from the
Chinese investors are yes. Political uncertainty actually became their biggest worry and concern after
Sunflower movement (interviews SH1, K1, K2). Taiwan’s democracy seems not to guarantee the
Chinese investor a stable investment environment. During the interview with the Investment
Commission in Taipei, the data also indicated that there were only 30 new investment cases from
January, 2015 to February, 2016. The following section will explain why this paper focuses on the
high-technology sector to explore Chinese investment’s impact on Taiwan.

The reason for choosing the high technology industry
Why target the high technology as the focus of Chinese investment in Taiwan? The argument
firstly starts with the importance of the IT industry in Taiwan and China, then the setting up of the IT
industry by Taiwanese investors in China. The reason that the IT sector has far more strategic
importance than other sectors is because modern IT affects all sectors of economy by providing both
forward and backward linkage (Nau, 1986). As Wang argues (Wang, 1995, p. 551), the development
of IT industry of a country is not a purely economic decision, it has more to do with political
implications. Furthermore, in Chu’s research into the IT industry, in terms of semiconductor industry,
there are not only political but also security concerns, and these relate no only to the cross-Strait
relationship but also the China-Taiwan-United States triangular relationship (Chu, 2008). The reason
is that chip making is required for and applied to almost all civic and military hi-tech equipment, for
instance consumer data processing, communication, automotive, industrial, medical, military,
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aerospace etc. We shall understand the triangular link among China, Taiwan and the US not only from
its conventional security perspective but also, from the perspective of knowledge transfer.
The significance of the IT industry can be understood not only from a political/security perspective,
but also from economic perspective. The electronic hardware industry is the world’s most important
goods-producing sector. Not only does it employ more workers and generate greater revenue than any
other manufacturing sector, its products also facilitate productivity in other sectors and stimulate
innovation across entire economies (Sturgeon & Kawakami, 2011, p. 121). As these authors pointed
out, in the past two decades, East Asia in general and particularly in China, have become increasingly
important in electronics as well as other industries, both as production location and final markets. This
is also reflected in the flow of intermediate goods.
‘Greater China’ account for 35.5% of world intermediate electronic exports, up from
6.2% in 1991. Exports of electronics intermediates from Mainland China have grown
greatly, from less than one percent of world total in 1991 to 15%in 2008. Much of
this growth has come at the expense of the USA, Japan, and the UK, which ranked
Numbers 1,2, and 4 in the world in 1991; and Numbers 5,4, and 14 in 2008.
Sturgeon & Kawakami (2011, pp. 121-123)
In Taiwan, since the 1990s, Taiwan has aimed to transform itself from a reliable original equipment
manufacturer (OEM) to original design manufacturer (ODM). This means Taiwanese hi-tech
companies not only want to do low-end assembling or packing but also aim to establish their own
brands. However, it is not just a wishful thinking to establish branded-name companies in the hi-tech
sector, it requires huge support from the government, and also the supply of human capital. In terms
of governmental support, as both Wang and Wong indicate, the Taiwanese government has played a
significant role in promoting the development of high-technology industries in Taiwan (Wang, 1995;
Wong, 2012). The state also plays an important role in concentrating the national resources on R&D
spending, also in building up new innovation infrastructure, for instance the establishment of Hsinchu
Science Park (HSP) in the late 1980s. In terms of accumulating human capital, the connection
between Silicon Valley and HSP is a crucial one; we will explain it more in our fourth section.
Apart from the Taiwanese government’s efforts in creating an innovation environment, the early
business model of most Taiwanese IT/electronic industries was to reserve the upstream factories in
Taiwan and set up low-end factories in China for cheap labour and favourable tax-waving policies.
As Lutheje pointed out, Taiwanese contract manufacturers in the chip industry have taken the lead in
building wafer-fabrication plants in China (Luthje, 2003, p. 345). The advantage of Taiwanese firms
is their strong link to Silicon Valley. Therefore, Taiwanese firms play a key role in managing the
relationship between Chinese factories and American IT firms. However, since the start of 2000,
Chinese domestic firms such as Lenovo and Huawei also emerged, as Hart-Landsberg and Burkett
pointed out. They are multinational firms themselves, though it was doubted whether these Chinese
domestic firms could be internationally competitive or develop further in the realm of R&D (HartLandsberg & Burkett, 2006, p. 20).
In respect of China, it can be seen that the country is a net importer of high-tech goods. Between 199799, high-tech goods corresponded to 14% of its imports and 8% of its exports, percentages that are
relatively high for the same period. The EU showed a high-tech content of 9.5% in both exports and
imports (Fontagné, et al., 1999). China’s processing trade is concentrated mostly in relatively hightech products and carried out largely by foreign firms. In 2005, more than two-thirds of processing
trade was found in three key sectors: electrical machinery, machinery and optical, medical and
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precision instruments. Foreign-invested enterprises (FIEs) accounted for more than 80 per cent of
China’s processing trade. It can be argued that China has become the centre of gravity for the global
processing trade, due to its huge market of cheap labour and resources. High-tech products ae
concentrated heavily in two categories of products: the one radio and TV equipment; the other, office
machinery and computers. China’s high-tech imports in terms of parts and components amount to
more than three-quarters of their high-tech suppliers to China, as China served as the final assembly
base. Western European high-tech products are mostly capital goods. European transfers of
knowledge to China follow a more traditional route, as they are aimed at modernizing investment
capacity and not at re-exports (ibid.).
China has been the largest US trade deficit country since 2000. A large proportion of China’s imports
from the U.S. (23%) and exports to the US (65%) were processing trade (Dean, et al., 2007, p. 2). In
respect of the Taiwanese investment in China connection, during the period of around 2000 to 2010,
Taiwanese IT/electronic industries in China indeed paved the foundation of China’s IT industries,
especially in the Yangtze River Delta (Kunshan and Suzhou areas). The early mode of Taiwanese IT
industries’ investment in Suzhou was based on Taiwanese factories’ urgent need for cheaper
production sites (referring to both labour cost and land renting). Kunshan and Suzhou both became
quite ideal candidates because of local officials’ highly corporate attitudes to encourage Taiwanese
businessmen to settle down there (Wang & Lee, 2007, p. 1877; Lee, 2012, p. 6). Nevertheless, an
important point we’d like to address here is the motivation for Taiwanese IT firms to relocate in China
mainly due to the cheaper production costs (the production cost here refers to labour cost). As a result,
despite the risk of sharing the ‘know-how’ to Chinese firms or employees, Taiwanese IT investors
still migrated cross the Strait starting in the mid-1990s. However, as one of our interviewees pointed
out, Taiwan is very protective of its patent or industrial knowledge. Moreover, Taiwan’s know-how
is at not the high-end, nor is it particularly innovative, Taiwan still learned from western countries’
know-how and popularized that knowledge in the local market. In other words, the ‘know-how’ in
Taiwan, can be very easily copied or learned by Chinese investors (Interview SH2). Taiwan has only
served as a ‘transmission belt’ between Western countries’ advanced design and China’s low skilled
production.
The argument in this section has explained how the Chinese companies in the high technology industry
learned from the early Taiwanese investors, but it doesn’t explain why, as one of my interviewees
asserted, ‘the high-technology industry is the most wanted industry for the Chinese investor, but the
least one that the Taiwanese government wants to open’ (Interview T2). The answer to this is clearly
important in looking to explain the impact of Chinese investment in Taiwan’s high technology sector.
Understanding the principles of outward foreign direct investment will assist this exploration and
these are explained in the following section.

