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JAPANESE INVESTMENTS IN TAIWAN 

Lih-Yun Huang 

Abstract 

The present paper undertakes an examination of multinational 

investments from the point of view of the host country. The contri¬ 

butions of foreign investments are often overestimated. Due to the 

resource commitments to the parent company,.foreign affiliates may 

have a bias favoring purchase of inputs from the parent country; and 

the bulk of production is exported either back to the parent country 

or to third countries. Because of this tendency, increasing invest¬ 

ment by multinational firms eventually may lead the host country to 

become a footloose base economy. This would heighten the vulner¬ 

ability of the host country’s economy to the economic and political 

vagaries of international commodity markets. 

To examine the above statements, some instances of Japanese 

investment in Taiwan are considered. The study suggests, for three 

major Japanese investment industries--electronic and electrical 

appliances, chemicals, and textiles--as long as Japanese can supply 

the inputs, Japanese firms tend to import more from Japan than 

local firms, and export about the same amounts back to Japan. 
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CHAPTER I 

INTRODUCTION 

Economic growth in Taiwan since the 1950s has been remarkable. 

The annual growth rate of Gross National Product (GNP) has increased 

by an average of more than 15 percent since 1956 (see Table I). In 

1973, per capita income amounted to NT$ 19,571, which was 4.2 times 

the level recorded in 1960. There are varying interpretations of the 

causes of this rapid economic growth. The basic underlying factor, 

however, may be the expansion of foreign trade. Because of its 

limited natural resources, Taiwan relies on foreign trade for its 

economic development. The annual ratios of the foreign trade of 

Taiwan to its gross domestic product (GDP) for the years 1952-1973 are 

presented in Table II. Since exports and imports are less amenable to 

national control than domestic aggregates, the increase in the degree 

of dependency of the Taiwanese economy on foreign trade may heighten 

the vulnerability of the economy to the economic and political vagaries 

of international commodity markets. 

Examination of the countries with which Taiwan has traded during 

the past decade reveals that: 

1) The United States, Japan, West Germany, Australia, Hong Kong, 

Singapore, and Korea have been Taiwan’s major trading partners. 

1 
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TABLE I 

CHANGES IN GNP AND PER CAPITA INCOME OF TAIWAN 
GNP (at current price) Per Capita Income 
Amount Growth Amount Growth 

Year (NT$ million) rate % (NT$ million) rate % 

1952 17,247 40.1 1,716 34.6 
1954 25,225 9.7 2,273 29.1 
1956 34,543 14.8 2,858 9.8 
1958 44,752 11.1 3,434 7.4 
1960 62,561 20.9 4,557 18.4 
1962 76,882 10.2 5,189 4.8 
1964 102,209 17.3 6,728 16.4 
1966 125,554 11.2 7,677 8.4 
1968 170,834 17.1 9,758 12.6 

1970 226,368 15.8 12,214 14.0 
1971 261,436 15.5 13,863 13.5 
1972 307,361 17.6 15,849 14.3 
1973 388,583 26.4 19,571 23.5 

SOURCE: DGBAS (Directorale-General of Budget, Accounting & Statistics, 
Executive Yuan, Taiwan Statistical Data Book, 1975). 

TABLE II 

RATIO OF FOREIGN TRADE TO GDP OF TAIWAN 
(1952-1973) 

(at current price) 

Year 

GDP 

(1) 
(NT$ million) 

Total Foreign Trade 
(2) 

(NT$ million) 

(2)/(l) 

% 

1952 17,251 4,001 23.19 
1954 25,229 4,755 18.85 
1956 34,550 7,731 22.38 
1958 44,778 9,466 21.14 
1960 62,566 16,763 26.79 
1962 77,004 20,909 27.15 
1964 102,366 34,524 33.73 
1966 125,883 46,408 36.87 
1968 171,292 67,790 39.58 
1970 226,780 120,367 53.08 
1971 261,558 156,358 59.78 
1972 307,293 220,316 71.70 
1973 388,699 315,802 81.25 

SOURCE: DGBAS 
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2) Although Taiwan has been making efforts to diversify its 

overseas markets, Table III shows great geographic concentration of 

trade deficits with Japan and of trade surpluses with the United 

States. 

3) This trend is continuing, and in 1974 the deficit of Taiwan 

with Japan (NT$ 52,401 million) was higher than the total balance of 

trade (NT$ 51,677 million). 

In theory, the analysis of foreign trade usually concentrates on 

the problem of trade balance as a whole. In practice, however, given 

a high geographic concentration of foreign trade, it is worthwhile to 

understand the bilateral trade relationship with that particular 

trading partner. The rationale for this approach stems from the fact 

that an economic phenomenon is not just a matter of applying economic 

theory, but entails social and political implications as well. United 

States exporters, for example, have persistently complained that their 

products are discriminated against in a number of countries in which a 

border tax is levied on imports, while exports of the other countries' 

products are exempted from internal indirect taxes. The United States 

government, in response to these complaints, may enforce border tax 

adjustments to compensate for these imperfections, or exercise various 

distortive nontariff policies such as import quotas or private procure¬ 

ment policies, to mitigate the trade deficit. The Taiwanese govern¬ 

ment, in spite of the potential threat of such actions by the 

United States, may still increase economic ties with the United States 

in order to preserve diplomatic relations. To have a more secure 
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position relative to its balance-of-payments, Taiwan should either find 

additional export outlets or reduce the level of its imports. Because 

Japan is the major supplier of Taiwan’s imports, it is worthwhile to 

understand the reasons behind this huge Japanese vs. Taiwanese trade 

deficit, so as to find a means of mitigating any unnecessary leakage 

of purchasing power out of the domestic Taiwanese economy and to 

diversify the import market. 

As a further concern, it is entirely plausible for Japan to 

interrupt or cut down its supplies of goods to Taiwan as a result of 

political considerations. When the Japanese government recognized the 

Peking government in 1972, air transportation from Taiwan to Japan was 

interrupted (by both Japanese government and Taiwanese government) for 

one year and eight months, despite the fact that the air service has 

been profitable to both countries. The oil embargo in 1973 provides 

further proof that trading partners can use their supplies as a means 

of exerting dominance over the importing countries. 

A study'*' has found that the coefficients of geographic 

concentration of imports of Taiwan were higher than those of exports in 

years other than 1953 and 1955 (see Table IV). The percentage of 

Japanese exports to Taiwan to total Japanese exports and that of 

Taiwanese imports from Japan to total Taiwanese imports are presented 

in Table V. The two-way trade between Taiwan and Japan has shown an 

^Kuo-Shu Liang, ’’Trade and Employment in Taiwan,” Economic 

Essays» The Graduate Institute of Economics, Vol. Ill (Taiwan: National 

Taiwan University, 1972). 
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imbalance in favor of Japan. Japanese exports accounted for the lion’s 

share of total Taiwanese imports, but, given Japan’s industrial develop¬ 

ment, this volume of its exports to Taiwan remains small relative to its 

total exports. 

The composition of the commodity exchange between Taiwan and Japan 

is also revealed in Table VI. Processed agricultural products are the 

major export commodities to Japan, i.e. canned and preserved fruits, 

vegetables, and sea foods, wood products, etc. The goods which Taiwan 

imports from Japan are: a) light industrial products such as textiles; 

b) chemical products such as chemical raw materials, fertilizers and 

pharmaceuticals; c) heavy industrial products such as hardware, machin¬ 

ery and tools, transportation equipment and parts, and electrical appli¬ 

ances. In the past ten years, these import items of capital equipment 

have occupied a rising portion of Taiwan’s total imports.'*’ During this 

same period, production techniques for these goods have become more 

and more adaptive to the Japanese production process. Since Japan 

faces a potential market in the Mainland of China with a population of 

eight hundred million, it is plausible for Japan to cultivate economic 

relations with the Mainland by reducing the volume of trade with Taiwan. 

Should this reduction actually happen, Taiwan will be forced to find 

alternative import suppliers or make compensating economic adjustments. 

A second and related disadvantage occurring as a consequence of 

this imbalanced trade relationship between Taiwan and Japan is that 

^See Table XV on page 46. 
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TABLE VI 
TAIWANESE IMPORTS FROM JAPAN/TOTAL IMPORTS OF TAIWAN 

(BY COMMODITY CLASS) 

Unit: 7. 

