Investment in the SEACEN Countries in the Post-Crisis Era:

 Issues and Challenges

(Taiwan)
1. Introduction
During the past several decades, Taiwan has achieved rapid economic growth and price stability. In 1990s, Taiwan moved on to the task of strengthening its infrastructure. Toward this aim, a Six-Year National Development Plan was implemented in 1991. In January 1997, a Plan for National Development into the Next Century (1997-2000) was introduced. Aimed at accelerating Taiwan’s transformation into a modern, industrialized society, this plan was centered on the achievement of three goals: strengthening national competitiveness, improving the quality of life, and promoting sustainable development. Taiwan’s relatively robust economic structure and its substantial foreign exchange reserves provided a strong defense against the 1997 Asian financial crisis. In addition, the government launched a Domestic Demand Stimulus Plan in 1998 to remove Taiwan from the shadow of the crisis as quickly as possible. As a result, Taiwan’s economy remained buoyant and registered an average growth rate of 6.4% in 1990s. Real growth rate of gross fixed capital formation and private investment averaged about 9% and 10%, respectively, during this period.

Moving into the new millennium, the government implemented the new six-year national development plan, Challenge 2008. This is a strategic development plan that emphasizes such goals as strengthening international competitiveness, upgrading the quality of life, and promoting sustainable development. Built around ten programs involving substantial investments in manpower, R&D and innovation, logistics networks, and the living environment, the plan also aims to achieve significant political, financial, and fiscal reforms. In 2004, the government launched the New Ten Projects to raise public investment in infrastructure and accelerate the implementation of Challenge 2008. All the public investments under the above-mentioned programs were also intended to make up for insufficient private demand. However, the average of real growth rate of gross fixed capital formation and private investment dropped dramatically to about 2% and 5%, respectively, during the period of 2000-07. Annual GDP growth averaged 4.1%, a slowing-down in comparison with the 7.3% during the period of 1980-99. This slow-down in growth reflected the increasing maturity of Taiwan’s economy as well as the sluggish regional growth in Asia since the 1997 crisis and the more recent global downturn. The government predicts that real gross fixed capital formation will witness a negative growth of 5.8% for 2008. How to stimulate investment to sustain economic growth is a rising issue and challenge for Taiwan in the 21st century.
The remainder of this paper is organized as follows. We shall look into Taiwan’s trend of investment, with emphasis on domestic investment and foreign direct investment (FDI) in Section 2. We shall then investigate major policies related to domestic investment and FDI in Section 3. We shall explore determinants of investment in Section 4. Conclusions and policy recommendations will be provided in the end.

2. Trend of Investment in Taiwan since 1980

Taiwan stands out among developing or emerging economies for its internally-generated industrialization without recourse to foreign borrowing. The high rate of domestic savings played an important role in the financing of domestic gross capital formation. The persistent current account surplus since the mid-1970s helped Taiwan accumulate excess savings (gross national savings minus gross capital formation). 

In 1986, excess savings rose to a peak of 21.5% of GDP. However, a sharp increase in Taiwan’s trade surplus, coupled with explosive growth in liquidity, gave rise to an economic-bubble boom toward the end of the 1980s. Stock and real estate prices exploded, production costs soared, and the investment climate deteriorated rapidly. The government responded by stepping up the pace of economic liberalization, increasing public investment, and encouraging industrial restructuring. These measures succeeded in reducing the trade imbalance and restoring economic stability. In recent years, as a result of higher income and the opening of domestic markets, consumer tastes and preferences have become more sophisticated, and household savings relative to income have fallen. At the same time, rising costs of land, labor, and environmental protection have shaved profits and reduced internal savings by business enterprises. For all of these reasons, gross national savings fell to 30.6% of GDP in 2007 from an all-time high of 38.9% in 1986. However, gross domestic investment (capital formation) rose sharply from 17.5% of GDP in 1986 to 26.0% in 1993, and then slipped back to 18.0% in 2002, rebounded to 22.7% in 2004, and stood at 21.1% in 2007.
2.1 Domestic Investment

