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Domestic Transformation and 
Upgrade of Firms Invested in China: 

Evidence from Taiwan-based Manufacturing Firms* 

Wen-Bin Chuang**, Mei-Lan Lo***,  
Chueh-Ming Lee**** & Hui-Lin Lin***** 

Abstract 

Since China adopted the reform and opening strategy in 1978, 
Taiwan-based manufacturing firms have invested in China to maintain 
their competitive advantages based on considerations of cost and potential 
market. Although outward investment in China has increased overall 
exports and growth rates in Taiwan, it is an important issue for Taiwan to 
examine whether such a low production costs strategy is beneficial or 
harmful to Taiwan’s development. Moreover, the structural and industrial 
transformation under China’s “Twelfth Five-Year Plan” policy has recently 
challenged the relationship between Taiwan-based firms and local 
manufacturers from vertical division of labor partnerships into horizontal 
competition. How can Taiwan-based firms respond to this challenge? This 
paper uses the dataset and information from Taiwan’s Ministry of 
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Economic Affairs Investment Board of and DBAS to examine the impact 
of outward investment in China on parent companies. The empirical 
results show that outward investment in China by Taiwan-based firms has 
for a long time had a positive impact on domestic fixed investment and 
R&D spending. However, it has had a negative impact on labor 
productivity. These results imply that while outward investment in China 
has contributed to the improvement of mass production efficiency and 
product quality in Taiwan, its deleterious effect on productivity requires 
further attention. 

Keywords: Taiwanese Firms, Investment, Upgrade, Transformation, 
Research and Development, Labor Productivity 
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