Commodity 1974 1973 

Steel and iron 70.7 65.9 
Electrical machinery apparatus 56.1 59.0 
Chemicals and pharmaceutical products 44.8 51.9 
Machinery 25.6 33.8 
Transportation equipment 42.9 48.1 
Textile 31.7 34.1 

SOURCE: Import and Export Monthly, Chinese Maritime Customs. 

JAPANESE IMPORTS FROM TAIWAN/TOTAL IMPORTS OF JAPAN 
(BY COMMODITY CLASS) 

Uni t : 7o 
Commodity 1972 1971 

Wood products 52.14 52.83 
Footware 28.02 26.02 
Fruit 15.98 23.56 
Tea 40.97 22.85 
Wearing apparel 19.88 21.78 
Knitted articles 16.98 20.10 
Canned fruits 21.19 19.22 
Vegetables 13.73 10.73 
Sea foods 10.05 9.40 
Pork 17.52 8.30 
Sugar and honey 4.27 5.25 
Paper and pulp 1.13 1.31 
Petroleum products 1.73 0.67 
Artificial resins 1.21 0.07 

SOURCE: Import and Export Monthly, Chinese Maritime Customs 



Japan, being in a much stronger bargaining position, can possibly alter 

the terms of trade in her favor, (More .details will be discussed in 

Chapter III.) The need to expedite the diversification of the import 

market is evident. 

The reasons for these huge Japanese-Taiwanese deficits are 

threefold: 

a) Due to different stages of development, the major items 

imported by Taiwan from Japan are expensive capital-intensive goods, 

while the export to Japan are relatively inexpensive processed agri¬ 

cultural goods. In general, agricultural products exhibit lower income 

elasticity and lower price elasticity than capital-intensive goods. An 

equal increase of per capita income in both Taiwan and Japan will induce 

relatively more imports in Taiwan than in Japan. 

b) Due to the geographical proximity of the two countries, foreign 

investors set up overseas plants in Taiwan, but import heavy-weight 

machinery and tools from Japan. 

c) The increasing Japanese investment in Taiwan also contributes 

to deficits in the Taiwanese balance of trade through the operation of 

multinational firms. 

The principal focus of this thesis is to examine the extent to 

which Japanese investments contribute to these deficits in the balance 

of trade. A brief review of the literature will follow to delineate 

some significant characteristics of multinational firms. Chapter III 

sketches the general nature of Japanese investment. Chapter IV 

evaluates the impact of Japanese firms, compared to local firms, on 
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the balance of trade between Japan and Taiwan through an examination of 

28 firms in each of the three major Japanese investing industries: 

textiles, chemicals, and electronics-electrical appliances. Concluding 

remarks follow in the final chapter. 



CHAPTER II 

THEORETICAL CONSIDERATIONS 

A worldwide trend is now developing toward increasing economic 

protection against multinational firms. In Latin America, leaders 

such as Chile’s Allende nationalized the American copper companies 

in the 1970s. In the Middle East, Shell, Exxon, and British Petroleum 

were involved in a great deal of bloodshed in 1971.^ Nonetheless, 

many developing countries still offer various inducements to improve 

their investment climate. These inducements can be in the form of a 

tax holiday, an unlimited profit and capital repatriation, or an 

accelerated depreciation allowance. These conflicts reveal two facts: 

1) they may make useful contributions to national growth; 2) multi¬ 

national enterprises may assume key positions in the economy. In 

most cases, government officials of developing countries expect foreign 

investors to bring large amounts of cheap capital or superior tech¬ 

nology and management skill to stimulate local firms. In some cases, 

however, the government makes offers to foreign firms for political 

motives. For example, when many foreign firms are exporting back to 

the parent country, the parent government is less likely to impose 

restrictions on imports from the host country. It is also true that 

‘''Louis Turner, Multinational Companies and the Third World 
(New York: Hill and Wang, 1973), Chapter I. 

11 
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if the parent country has investments in the host country, then it is 

more likely to take an interest in the protection of the host country 

from aggressors. 

Foreign investors, on the other hand, are interested primarily in 

either a potential market or an offshore site for intermediate pro¬ 

duction. Rapidly rising labor costs at home, tariffs, and nontariff 

barriers force a firm to undertake the production of labor-intensive 

commodities in labor-surplus countries, so as to retain its market 

share, and to strengthen its competitive position. It is assumed that 

foreign investors are assured of a higher rate of return abroad than at 

home before they undertake foreign investment projects. Since firms 

operate in a new and distant environment, and run the risk of losing 

their foreign plants through nationalization, there must be a com¬ 

pensating prospect for higher profits. In fact, most multinational 

firms are already in a monopolistic position of having advanced tech¬ 

nology, superior management skills, and well-known trade-marks. While 

local firms are learning to sell in the world market, foreign firms 

already have their selling network established. In addition, protec¬ 

tionists argue that multinational firms are concerned only with their 

interests. They use production techniques which they are familiar with, 

and ignore the impact of their operations if they are unfavorable to 

the host country. 

Therefore, in the choice of strategy toward foreign investments, 

some specific issues should be taken into consideration. They are 

impacts on: 1) technology, employment, national income distribution; 
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2) balance of payments; and 3) government revenue. Balance-of- 

payments consequences tend to dominate in the following discussions. 

Effect on employment 

There is no doubt about the fact that multinational firms, in the 

aggregate, have a positive effect on employment. Nevertheless, the job 

opportunities created only call forth the simplest of skills. The 

reasons for hiring unskilled or semi-skilled laborers arise from two 

sources: 

1) the linkage effects of the investing industry, and 

2) the control power of the firms. 

Linkage effects involve both backward linkage and forward linkage. 

While the backward linkage arises from the purchase of inputs from local 

sources by foreign establishments, the forward linkage effect shows 

their products being used as inputs by other industrial sectors in the 

host country.’'" In general, foreign investors in less developing 

countries are looking for raw materials or middle stage production 

sites. Because of quality control and commitments to the parent country, 

affiliates are inclined to import parts or components from abroad. There 

may be instances in which local firms purchase outputs of local foreign 

firms as inputs. In most cases, however, foreign companies produce 

finished goods to serve local demands or export to a third country. Or 

they produce semi-finished goods to ship back to the parent country. 

Thus, both backward and forward linkage effects tend to be weak. 

’'"Albert 0. Hirschman, The Strategy of Economic Development 

(New Haven: Yale University Press, 1958), pp. 98-119. 
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Cases to illustrate these effects can easily be found in many 

vertically integrated international industries, such as assembly and 

component operations* Affiliates import materials from parent com¬ 

panies, assemble them in low-wage countries, and then reexport them 

for finishing or sale elsewhere. This form of investment depends 

neither on local resources nor on local markets. It attracts workers 

from other activities, and may put little effort into training them. 

This operation eventually leads the host country to become a 

"footloose”'*' base economy. 

The apparent conflict which arises between multinational firms 

and the host country occurs because the host country is mainly con¬ 

cerned with its long-term development, while the foreign firms are 

more interested in the short-term profits. In response to distinct 

motives, differing policies should be adopted. Multinational firms, in 

order to maintain full control power over the company's decisions, may 

place more of their own nationals in the top managerial positions and 

hire local workers for unskilled or semi-skilled laborers. Only in 

rare cases would they recruit local workers for more decisive positions, 

or for dealing with the local government. The spill-over effect of 

managerial and advanced knowledge may then be expected to be weak. 

The employment created in this manner is also vulnerable to 

fluctuations in world market demands. A United States corporation in 

Taiwan, for instance, laid off workers as a result of the impact of the 

■*The term "footloose” is used here in the sense of binding the 
economy to foreign inputs supply and foreign output outlets. 
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1969-1970 recession on the electronic and electrical industry.'*’ This 

decline in employment may be explained as follows: in the case of 

horizontal investment where multinational companies producing the same 

goods in the host country as in the home country (but with possibly 

different technology) laborers in the home country are relatively more 

skillful than those in host countries. Training workers requires time 

and money, and it puts trained workers in a better bargaining position. 

To preserve those well-trained workers, foreign firms choose to lay off 

unskilled laborers abroad. In the case where the multinational company 

established parallel operations at one stage in several countries, then 

the multinational company might shut down its overseas production in 

one country to ease the disequilibrium among international affiliates, 

or to meet certain pressure from the parent government, such as to help 

ease domestic unemployment. 