Principles of outward foreign direct investment
The theory as to what drives the decision to initiate FDI refers to Dunning’s eclectic
paradigm, which suggests four primary motivations: a. Foreign market seeking FDI; b. Efficiency
(cost reduction) seeking FDI; c. Resource seeking FDI; d. Strategic asset seeking FDI (Dunning, 1977;
Dunning, 1993). A more specific discussion relating to these decision variables in the case of China’s
oversea direct investment follows.
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Market-seeking motives
Market-seeking motives are one of the most important drivers for Chinese firms. They occur
when investors try to invest abroad in order to gain the benefit from global markets. According to
Dunning (2000), increasing domestic competition and overcapacity force firms to enter the overseas
markets. Numerous studies indicate that OFDI flow and market size are associated positively (Deng,
2009; Liu, et al., 2005; Buckley, et al., 2007). Despite the large population, the Chinese domestic
market is limited in terms of the lowering GDP growth rate and relatively low GDP per capita
compared to surrounding relatively developed economies regionally and further afield. Chinese firms
are likely to enter the global market since the domestic markets have reached the limits of effective
demand (Deng, 2009). As the Chinese domestic market was saturated due to inward FDI and intensive
competition, Chinese firms tend to relieve overcapacity by expanding into foreign markets. However,
instead of choosing physically close countries as destinations, Chinese firms prefer investments in
developed countries. Luo & Tung (2007) argue that the market size and potential of the developed
markets could be attractive to Chinese firms. Moreover, the fierce competition in bigger markets may
help firms learn from their competitors which could equip them with crucial competitive advantages
for success in developing markets.