Real growth rate of gross fixed capital formation averaged higher than 7% in the 1980s and 1990s whereas it averaged only about 2% during the period of 2000-07. From 1980 to 1999, real private investment growth averaged close to 10%, but the average rate has halved to about 5% during the period of 2000-07. Despite the shock from the bursting of the tech bubble, private investment as a share of GDP has averaged 15% during the period of 2000-07, higher than any other decades’ averages (12% and 14% in 1980s and 1990s).
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With regard to public investment, real growth rate averaged around 7% from 1980 to 1999 whereas the rate averaged negative 4% during the period of 2000-07. As (1) major public construction projects were carried out via BOT (Build/Operate/Transfer) contracts, (2) the government implemented a package of fiscal reforms to cut down public spending to sustain fiscal soundness, (3) large-scale construction projects made little progress, (4) some public enterprises were moving toward privatization, public investment experienced a negative growth trend from 1996 onwards. Public investment as a share of GDP fluctuated roughly between 8% to 15% from 1980 to 1999. However, starting in this decade public investment has fallen below the range to about 5% of GDP as of 2007 (see Chart 1&2).
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 Chart 1 Real Growth Rate of Investment

2.1.1  1995 to 1997 Asian financial crisis

In 1995, gross fixed capital formation and private investment in real terms grew by 7.7% and 11.7%, respectively. The increase reflected in principle the ongoing process of transforming the economy to adapt to a more capital-intensive and high-technology production capacity. As the process moved ahead with the government’s encouragement, both medium and large investment projects in the manufacturing sector and foreign joint ventures increased. With the influence of privatization, investment in public enterprises registered negative growth. On the other hand, government investment increased as public construction projects went ahead. Overall, public investment increased by 2.3% over the year.

In 1996, gross fixed capital formation in real terms increased at an annual rate of 1.8%, a clear decline when compared with the 7.7 % recorded in 1995. Real private investment rose 3.7%. The fall in the growth rate reflected the weaker investment in both export-oriented and domestic-demand industries. The reduced growth of investment in export industries was in part the result of slower recovery in the global economy. The flat investment in domestic-demand industries was mainly attributable to non-economic factors, such as China’s military exercises and increasing concerns over public safety. Furthermore, due to the successive delays in implementing public construction projects, the growth rates of both government investment and public enterprise investment were negative. Public investment decreased by 1.0% over the year.
Taiwan’s economy started to feel the pinch of the 1997 Asian financial crisis during the second half of the year. Throughout 1997, the Asian financial crisis mainly affected our financial market, while the real economic sector remained largely intact. Gross fixed capital formation in real terms increased at an annual rate of 10.9%, a sharp increase when compared with the 1.8% recorded in 1996. With regard to private investment, due to the fair economic climate, enterprises were keen on investing, and they easily raised funds from the bullish stock market. Large private investment projects were launched. Meanwhile, the government actively removed barriers to investment. The telecommunications market was open to private investment. The outcome was a remarkable 18.6% growth of private investment, the highest rate in the last five years. On the other hand, public investment continued to register a negative growth rate.