Effects on the balance-of-payments 

The balance-of-payment is defined as "a summary statement of all 

economic transaction (both commercial and noncommercial transactions) 

between the residents of one country and the rest of the world, covering 

2 
some given period of time.,T Balance-of-payments includes not only 

capital flows, imports and exports, but also profit remittance. 

^Harvard Business Review (September-October, 1972), p. 123. 

2 
Robert M. Stern, The Balance of Payments, Theory and Economic 

Policy (Chicago: Aldine Publishing Company, 1973), p. 1. 
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In theory, foreign investments take place in the form of physical 

investment and financial investment. Financial investment includes di¬ 

rect capital inflows and portfolio foreign investment. "Portfolio in¬ 

vestment refers to international transactions involving the purchase and 

and sale of securities, chiefly bonds and equities, and to the extension 

of long and medium term bank loans. Direct foreign investment includes 

a return for entrepreneurial decision-making as well as a normal return 

for capital investment."^ Physical investment can be in many forms: 

the foreign firm can provide machinery and equipment as well as tech¬ 

nology assistance through licensing agreements to exchange for some 

shares of the company. Often the machinery and equipment imported under 

such arrangements are second-hand and overpriced by foreign investors in 

order to exchange for more shares. Initially, all these investments 

exercise a favorable effect on the host country’s balance-of-payments, 

but there is at least one exception. Some foreign firms, instead of sup¬ 

plying capital inflow, borrow capital directly from local markets to set 

up, operate, and then remit profits to the parent country. Obviously, 

this kind of investment unfavorably affects the current account of the 

balance-of-payments. In many cases, foreign firms with their well- 

known trade-marks and larger mortgage potential, have better access to 

credit loans. Thus, they may preclude local firms from local capital 

markets, and indirectly they also preclude local firms from commodity 

markets. Most of all, the operation (once initiated) remits profits 

‘'"Robert M. Stern, ibid., p. 225. 
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through accelerated depreciation over a period of time. 

If the host country is confronted with a shortage of foreign ex¬ 

change, it tends to encourage foreign investments in either import- 

substituting or exporting industries. They expect to earn more in 

foreign exchange, so as to purchase capital goods for further devel¬ 

opment. Although capital inflow does add to the productive capacity 

of both import substitution and export expansion, many host countries 

tend to overestimate the resulting improvement, and offer unnecessary 

1 
concessions. 

Although import substitution reduces the total imports of finished 

consumption goods, it may also create a growing demand for imports of 

materials, parts and equipment. Furthermore, as domestic productive 

capacity expands and more job opportunities are created, we would 

expect a redistribution of income from government (from reduced custom 

duties) and from reduced payment for imports to income recipients in 

the new industries. The likely result is to increase the less 

developed country's aggregated spending on imports. This idea is 

illustrated in Figure I. 

Suppose the host country originally imports OQ^ units of finished 

goods from the parent country. Now assume that import substitution 

takes place. is defined as the supply curve of domestic production, 

f d f 
while S is defined as foreign supply curve; therefore S + S is the 

^See Lincoln Gordon and Engelbert L. Grommer, United States 

Manufacturing Investment in Brazil, Division of Research, Graduate 

School of Business Administration (Boston: Harvard University, 1962), 

Chapter III. 



^2 ^3 Q'2(?3 Q, 

QUANTITY 

FIGURE I 
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aggregated supply curve for good X. The supply of X can be decomposed 

into two parts: OQ^ units are still imported while 0^ Q2 are now 

supplied by the new investors. If the new investments employ imported 

materials and parts from the parent country, then d can be defined as 
s 

the material supply curve to the import substituting industry. At the 

equilibrium DEQ^C^ would be the imported material and parts. As 

long as JEC^Q^ is larger than (P^AHP^+BHJD), then the investment 

unfavorably affects the trade balance between parent country and host 

country. In the long term, the rise in per capita income raises the 

demand for good X, shifts to and the equilibrium quantity 

demanded becomes OQ^. Other things being equal, the total import value 

becomes (OP^FQ^fIKQ^Q^). As long as IKQ^Q^ larger than (OP^AQ^- 

OP^FQ^), the balance of trade effect will be negative. 

It is worth noting that, with constant marginal propensity to 

import, a rise in per capita income not only raises a country’s 

aggregated spending on imports but also spending on export goods. Even 

though export capacity may expand, the net trade balance effect tends 

to be diminished relative to naive expectations by increased imports 

and increased domestic consumption of exportable goods. 

The same argument can be applied to an expansion of export, which 

results from increased foreign investments. A characteristic of many 

multinational firms is that foreign affiliates are obliged to buy 

materials or components from parent companies or other affiliates, often 

at prices above those available in the market. In other words, this 

type of export expansion may be accompanied by a high proportion of 
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import content, which in turn may cause a drain on the foreign 

exchange reserves of the exporting country. 

Furthermore, foreign investors are likely to practice "transfer 

pricing" to minimize its overall tax burden and, in turn, reallocate 

their profits among affiliates. If country A offers lower tax rates 

than country B, or even tax exemptions, then under an unlimited 

remittance of profits/capital offer, foreign investors tend to make 

more "profits" in country A by underpricing inputs. On the other hand, 

when the tax rate is high and restrictions are severe, then firms tend 

to overprice inputs as a means of evading taxes on profits. The 

importation of foreign management personnel and rejection of local 

capital participation confirms a higher possibility of transfer pricing 

policy. Affiliates, in many cases, are greatly limited in the scope 

of their markets, i.e., they are required to sell their outputs to other 

affiliates or to the parent companies. These restrictions on input 

sources and output outlets prevent the host country from taking advantage 

of cheap materials and promising markets. At this point, many less 

developing countries follow a policy of requiring that some portion of 

equity of foreign owned affiliates be held locally. It is not at all 

clear that the joint venture can mitigate this unfavorable situation, but 

at least the outcomes of operations are more predictable than with the 

wholly owned affiliate. 

Another key concern of a capital receiving country is the problem 

of dependence. To avoid draining foreign exchange through repatriation 

of profits and capital, the host country frequently encourages profit 
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reinvestment. The more the existing investors increase their investment 

volume, in general, the easier it is for them to exert control over the 

national economy. It also appears that, by encouraging further invest¬ 

ment, the host country may postpone her onus and that balance-of- 

payments difficulties still ultimately appear. 

When a particular country accounts for a large proportion of total 

foreign investments, dependence and influence are likely to arise. 

According to the "resources commitment" argument, the parent country 

may use appropriate measures to impel the affiliates to secure the bulk 

of their import requirements from the parent country. The host country, 

by virtue of her small domestic market and limited production possi¬ 

bilities, may be expected to import more capital-intensive products such 

as machinery and equipment, thus creating a fixed production technique 

which is more adaptable to the parent country. Furthermore, if a high 

commodity concentration exists in foreign investments and if these main 

investment categories happen to account for a large proportion of total 

exports, then an interruption of input supplies will reduce export 

earnings, and retard the pace of economic development in the host 

country. The host country will then be forced to find alternative 

sources for production inputs. If such alternative suppliers are not 

forthcoming, the economy will be compelled to make fundamental economic 

adjustments. The more the host country*s imports concentrate on one 

source, the longer it will take the economy to adjust. However, even 

if the host country perceives itself to be "footloose," it may be that 

the parent country has some need for that "footloose" economy and, 
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hence, would be reluctant to disrupt it. Admittedly, it might also 

mean that the parent country would impose its own notion of stability 

on the "captive" economy. Therefore, the probability of a supply 

interruption boils down to two factors: 

1) the trade compositions of both host country and parent country, 

2) the chances of finding alternatives. 

A discussion of these two factors is presently provided. 

If the host country's imports account for a small share of the 

parent country's exports and the host country's exports also account for 

a small share of the parent country's imports, then the parent country 

is more likely to disrupt input supplies. The rationale for this 

assertion is that the parent country has less difficulty in finding 

outlets or import suppliers among its trading partners than the host 

country. This is particularly true if the host country depends on the 

parent country for some basic elements required for economic growth 

such as essential machinery components, while the parent country imports 

mainly primary goods from the host country. It is generally believed 

that primary goods are relatively more homogenous and have more substi¬ 

tutes than capital goods for specific industries. Therefore, it is 

easier for the parent country to find alternative suppliers. The host 

country, with its demand for more capital-intensive goods, may be in a 

more precarious position. Japanese-made machinery, for example, may 

require Japanese-made parts. An interruption of component supply could 

force the host country to replace new machinery, or even to change the 

whole production line. Being in such a strong bargaining position, the 
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parent country might distort factor prices by means of reducing its 

supply. This type of import instability has the potential to render 

both exports and national income subject to greater fluctuations. 