Efficiency (cost-reduction) seeking
According to Barney (1991), the best way of regarding a firm is as a collection of productive
resources, including different assets, capabilities, organizational processes and information
knowledge, which enable firms to gain the competitive advantages in the domestic markets. After
being the leader of the domestic markets, firms are willing to enter the overseas markets to maintain
sustainable growth. However, unlike their competitors from developed countries which often
developed strong advantages before they internationalize, Chinese firms start from a resource-meagre
position due to the relatively low level of economic and technological development of their home
countries (Wang, et al., 2012). Deng (2009) claims that firms from emerging countries are more likely
to invest in developed countries for the advanced technology to compensate for their ownership
disadvantages.

Natural Resource Seeking

The natural resource-seeking motive is also one of the vital determinants of Chinese OFDI.
According to Buckley, et al. (2007), China is well endowed with natural resources, however, the
Chinese government still needs to ensure the supply of domestically scarce factors in some specific
sectors given that natural resource reserves are actually low in per capita terms. Thus, the authorities
in China have granted incentives for firms which are engaged in natural resource seeking FDI. On the
other hand, in order to support its phenomenal growth for more than a decade, large, cheap and easy
access to natural resources are needed both in short term and long term.

Strategic asset seeking

Strategic asset-seeking FDI is directed to the acquisition of advanced technology and
manufacturing know-how (ibid.). Dunning (2001) points out that brand names, know-how, local
capabilities and proprietary technologies could be the assets MNEs try to obtain. Modern management
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and technology skills are also very crucial for firms to build a global brand. OFDI will enable Chinese
firms, which in particular have a strong demand for technological and management know-how, to take
advantage of global opportunities. Dunning observes that Chinese firms are considered as strategic
resource constraints in terms of brand development and proprietary technology. Deng (2009) also
points out that strategic resources are the primary motivation behind Chinese investment. In addition,
since Chinese firms are lack of strong technological resources compared with their western
competitors (Dunning, et al., 2008; Kumar, 2007), thus, R&D resources play an important role in
firms’ overseas performance since the ability to absorb external technology depends on its own R&D
efforts (Kafouros & Buckley, 2008). On the other hand, some other firm-specific resources including
human resources and advertising resources could also be the important determinants of OFDI.
According to Dunning’s four criteria of outward investment, the following section will investigate the
reason why Chinese investors are interested in investing into Taiwan’s high technology sector and
why. Although from the statistics, the high technology sector is not the most important sector to
receive the investment from China, it has the most important implications for the Chinese investors to
consider.