2.1.2  Post-1997 Asian financial crisis

During the first three quarters of 1998, due to the increase in international flight routes and progress made in relation to public works projects, private investment continued to grow by more than 10%. However, because of slow recovery of the economy, enterprises delayed their investment projects. In addition, because some listed companies encountered financial difficulties during the fourth quarter and banks became more conservative in lending, firms slowed down their pace of investment. As a result, private fixed investment grew by 13.2%, a decline when compared with the 18.6% recorded in 1997. Gross fixed capital formation in real terms increased at an annual rate of 8.9%.
In the year of 1999, real fixed capital formation grew by only 2.9%, a sharp decline when compared with the 8.9% achieved in the previous year. Government investment increased by 4.1%, an above-average figure in recent years, due to the implementation of policies geared to expand domestic demand and heavy infrastructure projects launched after the September 21 earthquake. Furthermore, investment carried out by public enterprises grew by a robust 13.3% in response to the government's demand-stimulus packages. However, private investment for the whole year experienced a mere growth of 1.0% because the financial difficulties faced by some firms in late 1998 still exerted some adverse persistent influences. Investment in machinery grew by 13.0% as a result of the massive capacity-expanding projects launched by thin film transistor-liquid crystal display (TFT-LCD) and wafer foundry plants.
Moving into the 21st century, real fixed capital formation and private investment growth averaged close to 2% and 5%, respectively, between 2000 and 2007. Private investment growth dramatically rose to 15.6% in 2000. Major private investment activities included the increased equipment installations in wafer foundry plants and TFT-LCD facilities, the new procurement of aircraft, as well as the establishment of fixed telecommunication network infrastructure. As a result, real fixed capital formation increased by 9.0%. However, the shock from the bursting of the tech bubble deteriorated the business climate in 2001. Real fixed capital formation declined by 19.9% for the year. The difficulty in upgrading traditional industries and continuing outward relocation of local enterprises intensified the deceleration of private investment. Real private investment sharply receded by 26.8%. In 2002, private investment turned to grow by 6.7%, because large-scale construction projects, such as the high-speed railway, were carried out at a faster pace and the low interest rate environment was conducive to corporate investment spending.
In 2003, the adverse impact of the outbreak of Severe Acute Respiratory Syndrome (SARS) on trade and economic activities sapped consumer confidence and disturbed private investment plans in the second quarter. Thanks to global economic recovery, the world's largest producers outsourced more information-technology products to Taiwan, which helped contribute to a double-digit growth in private investment in the fourth quarter. For the year as a whole, real fixed capital formation and private investment grew by 1.7% and 3.7%, respectively. Stepping into the year of 2004, the real fixed capital formation and private investment rose dramatically to 19.5% and 33.1%, respectively, due to the bright economic prospect and the low interest rate environment. In 2005, the real growth rate of fixed capital formation and private investment tumbled close to 1% mainly due to the high base. However, real investment by public enterprises had an above-average growth of 16.2%. The expansion primarily resulted from the large-scale investments by Taiwan Power Company's Fourth Nuclear Power Project, the Sixth Transmission and Substation Project, and the Tatan Thermal Power Plant Project. In 2006, business investment still exhibited a slackening growth.
At the beginning of the year 2007, private investment remained sluggish. Later, as some industries enlarged their capacity and improved their production equipment, private investment grew rapidly during the middle two quarters of the year. However, soaring international raw material and oil prices, coupled with the increasing downside risk to global economic growth sparked by the US subprime mortgage upheaval, led business activities to slow down. For the year as a whole, real fixed capital formation and private investment rose by 1.9% and 3.3%, respectively. For the first three quarters of 2008, private investment was held back due to acute domestic economic sluggishness caused by a global financial meltdown. Looking ahead for the fourth quarter, private investment is expected to continue weakening. The government forecasts that real fixed capital formation and private investment will fall by 5.8% and 7.8%, respectively, for the whole year.
2.2 Foreign Direct Investment (FDI)

Taiwan began to attract FDI when the export processing zones were established in 1966. The primary objective of Taiwan’s stance towards FDI was initially to attract export-oriented investment based upon the competitiveness of its highly educated and productive labor force. More recently, this objective has been modified to focus on attracting FDI in increasingly technology-intensive areas and to encourage domestic technological spillovers. Taiwan’s outward FDI is marked by a distinct dichotomy between investment in relatively low quality labor-intensive activities offshore, particularly in China, and investment in major industrialized country markets in America and Europe.
In Taiwan’s 1989 balance of payments, outward FDI reached US$7.0 billion and net capital outflow stood at US$5.3 billion. Thereafter, the FDI outflow from Taiwan largely followed a moderating trend before going back up to US$7.1 billion in 2004. In 2006, Taiwan’s total outward FDI increased 22.7 % to US$7.40 billion while inward FDI shot up dramatically by 356.9 % to US$7.42 billion, resulting in a net capital inflow of US$0.03 billion for the year. The sudden upsurge in FDI inflows reversed the long-time trend of net capital outflow prevailing since 1988. In 2007, Taiwan’s total outward FDI reached US$11.1 billion, the highest in history and US$3.7 billion more than in the previous year. Inward FDI registered US$7.8 billion. Accordingly, FDI registered a net outflow of US$3.3 billion. For the first three quarters of 2008, FDI [image: image161.wmf]4.9
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 Chart 2  Private & Public Investment in Level