Effects on technology 

When the host country encourages foreign investment, it expects a 

transfer of capital as well as a transfer of technology from the invest¬ 

ing country. Nevertheless, multinational firms are often accused of 

using inappropriate production techniques. While the main concern of a 

country with surplus labor may be job creation, the multinational firms 

adopt relatively more capital-intensive production techniques. The 

multinational firms, in many cases, tend to concentrate on export trade. 

With expansion of both export and domestic markets, the multinational 

firms could often enjoy economies of scale, while more regard for the 

national aspiration of the host country might dictate a more labor- 

intensive technique with higher cost at high output level. As discussed 

before, the foreign firms are in a monopolistic position, that is, their 

production accounts for a great share of the host country*s total 

exports.'*’ If the host country depends on exports as the “engine of 

growth," then the economy is bound to be threatened with domination and 

political pressures from outside. Once foreign firms withdraw sub¬ 

stantial amounts of investments, the host country may benefit insuffi¬ 

ciently from the remaining infrastructure and economic growth may well 

be thwarted. 

^Between 1957 and 1966 Latin America*s annual exports of 

manufactures rose from 709 million dollars to 1,613 million dollars, and 
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Although the monopolistic advantages of foreign investors may pose 

problems for the long-run rate of growth, domestic firms have certain 

incentives to encourage foreign expansion. Foreign investments con¬ 

tribute not only availability of imported materials, but also better 

export opportunities. In order to survive, local firms feel a pressure 

to acquire new knowledge. Improvements in the investment climate, con¬ 

sisting of new facilities and improved infrastructure, also benefit 

local firms. Employment opportunities, by and large, improve laborers* 

quality. Most of all, the value-added generated by foreign investments 

is recorded as national income. High income then induces more consump¬ 

tion and further economic growth. 

A correct evaluation on the contribution of foreign investments to 

a developing economy should consider not only balance-of-payments, 

employment, and technology transformation, but also the wider perspec¬ 

tive of over-all economic advancement and the country's sovereignty. 

Preoccupation with attracting more foreign capital inflows can easily 

deprive indigenous industry of the capital it needs to improve the 

domestic investment climate and can also encourage unnecessary con¬ 

cessions, thus greatly restraining the government's revenue.'*' 

subsidiaries of United States firms accounted for 65 percent of this 

increase of 804 million dollars. 

SOURCE: Benjamin I. Cohen, "Comparative Behavior of Foreign 

and Domestic Export Firms in a Developing Economy," Journal of Economic 

Statistics (March, 1973). 

"''Based on official statistics in the fiscal year of 1973, the 

foreign enterprises reaped a total profit of NT$ 9,375 million, of 

which NT'$ 5,021 million, or 53.8 percent, were exempted from taxation. 

SOURCE: Shou-Eng Koo, "Foreign Investment and Industrializa¬ 

tion in Taiwan," (unpublished paper, Indiana University, 1975). 
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In the next two chapters, we shall confine our analysis to the 

Japanese vs. Taiwanese case. We test the hypothesis that there is no 

operational difference in the case of Japanese firms in Taiwan. 



CHAPTER III 

THE JAPANESE INVESTMENT PATTERN 

Because of a shortage of capital for further development in Taiwan, 

external financial resources are important. Because of Taiwan's 

political instability, however, foreign investment was almost non¬ 

existent before 1959. In 1960, the government promulgated a statute 

for the encouragement of investment, and in 1963 completed an unifica¬ 

tion of exchange rates. Both acts greatly improved the investment 

climate and provided a boost to the inflow of foreign capital. 

Table VII shows the ratio of total foreign investments to gross domes¬ 

tic capital formation. This ratio was less than 2 percent during the 

period from 1952 through 1960, and less than 4 percent from 1961 to 1964. 

Since 1966 the ratio has exceeded 6 percent every year. Nevertheless, 

much of the capital flow before 1965 was obtained through U.S. economic 

aid, which was initiated in early 1949 to help the island recuperate 

from World War II. By virtue of its limited resource endowments and 

small domestic market, the Taiwanese government has placed a great 

emphasis on the role of exports since 1960. 

In January, 1965, a special statute for establishment and manage¬ 

ment of export processing zones was promulgated. For firms located 

within the zones customs duties were exempted for the importation of 

machinery and equipment, raw materials and semi-finished products. Un¬ 

less special permission was given, all products produced within the 

26 
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zones were solely for export purposes. Various forms of assistance were 

also offered for investment outside the zones. In the same year, 1965, 

the United States terminated economic aid to the island and left more 

investing opportunities to the newcomers. Foreign capital then started 

flowing into Taiwan. As shown in Table VII, the foreign sector ac¬ 

counted for an average of more than 8 percent of domestic capital forma¬ 

tion since 1968. During this same period, Japanese enterprises were 

facing problems of rising land costs, a scarcity of industrial sites, 

and increasing labor costs. In order to preserve their markets from 

competition, Japan began to follow the multinational route, and set up 

plants overseas. Taiwan came to be one of her primary targets. 

A view of the historical relationship between Japan and Taiwan 

reveals that there has been a basic power disequilibrium in favor of 

Japan since 1895. (The term "power” refers to both historical and eco¬ 

nomic notions.) In the period from 1895 to 1945, Taiwan was ruled by 

the Japanese government from a colonial office in Taipei. The entire 

generation of Taiwanese citizens over the age of 40 was educated in 

Japanese-ruled schools, and many of them studied in Japan. Being free 

from language difficulties and having had decades of contact with the 

Taiwanese, Japanese trading companies recognized the excellent oppor¬ 

tunities for doing business in Taiwan. While the Japanese basically 

followed a course of exploitation of Taiwan for agriculture and food 

supplies during the colonial period, they also created an infrastructure 

consisting of roads, communication lines, and port facilities. This 

colonial relationship coupled with the similarity in customs and the 
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TABLE VII 

CAPITAL FORMATION AND FOREIGN INVESTMENTS 

Unit: US$ Million 

Year Gross Domestic Capital Total Foreign (2) / (1) 
formation (1) investments (2) % 

1965 652.400 41.610 6.4 

1966 728.875 29.300 4.0 

1967 925.350 57.000 6.2 

1968 1130.900 89.900 8.0 

1969 1230.725 109.400 8.9 

1970 1472.150 138.900 9.4 

1971 1689.125 163.000 9.7 

1972 1820.375 126.700 7.0 

1973 2804.000 248.700 9.8 

1952-1960 2043.253 35.652 1.8 

1961-1964 1589.675 57.454 3.6 

1965-1970 6140.400 466.110 7.6 

1971-1973 6313.500 538.400 8.5 

SOURCE: Taiwan Statistical Data Book, 1975, Economie Planning 
Council. 
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geographical proximity of Japan to Taiwan, made the island a natural 

market for goods bearing Japanese trademarks. Japanese firms started 

establishing plants in Taiwan to undertake the production of more 

labor-intensive parts and of assembly operations. 

From Table VIII we may discern that, during the period from 1965 to 

1969, foreign investments amounted to a total of US$ 230.09 million, of 

which 55.17 percent came from the United States and 22.71 percent from 

Japan. A drop in Japanese investments occurred in 1971 in response to 

President Nixon’s major policy alterations in August of that year. His 

actions made U.S. goods more competitively priced abroad, and placed a 

10 percent surtax on imports, thus limiting foreign competition in the 

U.S. domestic market. Because the United States was the biggest export 

market for Taiwan, these policies had an adverse effect on the prospec¬ 

tive future export market and, thus, on the volume of investment. In 

1972, Japanese investments declined because Japanese investors tried to 

strengthen their business position on the mainland of China by reducing 

new investment commitments in Taiwan. These examples clearly illustrate 

the fact that multinational firms’ investment decisions are often 

dependent upon political considerations. 