Has Chinese investment in Taiwan challenged Taiwan’s high technology industry’s
development?
The statistical data indicates that there is very little investment by Chinese IT firms in Taiwan.
A total of 619 investment projects from mainland businesses were given the green light in Taiwan
from 2009 to 2014 according to the Investment Commission at the Ministry of Economic Affairs
(Mainland Affairs Council, ROC (Taiwan), 2015b). Statistics show that the total amount of investment
in Taiwan from mainland has reached $1.19 billion since 2009. Computers, electronic and optical
products manufacturing received $57.3 million, accounting for 3.07% of the total. Nevertheless, the
small amount of investment doesn’t mean the high technology sector is not an attractive sector for the
Chinese investors. According to one of my interviewee in Taipei, ‘the high technology sector in fact
is the most attracts the most of Chinese investors’ interests’ (Interview T2). This section firstly applies
Dunning’s determinants of China’s OFDI as the benchmarks to evaluate Chinese IT investors’
willingness to invest in Taiwan. The second part of this section will explain why even though the
Chinese investors have strong willingness, the quantity of investment looks so low.
From the market seeking perspective, the first thing to be said is that the market in Taiwan is
comparatively smaller than the mainland domestic market, thus it is unlikely to be the determining
factor. However, despite the size of the Taiwanese market, as Taiwan’s internationalisation started
earlier than mainland, would it be possible for the mainland investors to invest in Taiwan as a ‘pretest’ to American or European markets? Most of our interviewees from mainland enterprises
responded that, if they want to access American or European markets, they would go there directly,
they don’t need to use Taiwan as a ‘pre-test’ to their western investment (interviews K1 and K2).
From the efficiency (cost reduction) seeking perspective, most of Taiwan’s manufacturing factories
have moved to China as we indicated earlier in this paper, for saving on labour costs. They have
already completed industrial clusters in most Chinese coastal cities. As a result, for Chinese investors,
it would be more efficient to produce products back in China not in Taiwan for the accessibility of
those ready-industrial clusters. What might be the consideration of Chinese investors, could be the
resource seeking perspective. Nevertheless, the resources we refer to here are not natural resources,
nor even human capital as a resource, rather the warmth of Taiwanese society. Quoted from an
interviewee, a Chinese IT service investor, ‘Taiwan's service industry is much more advanced than in
China. I think China already has the 'hard-ware', but Taiwan's service attitude is the key that I think is
worthy for me to invest in Taiwan.’ (Interview data, SH1).
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The high-technology sector is a very important sector for the Chinese government to support.
However, this does not mean the Chinese high-technology sector’s investors will by default come to
Taiwan. The key point in the decision for Chinese investors in considering whether to invest in Taiwan
continues to be dependent on Taiwan’s technology/innovation capacity, i.e. whether that would
provide a lot of ‘learning space’ for the Chinese companies to invest into. A Chinese IT company
CEO expressed, ‘Although we have little cultural and language differences with Taiwanese firms, we
didn’t consider investing in Taiwan because Taiwan’s domestic market is not big enough, and
Taiwan’s core technology is not that mature (Interview K3). Another Chinese interviewee expressed
more directly: ‘To cooperate with Taiwanese factories has not been our main focus in the past ten
years. Taiwanese factories innovation capacity has slowed down, therefore we are intended to work
more with German, Japanese or American companies’ (interview data, K4). The ‘learning gap’
therefore is important for the Chinese companies to consider whether to invest in Taiwan. If Taiwan’s
innovation capacity only creates little gap between Chinese and Taiwanese factories, many Chinese
factories’ strategy is to head hunt Taiwanese engineers or the whole R&D department to their
companies. Head hunting in fact, is a much easier way for the Chinese high-technology companies to
‘learn’ Taiwanese factories’ core know-how, for the reason that head hunting avoids the complication
of the Taiwanese government’s regulations towards Chinese investment and avoids the possible social
hostile from the Taiwanese society after the Sunflower movement. Moreover, compared to wholescale investment, head hunting is also a much more cost-efficient method for the companies. A war
of high-technology human capital has therefore started over the past five years.
The Chinese investors said: ‘You can’t blame those Taiwanese skilled engineers for coming to the
Chinese market. We offered a much wider career development vision and to be very realistic, the
salary is much better than Taiwan (Interview, B1). Another interviewee from the Institute of Industrial
Technology Research Institute (ITRI) in Hsinchu, Taiwan expressed that: ‘We are quite impotent to
prevent colleagues leaving for jobs in China, when they (the Chinese companies) offered the same
figure of the salary but in RMB, it is a real challenge to keep skilled human resource capital in Taiwan’
(Interview data, H1). In high technology industry, the skilled human resource capital is the heart, and
the government’s support to the industry is the astray to pomp up the industry. Taiwan had a group of
excellent human resource capital in the late 1980s and government’s determination to develop high
technology industry therefore established the Hsinchu Science Park as we mentioned in Section Five.
Thirty years afterwards, when we revisited the Hsinchu Science park and the ITRI, unfortunately we
didn’t see the progress but the decline of human capital, attracted by the Chinese magnet across the
Strait for both the salary and promotion of career development.
Nevertheless, can head hunting totally quench the thirst for Taiwan’s skilled workers of Chinese high
technology development? The answer is not exactly. The case of Tsinghua Unigroup is a recent
illustrative example for the difficulties mainland Chinese investors face in Taiwan, though mainland
investor has strong willingness to invest. Towards the end of 2015, Tsinghua Unigroup—a mainland
Chinese chipmaker—unveiled its plans to purchase stakes of 25 per cent in two Taiwanese chip testing
companies, Siliconware Precision Industries Co. (SPIL) and ChipMOS Technologies Inc. As part of
the SPIL deal, Unigroup pledged adherence to Taiwanese regulations on investment from the
mainland by producing an industry cooperation plan and declaring its intention not to gain control
over SPIL. There would also be tangible benefits to SPIL in terms of better access to the mainland’s
increasingly important semiconductor market (Culpan & Browning, 2015). Yet, despite such
assurances by the mainland side and potential benefits for the Taiwanese counterpart, the deal has
been viewed by the government as a national security issue, not least because the semiconductor
industry is a sensitive sector in Taiwan with a key role in assuring its industrial competitiveness (Chao,
2015). At the time of writing, these two deals were still awaiting approval from the Taiwanese
government. On the prospects of a rejection of these investments, the CEO of Unigroup, Mr Zhao
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Weiguo, mentioned in an interview the possibility of head-hunting for human capital from Taiwan as
a viable alternative if the government prevents the investment (Huang, et al., 2015). This comment
echoes the views of my own interviewees.
High skilled human capital in fact attracts Chinese investors’ interests to invest in Taiwan. The reason
is that there are not that many cases and the investment amount is not significant is because of the
Taiwanese government’s regulation. The Investment Commission in Taipei is the main gate keeper
of Chinese investment. Some Chinese investors originally wanted to invest in chip design or the semiconductor industry, but due to the sensitivity, the Investment Committee either rejects the investment
or restricts the investments to a retailing part but not the designing part of the business (Interview T1).