 

(at current prices, as a percentage of GDP)

exhibited a net outflow of US$5.2 billion (see Chart 3).
Approved inward investment peaked at US$7.6 billion in 2000, mainly owing to the opening of the fixed telecommunication network market. Meanwhile, as local companies adopted a globalization strategy, overseas investors were actively investing in local companies. In 2006, approved inward investment rose sharply to US$14.0 billion due to direct investment by non-residents in the electronic parts & components manufacturing industry and the financial & insurance industry. It further rose to US$15.4 billion in 2007. Approved outward investment increased from US$11.9 billion in 2006 to US$16.4 billion in 2007, of which 19.2 % went to the Americas, 60.6 % to China, 14.4 % to Asia excluding China, and 2.5 % to Europe (see Chart 4 & 5).
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 Chart 3 Foreign Direct Investment (BOP)
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Chart 4 Approved Foreign Direct Investment


2.2.1  Approved Outward FDI

Taiwan appears to be the fast-growing overseas investor in the developing world. The latest investment surge started in 1987, when the NT dollar appreciated significantly over the previous year and foreign exchange regulations were liberalized. In the 1980s, outward FDI mainly focused on the United States. As the international competitiveness of labor-intensive industries in Taiwan declined, they have moved offshore to places with lower labor costs. China has been the most attractive due to its large pool of cheap labor and export-stimulus strategy.
Approved Outward FDI excluding China

The bulk of outward FDI have followed a consistent pattern in their being mainly targeted at the American and Asian regions with Europe and elsewhere relatively neglected. In 1987, the Americas and Asia received 98.8% of all FDI outflows from Taiwan while in 2007 their share was 85.5%. The outward FDI until the mid-1990s was mainly in basic labor-intensive manufacturing industries. Subsequently, there was a marked shift into the financial & insurance industry and the electronic parts & components manufacturing industry. From 1952 to the end of 2007, the government approved 11,964 cases of outward investment, totaling more than US$55.3 billion. The foremost destination was the Caribbean Sea (36.7%), followed by United States (18.6%). The top three outward FDI industries were financial & insurance (46.0%), electronic parts & components (10.4%), and wholesale & retail trade industry (7.7%).
Approved Outward FDI in China

In October 1990, the government opened up indirect investment in China. From then on, Taiwan has been running a substantial balance of trade surplus with China, accompanied by significant net outflows of FDI. This rapid growth in FDI can be explained with a combination of two factors. As many relatively labor-intensive industries in Taiwan gradually lost their international competitiveness, they have been impelled to move offshore for lower labor costs. China’s Open Door Policy since 1978 has been targeted at attracting inflows of FDI based upon its plentiful supplies of low-cost labor. A further important factor is the cultural and ethnic links which have maintained in spite of economic and political separation. In addition, the 1997 Asian financial crisis caused a change in the direction of FDI flows. This is particularly clear in the allocation of foreign direct investment funds between crisis-hit countries in the East Asia and China. By the end of 2007, cumulative outward FDI in China reached US$64.9 billion, or 55.4% of total outward FDI. China became the destination with the most accumulated outward FDI. The industrial distribution of cumulative outward FDI in China was characterized by domination of electronic parts & components (16.0%), computers & electronic & optical products (15.5%), and electrical equipment manufacturing (9.3%).