While large amounts of Japanese capital marched into Taiwan after 

1965, much of it went to industrial uses. Among the various investing 

industries, electronics and electrical appliances ranked at the top, 

chemical processing ranked second, and textiles, garments and footwear 

followed. As shown in Table IX, Japanese investments were relatively 

small. Up to 1974, the accumulated total of foreign investment had 
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reached US$ 923.976 million. Of this amount, a total of 572 projects 

worth US$ 192.6 million originated with investors from Japan, while 

investments totaling US$ 428.9 million and involving 241 projects were 

made by Americans. Japanese investments may not be as large as those 

of other countries, but they are more numerous and extend to almost 

every industry. 

Table X shows the distributions of Japanese investments in 

different capital ranges. We find that in the textile industry, 53.85 

percent of all investments are less than NT$ 10 million, while 80 per¬ 

cent of those in the chemical industry are under NT$ 10 million. Sim¬ 

ilarly, 57 out of 77 electronic and electrical firms were registered 

less than NT$ 10 million. Roughly speaking, compared to the 

United States investments in Taiwan, Japanese investments were rela¬ 

tively small in magnitude. The motives for this investment pattern 

are presently discussed. 

Taiwanese wages appeared to be particularly low relative to most 

Asian nations (see Table XI), especially in the case of engineers, 

electrical and electronic assemblers, and quality inspectors. Although 

wages paid in Japanese management categories were only 2-3 times those 

paid in Taiwan, wages for the electrical and electronic workers were as 

much as 7-8 times those paid in Taiwan.^ These factors together with 

the Taiwanese requirements of nine years compulsory education and proper 

sanitation encouraged investments in the Taiwanese economy. Japanese 

investors undertook their overseas ventures with two purposes in mind: 

^“Arthur D. Little International, Inc., Prospective on 

Industrial Investment in Taiwan (September, 1973), p. 13. 
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TABLE X 

THE DISTRIBUTION OF JAPANESE INVESTMENTS 
IN REGISTERED CAPITAL RANGES 

Registered Capital 

Number of Projects 

Electronic and 
Textile Chemical electrical 

appliances 

Under 10,000,000 14 38 57 

10,000,000-20,000,000 56 7 

over 20,000,000 9 3 13 

Total 26 47 77 

SOURCE: Foreign Investment Commission, Ministry of Economic Affairs, 
China. 
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1) a search for appropriate offshore sites to counter other 

competition, 

2) a desire to preserve or enlarge Taiwan markets. 

Surveys'*' had shown that investors in the areas of electronics and 

electrical appliances and in the textiles, garment, and footwear 

industries were mainly concerned with the first purpose, while those in 

the chemical industry aimed at serving the local markets. These 

motives can be further observed through two sources: 

1) attitudes toward joint ventures, 

2) governmental participation in the overseas plans of Japanese 

companies. 

1. Attitude toward joint ventures 

Companies differ in their outlook toward joint ventures. In order 

to avoid the exposure of technical secrets and the inherent conflicts 

of their short-run profit objective with local long-term developmental 

objectives, multinational firms in general favor full ownership of 

plants in foreign countries. While most American firms in Taiwan pre- 

2 
fer complete ownership, Japanese firms tend to enter more into joint 

ventures. With reference to the three major Japanese investment 

industries, the Japanese attitude toward joint ventures is shown below 

(see Table XII). 

^Ministry of Economic Affairs, Study of the Economic Relation¬ 
ship between Japan and China, 1973-1974 (China: Ministry of Economic 
Affairs); also Japanese Import and Export Bank, Survey of Overseas 
Investments. 

2 
Jordan C. Schreiber, U.S. Corporate Investment in Taiwan 

(Cambridge, Mass.: University Press, 1970). 
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TABLE XII 

JAPANESE EQUITY SHARE IN JOINT VENTURES 

Equity 
% 

Electronic- 
electrical 
appliances 

Number of 

Textile 
garment & 
footwear 

Projects 

Chemical 
in¬ 

dustry 

Pharmaceutic 
in¬ 

dustry 

100 5 i i i 

99-70 7 0 ii 7 

69-45 45 18 17 2 

44-20 13 5 14 2 

below 20 8 2 7 0 

TOTAL 78 26 47 12 

SOURCE: Foreign Investment in Taiwan, Japan Section, Foreign 
Investment Commission, Ministry of Economic Affairs, 
China, 1974. 
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The typical pattern is for the company to institute a more or less 

equal ownership (except for the pharmaceutical industry, where the 

Japanese investors maintain a high proportion of equity). It must be 

noted that the percentage of ownership does not necessarily constitute 

effective control, especially in the case of Japan and Taiwan. The long 

historical tie between Japan and Taiwan has led to close economic co¬ 

operation between them. The geographical proximity of Japan to Taiwan 

caused Taiwanese firms to rely on Japanese supplies of machinery, 

equipment, and other goods. Relatively free from language difficulties, 

the Japanese have tended toward direct control of the joint venture. A 

local partner only represents an additional safety for the investment. 

The foreign investor can often avoid protectionists1 attentions by 

establishing joint ventures or by splitting total investment into 

several joint ventures. In the textile industry, for instance, Mitsbishi 

invested US$ 5,628,500, involving five joint projects; Kanematsu invested 

US$ 531,375, involving four joint projects. On the whole, four large 

Japanese conglomerates (Mitsbishi, Maruben, C Itoh & Co., and Kanematsu) 

invested US$ 7,212,275, which accounted for 34 percent of total Japanese 

investment in textiles. 

A survey^- also suggested that foreign firms, by offering slightly 

higher wages and better welfare conditions, lure away experienced workers 

from local firms. Workers who gain experience with multinational firms 

do not necessarily carry that expertise to local firms. It is, 

^Benjamin I. Cohen," The Role of the Multinational Firms in 

the Exports of Manufactures from Developing Countries,” Economic Growth 
Center Paper no. 177, Yale University, 1973. 
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therefore, not at all obvious to what extent the influences of Japanese 

joint ventures have spilled over to the local enterprises. 

2. Governmental participation in the overseas plans of Japanese 

companies 

It is a well-known fact that the Japanese government requires a 

certain percentage of local equity ownership in almost every foreign 

investment project undertaken in Japan. The Japanese government’s 

attitude toward her overseas investments, however, is quite different. 

Governmental sanction for investment projects abroad depends on the 

extent to which the investor can contribute to Japan’s balance of 

trade.'*’ In other words, Japanese overseas investment has followed a 

course of export expansion. As a result, Japanese affiliates are 

obliged to import materials from Japan or from other associated 

affiliates. This strong government voice is still more obvious in raw 

material-based investments. In 1973, a Japan tin research company in 

Malaysia was failing because of a capital shortage; the Japanese govern¬ 

ment immediately provided financial support to continue the industry’s 

2 
operation. With governmental investment, however, the company became 

more or less under the government’s control. 

From this point, it is suggested that an increase in Japanese 

investments, particularly in international vertically integrated indus¬ 

tries, is likely accompanied by importation of necessary inputs from 

Japan. To examine this possibility, the emphasis in the next chapters 

^“Robert J. Ballon and Eugene H. Lee, Foreign Investment and 
Japan (Tokyo: Sophia University, 1972), p. 276. 

2 
Business Week (July 7, 1975). 
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is placed on an analysis of the overall effect of multinational 

investment on the balance of trade position of the host country. 



CHAPTER IV 

THE TRADE PROBLEM 

Daring the past two decades, Taiwan has always had a trade 

deficit with Japan except in 1953 and 1955 (see Table XIII). The gap 

reached its first peak in 1965. In the following five years, from 

1966 to 1970, the deficits mounted from US$ 122,604,000 to 

US$ 378,289,000, a total which was 4.5 times that of 1965. After 1970, 

ten big construction projects were carried out successively to improve 

the investment climate of the island. These projects induced increas¬ 

ing imports of machinery and equipment, iron and steel. In 1973, the 

trade deficits rose to US$ 604,479,000, which were almost equal to the 

total balance of trade of Taiwan. 

It is plausibly argued that the deficits were partly attributed 

to the increasing Japanese investment. Since most of Japanese invest¬ 

ments can be characterized as vertically integrated industries, they in¬ 

evitably bind the affiliate to the sources of inputs. To clarify this 

argument, a Spearman ranking test'*' of correlation between increments in 

imports from Japan and Japanese investments (see Table XIV) is applied. 