Conclusion and Suggestions
To answer the question that we set up at the beginning of this paper—whether Chinese
investment has generated danger or opportunities to Taiwanese industrial development, the answer is
neither danger nor opportunities. However, we cannot just this ambiguous answer on face value, a
couple of implications are worthy to be discussed further. First of all, Chinese investment has not
threatened the development Taiwan’s high-technology industry because the investment cases are few,
due to most Chinese private entrepreneurs lacking the willingness to invest in Taiwan and the
Taiwanese government’s strict regulations concerning Chinese investment in Taiwan. Taiwan’s
market has little attraction to the Chinese investors and Taiwan’s R&D or innovation capacity has also
failed to convince most Chinese high technology investors to cross the Strait. Head hunting Taiwanese
engineers or R&D designers might be an easier way for the Chinese high technology companies to
acquire the core know-how of Taiwan. Secondly, although Chinese investment in Taiwan has not
threatened the development of Taiwan’s high-technology industries, the future development of
Taiwan’s high technology industries is rather bleak. Taiwan’s technology capacity has been chased
up by rapidly learning or copying Chinese counterparts. China has become a global market to attract
not only foreign investors but also high-skilled workers. Along with the Chinese government’s
industrial plan of industrial upgrading, the government in China supports the domestic industrial
supply chain almost unconditionally. Taiwanese factories in the past have always been a reliable
partner in the supply chain. Now facing the emergence of Chinese domestic supply chains, or the socalled ‘red supply chain’ (Chao, 2015), many Taiwanese electronic or IT factories have to consider
whether to incorporate better into the ‘red supply chain’ or to move out from China. The difficulty for
Taiwanese electronic or IT factories in moving out from China is, ironically that they are already
deeply embedded in the long existing industrial clusters in China. It would probably be more practical
and more realistic for Taiwanese IT/electronic factories to consider how to merge better with the
Chinese supply chain.
The tangible challenge for Taiwan’s high technology industries concerns how Taiwanese IT or high
technology industries can find a suitable niche in the rising Chinese high-technology market,
regardless of whether that niche rests inside the Chinese market or in Taiwan. It is understandable
that the government on the one hand wants to attract investment and on the other hand wants to protect
domestic industries. Nevertheless, in the case of the Taiwanese government’s attitude towards Chinese
investments, the ‘China Factor’ has had too sensitive an impact on Taiwanese government and society.
The Taiwanese government has therefore separated Chinese investment from other foreign investment
and designed a much stricter regulation towards Chinese investment. The result is that after Taiwan
opened up towards Chinese investment, almost seven years has passed, and not only has the
investment amount been insignificant, most Chinese investment has disguised itself as other regions
or countries’ investments (for instance Hong Kong or Singapore), finding a loop hole to get past
Taiwanese investment regulation. Those industries that the Taiwanese government is eager to protect
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are therefore still exposed to the Chinese investors disguised as ‘third country’ investors. The
suggestion of this paper to the Taiwanese government is therefore not to distinguish Chinese
investment and foreign investment in terms of investment regulations, but to design comprehensive
regulations for protecting core industries strategically.
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