Overall, outward FDI in the late 1980s and early 1990s involved mainly small and medium-sized, labor-intensive enterprises looking for overseas manufacturing bases, with most of them eyeing on China. After the mid-1990s, outward FDI in China involved more and more large enterprises with large capital and high technology looking for both overseas manufacturing bases and access to China’s market with huge potential.
2.2.2  Origin of Approved Inward FDI
Annual inward FDI varied between US$100 and US$300 million per annum between 1970 and 1980. However, Taiwan’s foreign exchange deregulations in mid-1980s also led to an immediate surge in the magnitude of FDI inflows. Total approved inflows doubled from US$0.8 billion in 1986 to US$1.4 billion in 1987. It further rose to US$15.4 billion in 2007.
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 Chart 5  Approved Outward FDI by Destination Country

The inward FDI had mainly come from three key industrialized regions, namely the United States, Japan and Europe, although the magnitude and share of inflows from third countries had become increasingly important since the early 1990s. Nevertheless, the value of FDI inflows from the major industrialized countries also continued to grow. From 1952 to the end of 2007, the government approved 22,310 cases of inward investment with a total of more than US$94.1 billion. The foremost origin of inward investment was the United States (19.3%), followed by Caribbean Sea (16.3%) in second place and Netherlands (16.2%) in third (see Chart 6).
2.2.3  Sectoral Pattern of Approved Inward FDI
The inflows of FDI to Taiwan up until the mid-1970s were mainly in basic labor-intensive manufacturing industries, such as textile and clothing. Subsequently, there was a marked shift into the chemicals and electronic industries from the 1970s onwards and, more recently, FDI had flowed into the financial and insurance industry. From 1952 to 2007, the top three industries attracting inward FDI were: financial & insurance (23.2%), electronic parts & components (15.7%), and wholesale & retail trade industry (9.0%). It was also notable that the sectoral pattern of FDI by overseas Chinese differed from that of non-overseas Chinese. For both of them, financial & insurance industry stood out as the major inward FDI industry. However, a significant proportion of total FDI by overseas Chinese and non-overseas Chinese had been in the professional, scientific & technical services (14.9%) and in the electronics & electrical products industry (15.7%), respectively.
3. Major Policies Related to Foreign Direct Investment and Domestic Investment

3.1 Current Account and Capital Account Liberalization
Taiwan’s foreign exchange liberalization process followed the order of the current account, the long-term capital account, and then the short-term capital account. The short-term capital was also liberalized in a progressive way, such as the gradual raising of remittance limits for juridical persons and individuals, replacing the value ceiling with shareholding ceiling for portfolio investments, gradually easing the shareholding limit, gradually raising the bank position limit and liability ceiling towards substantial easing or eventual abolishment. The capital account liberalization was also an integral part of a larger reform effort, such as the concomitant deepening of stock and the banking markets, implementing appropriate monetary policy, and maintaining a stable exchange rate. This orderly opening of the capital account helped to stabilize and boost capital inflows. This was also a main reason why foreign capital inflows and their reversal in the financial turmoil did not result in large disturbances to the domestic economy in Taiwan.
3.1.1  Current Account Liberalization
Before August 1986, a strict foreign exchange permit system was used to manage visible trade. Export and import remittances required licenses. In August 1986, the exchange permit system was substituted by a reporting system. In March 1987, limits on the amount of invisible trade remittances were lifted but it required reporting with relevant documents. The trade account (the whole current account, to be exact) was liberalized.

3.1.2  Capital Account Liberalization
Direct Investment

Inflows

Before the July 1987 revision of the Foreign Exchange Control Act, the inward foreign direct investment needed the approval by the authorities, including Ministry of Economic Affairs (MOEA), Ministry of Finance (MOF) and Central Bank of the Republic of China (Taiwan) (hereinafter the CBC). However, obtaining approval was in general quite easy and the CBC generally did not reject an application based on foreign exchange management concerns. The policy direction was to open up capital inflows while remaining cautious about capital outflows. The 1987 revision resulted in a two-layer system: the direct investment with government approval had no remittance constraint for residents and non-residents. However, there was an extra aggregate inward remittance quota on residents. The direct investment capital inflows could be viewed as free as of July 1987, subject to the authority’s approval.
Outflows

With the implementation of the Foreign Exchange Control Act in December 1970, only financially sound companies with approval could invest outwardly. The CBC might reject applications based on foreign exchange management concerns. The 1987 revision of the Foreign Exchange Control Act resulted in a two-layer system for outward investment, similar to the inflows. Because the CBC would not restrict remittances for authority-approved cases, direct investment outflows could be viewed as free as of July 1987.
Repatriation