To apply this test, we define imports from Japan (Im) as a linear 

function of accumulated Japanese capital (K) . That is, 

Im = rK 

^Sidney Siegel, Nonparametric Statistics (New York: McGraw- 

Hill Book Company, Inc., 1956). 
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TABLE XIII 

TRADE BALANCE BETWEEN JAPAN AND TAIWAN 
(1952-1974) 

Unit: US$ Thousand 

Export   Import 

Amount 
7c of Total 
export Amount 

7c of Total 
import 

Balance 
of trade 

61,241 52.6 62,718 31.2 - 1,477 

58,127 45.6 54,246 30.6 3,881 

47,427 50.8 70,699 33.4 - 23,373 

73,322 59.5 61,235 30.5 12,087 

44,007 37.2 70,281 36.3 - 26,274 

52,256 35.2 70,410 33.2 - 18,154 

65,310 41.9 89,452 39.5 - 24,142 

65,122 41.5 93,365 40.3 - 28,243 

61,766 37.7 132,342 44.6 - 70,576 

56,508 29.0 99,754 31.0 - 43,246 

52,048 23.9 103,846 34.1 - 51,798 

105,099 31.7 107,266 29.7 - 2,167 

133,608 30.9 148,929 34.8 - 15,321 

137,599 30.6 221,319 39.8 - 83,720 

128,839 24.0 251,443 40.4 - 122,604 

114,648 17.9 326,050 40.5 - 211,402 

127,889 16.2 361,612 40.0 - 233,773 

157,576 15.0 535,865 44.2 - 378,289 

215,625 15.1 652,783 42.8 - 437,258 

245,029 12.3 827,023 44.9 - 581,994 

376,738 12.9 1,046,002 41.6 - 669,264 

823,782 18.7 1,428,261 37.7 - 604,479 

844,006 15.0 2,214,944 31.6 - 1,370,938 

Statistics of Import and Export Monthly, Department of Treasury 
Republic of China. 
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TABLE XIV 

INCREMENTS OF IMPORTS FROM JAPAN AND 
JAPANESE INVESTMENTS (1960-1974) 

Unit: US$ Thousand 

Increment of Imports 
from Japan 

Japanese 
investments 

38,977 309 

-32,588 1,301 

4,092 2,664 

3,420 1,397 

41,663 728 

72,390 2,081 

30,124 2,447 

74,607 15,947 

35,562 14,855 

174,253 17,379 

116,918 28,530 

174,240 12,400 

218,979 7,728 

382,259 44,599 

786,683 38,901 

Statistics of Import and Export Monthly, Department of 
Treasury, Republic of China; 

Foreign Investment Commission, Ministry of Economic Affairs 
China. 
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Furthermore, if we assume a two-year time lag from the approval 

of a project to its execution, then 

dK dim 

dT 
= r 

t+2 
dT 

In order to suppress the time factor underlying both 
dim 

dT 
and 

4“ , we first derive two time trend functions for 4^ and 
dTt dTt+2 

t+2 

dK 
dT. 

, respectively. They are: 

dK 
dT 

dim 

dT 

= [(-4,808,744.0343) + 2451.1929T] 

= [(-69,516,129.1) + 35,413.IT] 

where T refers to time. 

dK dK 
Comparing the residuals of the observed and estimated — (see 

Figure II) with the residuals of the observed —and estimated 

(see Figure III), we find that, under the assumption of a two-year time 

lag, there exists some positive correlation between the two residual 

trends for the period of 1960-1969 investment vs. 1962-1971 increment of 

imports from. Japan. Years since this period showed an unstable pattern. 

By using a Spearman rank-correlation test, we find that the 

correlation for 1960-1969 investments and import increments of 1962- 

1971 was 0,7091 with significance at the 5 percent level (rg= 0.564). 

However, the test is rejected by a longer period (1960-1972 vs. 

1962-1974). That is, the hypothesis that more Japanese investments 

were accompanied by greater increments of imports from Japan is 

supported by 1960-69 data, but not by the 1960-71 data. 

See Wanyong Kuo, "Technical Change, Foreign Investment, and 
Growth in Taiwan's Manufacturing Industries, 1952-1970," Economic 

Essays, Vol. Ill, The Graduate Institute of Economics (Taiwan: National 
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While imports from Japan have grown rapidly, exports to Japan 

have increased at a relatively moderate rate except in 1973. This is 

partly due to the fact that Japanese investors in Taiwan were mainly 

looking for offshore sites and the resulting products were reexported 

to a third country. Also, as indicated in Table VI and Table XIII, 

Taiwanese exports to Japan were mainly traditional agricultural pro¬ 

cessed products. A study has shown that agricultural products 

usually exhibit low income elasticity and low price elasticity.^ Low 

income elasticity and low price elasticity generally imply a more 

stable growth of export revenue. 

With exports and imports growing, the commodity composition also 

underwent some changes during the period under view. Taiwan has been 

gradually industrialized. As shown in Table XIII, the percentage of 

exports of agricultural products to Japan to total exports to Japan 

have been decreasing over the past ten years, while exports of metals, 

assembly, chemicals and chemical related products changed at a moder¬ 

ate rate. Imports from Japan, however, demonstrated an increasing 

change in assembly operation; but agricultural imports decreased over 

time. Textiles, metal and chemicals, on the other hand, showed a 

higher percentage of total imports since 1964 than 1961. 

Taiwan University). Note: Taking the growth rate of export of the per¬ 

iod 1964-1970 of ten industries, the interindustry correlation co¬ 

efficient of the growth rates of export and import was 0.77, with 

F 12.25, significant at the 1 percent level. If foreign firms accoun¬ 

ted for a large share of exports, then their operations might acceler¬ 

ate the deficit. 

■''Jo-Ho Hsu, "Disaggregated Income and Price Elasticities in 
Taiwan1s Trade, 1953-1972," Academia Economic Papers » The Institute of 

Economics Academia Sinica (Taipei, Taiwan: I.E.A.S., March, 1975). 
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Although the transformation of the economic structure toward 

industrialization has a great bearing on the increase in Taiwanese 

imports of capital goods, this diversification seems to be related to 

the expansion of the multinational firms. Table XIV shows the main 

imports from Japan for two years, 1973 and 1974. In total, the three 

major Japanese investment categories (electronics-electrical appli¬ 

ances, chemicals, and textiles, garment and footwear) comprised 

53 percent of total imports from Japan in 1973, and 42.6 percent in 

1974. Both Table XV and Table XVI seem to suggest that industries 

with large amounts of Japanese investment also had a higher proportion 

of imports from Japan.^ 

It is worth noting that Japan is the main overseas investing 

country in Southeast Asia, and the area's main supplier of sophisticated 

industrial products--especially machinery and equipment. As is indi¬ 

cated in Table XVI, Japan has been the main source of Taiwanese imports. 

The high degree of concentration by Japan on industrial goods, by and 

large, will bind the island's production techniques to the Japanese 

style. An interruption of input supply could force the island to look 

for new supply sources. Unfortunately, no other supplier comparable to 

Japan is available in the Far East. The producers will thus have to turn 

to European or American markets. However, the high costs of replacement 

and transportation, coupled with maintenance difficulties, may cause 

Taiwan to lose its competitive advantages. Most of all, a long period 

Hjanyon Kuo, 0£. cit. 
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TABLE XV 

COMMODITY COMPOSITION OF TAIWANESE TRADE TO JAPAN 

Unit: % 
Commodity 1961 1964 1967 1970 1973 

Export: 

Textiles & textile articles 0.39 0.60 7.00 15.20 23.20 
Agricultural products 87.00 94.00 77.00 52.00 32.70 
Metals 3.95 1.07 1.90 3.20 5.30 
Assembly 
Chemicals and chemical 

0.11 0.02 5.90 7.50 6.70 

related products 4.30 1.14 3.00 2.90 2.80 
Others 4.25 3.17 5.20 19.20 29.30 

Imports: 

Textiles & textile articles 12.70 17.10 12.30 13.60 13.00 
Agricultural products 4.60 1.60 1.40 1.30 2.00 
Metals 17.40 20.50 19.40 16.60 20.00 
Assembly 
Chemicals and chemical 

29.20 35.80 47.00 48.00 41.00 

related products 2.90 17.60 11.40 8.00 14.00 
Others 33.20 7.40 8.50 12.50 10.00 

SOURCE: Import and Export Monthly, Chinese Maritime Customs. 

TABLE XVI 

MAJOR IMPORT COMMODITIES FROM JAPAN 

Unit : % 

Commodity 1973 1974 

Electronics-electrical appliances 26.0 19.6 
Textiles 13.0 9.0 
Chemicals 14.0 14.0 

TOTAL 53.0 42.6 

SOURCE: Import and Export Monthly, Chinese Maritime Customs. 
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of economic readjustment could greatly slow down the pace of Taiwan's 

economic development. 

Having completed an overview of the time series analysis of the 

balance of trade, the principal focus of the following discussion is 

the cross sector analysis of the balance of trade. My initial ap¬ 

proach is to select randomly’*' 25-30 firms, both Japanese and Chinese, 

from each of the three major industrial categories, and to investigate 

their trade patterns. Two sets of information are required to serve 

the above purpose: 

1) the ownership of the firm, 

2) the ratios of imports (exports) from (to) Japan to total 

imports (exports) for each firm. 

Information on the ownership of each firm is based on data from 

the Foreign Investment Commission Ministry of Affairs in Taiwan. No 

import and export disaggregated figures (by products) were available, so 

totals were used. Statistical information on each firm's imports and 

exports in 1972 was drawn from the import and export firm cards, which 

were compiled by the China External Trade Development Council (CETDC) 

in Taiwan. 

My empirical cross sector analysis involves the test of the hypo¬ 

thesis that Japanese firms contribute more to the Japanese-Taiwanese 

trade deficits than Chinese firms. Because of the restrictions of 

2 
small sample size, the Mann-Whitney (Wilcoxon) test was applied to 

‘''The term "randomly" is used in the sense of choosing without 

any presumption. 

2 
Guttman and L. S. S, Wilks, Introductory Engineering Sta¬ 

tistics (New York: J. Wiley & Sons, 1965). 
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examine this claim. We set the null hypothesis (HQ) that Japanese 

sample firms and Chinese sample firms come from populations having an 

identical cumulated density function of the import from Japan (export 

to Japan) ratio. By combining the samples into one sample and order¬ 

ing the observations, we find the observed values of the Mann-Whitney 

test (W). Table XVII shows the results of our tests in three 

industries. The conclusions may be summarized as follows: 

Import from Japan Export to Japan 

Industry total imports total exports 

Chemicals i 0 

Textiles 0 0 
Electronic 6c electrical 

appliances 1 1 

NOTE: "1" refers to the case when Japanese firms import/ 

export more from Japan than Chinese firms. M0M refers to the case 

when no significant difference exists between Japanese firms and 

Chinese firms. 

It appears that, for the chemical industry, Japanese firms import 

more from Japan than local firms, but export more or less the same to 

Japan as local firms. The textile industry shows the same trade pattern 

for Chinese firms and Japanese firms. The electronics and electrical 

appliances industry, however, shows that although Japanese firms import 

more from Japan, they also export more back to Japan. Thus, we may con¬ 

clude that Japanese firms, by and large, import more from Japan than 

Taiwanese firms, but nhow much more?" In the electronic and electrical 

appliances industry, Japanese firms export more to Japan than local 

firms. Again, we ask "how much more?" To what extent do the Japanese 
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TABLE XVII 

THE MANN-WHITNEY TEST OF CORRELATION BETWEEN 
THE OWNERSHIP AND IMPORT/EXPORT RATIOS 

A) Import ratios 

Industry Value of the 
Mann-Whitney Test 

Remark at 5% 
significant level 

Chemicals 
Textile 
Electronic and 
appliances 

electrical 

- 3.1423387 
- 1.768986 

- 2.79319 

Rejected 
Accepted 

Rejected 

B) Export ratios 

Industry Value of the 
Mann-Whitney Test 

Remark at 57o 

significant level 

Chemicals 
Textile 
Electronic and 
appliances 

electrical 

1.0444666 
0 

- 2.4644962 

Accepted 
Accepted 

Rejected 
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firms contribute to the Japanese-Taiwanese deficits? To answer all 

these quantitative questions, the analysis of variance technique was 

introduced. 

Note that the data collected from CETDC were random in the sense 

that each firm's trade pattern was not known beforehand, but a close 

examination shows that the sample firms have a bias toward a certain 

scale range (see Appendix).'*' Because of this nature of the data, we 

formulate six linear equations including the scale of the firm and the 

origin of ownership as explanatory variables. 

We designate Inu as the import ratio from Japan, Ex^ as the export 

ratio of x^1 firm, and as the ownership of the i^ firm. We assign 

M=1 for each Japanese firm and M=0 for each Chinese firm. is desig¬ 

nated as the scale of i^ firm, and e. as a random disturbance. Then, 9 x 

the whole system can be described by the following six equations. 

A) Import ratio 

1) Im.=a +a M.+a S ,+e . 7 i 1 2 i 3 i i 

2) Im.=a +a0S.+e. 
' l 1 3 l l 

3 ) Im^a j+a ^MH-e ^ 

B) Export ratio 

1 ) Ex^=b b j+b j S ^e 

2) Ex^bj+b^Sj-l-e^ 

3) Ex^bj+b^-H^ 

For the sake of consistency, the scale of the firm is 
measured in terms of registered capital investment• 
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We see that, 

al= b^= Chinese firm intercept 

al+ a2= ^2” ^aPanese intercept 

Therefore, 

a
2= a

2)- a^ difference between Japanese firms intercept and 

Chinese firms intercept for import ratio 

b^= (bj+ b^ difference between Japanese firm intercept and 

Chinese firms intercept for export ratio 

Table XVIII shows the results of the estimation of these six equa¬ 

tions for each industry. Three conclusions may be drawn from our 

empirical findings. First, our results clearly suggest that the scale 

of the firm (S^) is of little value in explaining, either the import 

ratios from Japan (Inu ) or the export ratios to Japan (Ex^). Secondly, 

at the 5 percent level of significance, we conclude that Japanese firms 

in electronics and electrical appliances industry import more from 

Japan and also export more to Japan. The percentage net effect on bal¬ 

ance of trade, however, is negative. In the chemical industry, Japan¬ 

ese firms import more from Japan, but export more or less the same to 

Japan as local firms. The percentage net effect on balance of trade 

obviously is negative. The trade pattern of firms in the textile 

industry appears to be the same for Japanese and Chinese firms. As for 

the effect in value terms, we need to take the absolute magnitudes of 

export value and import value into consideration. Before considering 

the absolute effect of firms1 ownership, note that our regressions pro- 

2 
duced low values of R for the six linear regressions, a result which 
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is not really surprising. There are certainly errors in the data, 

especially the export and import estimations which are based on group 

data. It should also be noted that there are several important factors 

which were omitted--locations of Japan and Taiwan on trade routes, 

proximity to major markets, historical trade ties, and differing de¬ 

grees of governmental encouragement to export and import trade. One 

may also observe that our linear model results coincide with those of 

the Mann-Whitney test. 

Finally, we consider the differences in contributions to Japanese- 

Taiwanese trade deficits of Japanese and Chinese firms in value terms. 

As described before, the export ratio is assumed to be a linear 

function of ownership and scale, i.e., 

E. 
Ex^ = —i  = where represents exports to Japan 

«o E. . n 

A1” .th 
for the i firm, .XL E.. represents 

J=1 

total exports of the ifc^ firm. 

If we define E as the sum of Japanese sample firms1 exports to Japan, 

then E E^, where k represents the index of Japanese sample firms. 

By differentiating E respective to ownership (M), we get the change of 

E as Japanese ownership changes, i.e., 

m n 

d(E) d[A (a1
+a

2Mk+a3Sk) x<Sl Ek1>] 

dM dM 

m n n n 

- XL a 2- E. . — a0 JC - - XL E- # k=l 2 j=l kj 2 j=l k=l kj 

= (total exports of Japanese sample firms) 
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Similarly, 

m n 
d(I) d[k=l(bl+b 2Mk+b 3Sk)Xj=1Xkj ^] 

dM = dM 

Thus, the incremental change in the trade 

Japanese ownership can be expressed as, 

i /"c* *r \ ^ n m 

- <a2*A ih. V - <b2
x A 

= b^x (total imports of 
Japanese sample firms) 

balance with respect to 

n 
.Z, L .) 
J=1 kj 

For the fourteen Japanese sample firms in the electronics and 

electrical appliances industry, we have 

d(E-I) _ 
dM 

= (0.20608) x (59,980,000) - (0.19909) x (8,968,000) 

= -3,361,061 (US$) 

Similarly, the fourteen Japanese sample firms in the chemical industry, 

we have 

d^~1^ = -(0.44318) x (22,540,000)* = -9,989,277 (US$) 

According to the above calculations, Japanese firms tend to 

contribute more to Japanese-Taiwanese trade deficits than local firms. 