In March 1987, the CBC drew up regulations regarding inward remittances. It stipulated that the repatriation of government-approved overseas investment could be either deposited in a foreign exchange deposit account or else sold, so long as the amount did not exceed US$1 million. The July 1987 revision of the Foreign Exchange Control Act applied two standards for repatriation of the residents’ foreign direct investment: those with government approval could sell the repatriated foreign exchange within the approved amount; the repatriated foreign exchange without approval could be sold based on an annual ceiling of US$5 million for a single individual and US$50 million for a juridical person. For non-residents, the staying time requirement for their FDI in Taiwan before repatriation was removed in October 1993. The staying time requirement of other non-residents’ investments was removed in January 1996.

Portfolio Investments
The first incidence of foreign investment in Taiwan’s securities occurred in May 1983, when the securities investment trust company was allowed to be set up to issue depository receipts overseas to absorb foreign money for domestic securities. The MOF and the CBC allowed Qualified Foreign Institutional Investors (QFIIs) to directly invest in Taiwan’s equity market in 1991. They gradually removed the quota on QFIIs’ total investment in the domestic equity market and the time limit on QFIIs’ fund remittances for such purposes. With the exception of a few industries, restrictions on foreign ownership of a single listed company were also lifted. In 1996, the MOF and the CBC allowed foreign individual investors to invest in Taiwan’s equity market. In October 2003, they abolished the QFIIs system and simplified the procedure for foreign investors to buy local shares. Foreign investors investing in domestic securities were reclassified into Foreign Institutional Investors (FINIs) and Foreign Individual Investors (FIDIs). Once registered with the Taiwan Stock Exchange Corporation, they may remit investment principal and proceeds through any bank at any time. Each foreign individual investor may invest up to US$5 million, while foreign institutional investors are not subject to any ceiling.
The MOF and the CBC have also gradually liberalized the scope of foreign portfolio investments in domestic equity markets. Foreign investors may invest in a wide range of local instruments including stocks, corporate bonds, convertible bonds, Taiwan depository receipts (TDRs), warrants, government bonds, asset-backed securities, beneficiary certificates and financial debentures. Beginning in June 2003, foreign investors were allowed to participate in the domestic securities lending market. For the purpose of hedging, foreign investors were also allowed to trade futures, options, and interest rate derivatives. In addition to domestic equities, 30% of inward remittances may also be allocated in government bond repos, time deposits, money market instruments and money market mutual funds.
Foreign Exchange Control

In July 1987, for inward remittances, a single resident without approval could sell foreign currency up to US$50,000. This ceiling had been raised several times up to US$5 million in August 1993, when a juridical person without approval was for the first time allowed to invest up to US$5 million. From then on, the juridical person’s inward remittance ceiling was raised several times up to US$ 50 million in June 1997. From July 1987 onwards, for outward remittances, there was an annual limit of US$5 million for a single individual or juridical person. Starting from December 1993, the ceiling for the juridical person was raised several times to reach US$50 million in June 1997. Starting from September 1994, non-residents were allowed to open NTD bank accounts in Taiwan. In 1996, domestic enterprises were allowed to exchange their borrowed foreign currencies from abroad for the NT dollar. The non-delivery forwards (NDFs) business was allowed in July 1995, but domestic juridical persons were prohibited from the NDFs in May 1998 to close a loophole for speculation.

With the progress of financial liberalization and internationalization, the CBC has largely deregulated capital movement. In general, capital can flow freely in and out of Taiwan. As of 2007, restrictions only remained on a few short-term financial transactions involving the conversion of the NT dollar. For example, each domestic company and resident could conduct inward and outward remittances up to US$50 million and US$5 million within one year, respectively. Non-residents could remit up to US$100 thousand per transaction. For remittances exceeding the respective ceilings, transactions could be made with the approval from the CBC.
3.2 Policies Implemented to Promote Domestic Investment