See Appendix. 



CHAPTER V 

CONCLUDING REMARKS 

Many studies have been made on the unbalanced trade relationship 

between Japan and Taiwan, but not many materials are available in which 

an attempt has been made to analyze the problem in terms of multi¬ 

national firms. In this paper, we test the hypothesis that Japanese 

firms import more from Japan than local firms, using both the Mann- 

Whitney test and least squares estimation procedure in the contest of 

75 firms for three major Japanese investment industries. The results 

suggest that as long as Japan can supply the inputs, Japanese firms do 

import more from Japan than local firms. As for the textile industry, 

since Japan has to import cotton and other textile inputs, Japanese 

affiliates have no alternative but to import from other countries. This 

may explain the result for the textile industry; that is, ownership has 

no effect on the ratio of imports from Japan. 

Because of the incompleteness of our sample, we caution that the 

findings which are reported here should not be interpreted as empirical 

evidence without taking the following discrepancies into account: 

1) The results we previously reported are based on a small sample 

size with the assumption of no transfer pricing taking place. Of course, 

this assumption is rather unrealistic. Multinational firms, being profit 

maximizers, would no doubt reallocate profits among associated affiliates. 

Taiwan offers unlimited repatriation of profits, income tax exemption for 
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five years, exemption of custom duties, and various other tax concessions. 

It is fairly reasonable to suspect that Japanese firms sell the same 

product at a higher price to local firms than to their affiliates. In 

that case our estimations of the imports of Japanese firms would have a 

downward bias, while those of Chinese firms show an upward bias. To 

prove the above results, we could use data on physical quantities of 

imports as well as monetary value. Such data might be extremely diffi¬ 

cult to obtain, and the comparisons could not be made unless the sample 

firms within a given industry imported physically similar materials. In 

this thesis, we used group data and approximated imports and exports 

very conservatively. 

2) In the absence of complete employment data, we measure the 

scale of the firm in terms of registered capital investment. As is 

well-known, capital investments change over time through profit re¬ 

investment or new capital inflows. 

3) Because of the limited sample sizes, we are not confident 

enough to apply the results to the general case. However, on the basis 

of our findings, we may draw the conclusion that existing and new 

Japanese investments tend to accelerate the trade deficits between 

Japan and Taiwan. These huge trade deficits could well become the root 

cause of a renewed dependence of Taiwan on Japan, thus depriving Taiwan 

of some of the gains from the prevailing statute for the encouragement 

of investment. 
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APPENDIX I 

SAMPLE FIRMS IN ELECTRONIC AND 
ELECTRICAL APPLIANCES INDUSTRY 

Registered 
capital 
(NT$) 

Japanese 
equity 

ownership (%) Employee 

Import 
from Japan 

ratio 

Export 
to Japan 

ratio 

700,000,000 12 15,000 67.84 2.5 
115,000,000 49 3,284 88.76 2.1 
115,000,000 49 2,000 96.82 1.8 
40,000,000 100 751 100.00 49.54 
24,000,000 100 1,500 77.36 24.06 
5,000,000 100 850 100.00 - 

2,000,000 100 100 100.00 82.19 
31,945,000 100 800 98.51 11.56 
10,000,000 20 - 100.00 40.00 
70,000,000 10 1,275 100.00 0.62 
165,000,000 12.12 3,000 67.06 6.20 
10,000,000 0 300 99.81 4.95 
54,000,000 0 1,810 44.03 0 
1,600,000 0 500 61.05 0 

326,210,000 0 1,100 51.38 1.5 
8,000,000 0 600 100.00 0 

53,000,000 0 240 92.31 2.7 
12,000,000 0 1,166 60.21 0.4 
63,000,000 0 779 100.00 0 
75,000,000 0 350 76.03 33.44 
16,000,000 0 651 55.00 0.23 
10,000,000 0 173 86.21 0 
18,000,000 0 354 20.00 0 
53,000,000 45 1,077 80.54 8.1 
10,000,000 0 384 39.14 3.5 
10,000,000 0 360 80.47 0.43 
50,000,000 49 - 92.85 66.70 
31,046,700 61.48 500 66.82 0.00 
10,000,000 50.00 276 80.37 2.86 

China External Trade Development Council, China, 1972; 
Foreign Investment Commission, Ministry of Economic Affairs, 
China. 



APPENDIX II 

SAMPLE FIRMS IN TEXTILE INDUSTRY 

Firm 

Registered 
capital 
(NT$) 

Japanese 
equity 

ownership (%) Employee 

Import 
from Japan 

ratio 

Export 
to Japan 

ratio 

1 30,000,000 100 309 28.83 
2 403,480,000 50 1,400 64.98 38.09 
3 16,000,000 50 - 23.53 0 
4 180,000,000 50 780 24.86 0.20 
5 60,000,000 50 1,271 82.25 1.00 
6 36,000,000 50 - 50.22 43.00 
7 24,000,000 15 405 94.80 0 
8 47,150,000 20 271 5.18 20.90 
9 75,600,000 16 271 16.5 25.48 

10 40,000,000 24.5 - 90.00 0 
11 212,000,000 35 2,500 32.59 13.27 
12 450,000,000 0 6,155 18.16 2.80 
13 700,000,000 0 8,511 27.52 4.06 
14 600,000,000 0 6,058 19.42 0.10 
15 667,000,000 0 2,484 19.41 4.60 
16 1 ,200,000,000 0 7,000 24.44 4.90 
17 10,000,000 0 250 28.71 - 

18 35,000,000 0 362 66.67 0.62 
19 20,000,000 0 137 85.70 5.24 
20 150,000,000 0 1,200 25.19 4.06 
21 100,000,000 0 2,000 0 2.26 
22 180,000,000 0 139 0.52 23.80 
23 170,000,000 0 1,352 0 0 
24 110,000,000 0 1,900 100.00 - 

25 25,000,000 0 576 0 2.64 
26 30,000,000 35 500 57.40 0.67 
27 40,000,000 30 350 29.41 1.12 
28 10,000,000 50 “ 100.00 - 

Source: China External Trade Development, China, 1972; 
Foreign Investment Commission, Ministry of Economic Affairs, 
China. 
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APPENDIX III 

SAMPLE FIRMS IN CHEMICAL INDUSTRY 

Firm 

Registered 
capital 
(NT$) 

Japanese 
equity 

ownership (%) Employee 

Import 
from Japan 
ratio 

Export 
to Japan 

ratio 

i 18,000,000 100 94 100 
2 6,000,000 75 - 95.70 - 

3 23,800,000 75 169 75.41 20 
4 53,222,400 87.5 231 92.91 6 
5 3,000,000 16 - 100 - 
6 30,000,000 20 190 96.88 38 
7 2,000,000 2.08 82 39.32 - 

8 200,000,000 20 1,019 48.03 0.75 
9 24,000,000 25 118 36.47 0 

10 50,000,000 0 78 4.65 21.04 
11 161,000,000 0 124 15.14 20.17 
12 3,500,000 0 120 0 0 
13 5,000,000 0 250 9.52 0 
14 4,300,000 0 95 74.69 - 

15 120,000,000 0 261 28.71 - 

16 1 ,000,000,000 0 4,590 88.39 5.70 
17 1 ,000,000,000 0 5,828 11.60 0 
18 25,000,000 0 820 38.06 0 
19 10,000,000 0 38 29.33 0 
20 10,000,000 0 58 42.31 0 
21 100,200,000 0 290 66.52 1.04 
22 85,000,000 0 258 12 0 
23 20,000,000 0 73 0 40.20 
24 39,200,000 0 1,200 6.45 0.23 
25 2,600,000 30.70 50 5.80 0 
26 2,500,000 55 20 41.19 37.14 
27 18,000,000 40 83 87.47 0 
28 8,000,000 70 - 100.00 6.70 
29 4,000,000 46.5 22 40.86 0 

Source: China External Trade Development Council, China; 
Foreign Investment Commission, Ministry of Economic Affairs, 
China. 
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