3.2.1  Central Bank Policy
In 1998, the global economy suffered a major setback as the contagion effects of the Asian financial crisis spread to Russia and South America. Taiwan, with its highly open economy, was also influenced to some degree by the international economic fluctuations. Under the preconditions of price stability and a stable foreign exchange market, the CBC, from the third quarter of 1998 onwards, adopted an easy monetary policy to boost the domestic economy. The CBC had cut the discount rate on 15 occasions by a total of 337.5 basis points between the end of 2000 and September 2004 to guide market interest rates downwards and to stimulate the economy. As a result, market interest rates had remained low. Lower interest rates had reduced the cost of capital for domestic firms and improved the competitiveness of domestic banks.
Beginning in 2002, the CBC encouraged the adoption of Adjustable Rate Mortgages (ARMs) and the base rate system. By 2005, all domestic banks and community financial institutions had adopted ARMs and the base rate system. The CBC required financial institutions to link prime rates to base rates from January 2006 onwards and, at the same time, conducted target examinations on banks’ new pricing practice. These structural changes were expected to make banks’ lending rates more flexible and to be in line with the market trend. The cost of funds for the general public had declined accordingly. 

In addition, the CBC also released postal savings re-deposits to fund private investments, public infrastructure projects, and housing demand. To provide sufficient funds to small- and medium-sized enterprises (SMEs), the CBC in November 1998 set aside NT$30 billion from the postal savings re-deposits for domestic banks to extend loans to SMEs. In May 2000, NT$3 billion was appropriated from the above package to be extended as special loans for production purposes. After the reallocation, the credit line for special loans extended to SMEs became NT$27 billion, while that extended to manufacturing enterprises was NT$33 billion. To stimulate domestic investment, the CBC joined other government agencies in promoting the Preferential Mortgage Loan Program, and Preferential Loans and Credit Guarantees for Traditional Industries Program through domestic commercial banks to provide more thrust for the economy in 2000. Due to strong demand, the cap on these loans have been raised several times and were thus expanded to NT$1.8 trillion and NT$1.85 trillion, respectively.
3.2.2  Other Policies

Taiwan seeks to promote investment on the island by revising existing laws and regulations, removing current investment obstacles, improving public infrastructure, and further developing industrial zones and infrastructures for industrial development. The 1960 Statute for Encouragement of Investment was designed to promote industrial development and exportation by offering tax incentives for capital investment and R&D as well as eligibility for deductions based upon local content and exports. By the late 1980s, this Statute applied to almost the entire manufacturing sector. At the end of 1990, the Statute for Encouragement of Investment was repealed and the Statute for Upgrading Industries was introduced to further promote the general upgrading of industries by creating a favorable tax environment.
The 1966 Statute for Export Processing Zones (EPZs) permitted the establishment of industrial zones in which export-oriented foreign firms, primarily in labor-intensive industries such as electronics, could operate free from domestic regulations and red-tape. Amid strong recovery of the world economy, Taiwan’s exports rose rapidly, driving the economic growth. The following is a summary of major incentives to promote domestic investment.

Government Participation in Investment
The National Development Fund of the Executive Yuan was established in 1973 in accordance with the Statute for Encouragement of Investment to promote Taiwan’s economic and industrial development and to enhance its national competitiveness by providing equity or loan financing. This Fund invested primarily in information technology, communications, avionics, biotechnology, cultural/creative and digital content industries. In 2007, the Fund set aside NT$10 billion in support of investment relating to domestic SMEs or the investment projects in Central/South American allied countries by domestic SMEs. The total amount of equity held by the government may not exceed 49% of total equity.

The Small- and Medium-Sized Enterprise Credit Guarantee Fund of Taiwan (Taiwan SMEG) was established in 1974 to provide credit guarantees for SMEs in securing project development loans from financial institutions. Taiwan SMEG provides credit guarantees for 80% of loans based on policy concerns, and 95% for loans with counter-guarantees. Businesses with development potential can apply for direct guarantee assistance. Total financing amount for a single company is capped at NT$100 million.
Private Participation in Major Infrastructure Projects
Private institutions participating in major infrastructure projects are eligible for a five-year tax holiday on profit-seeking enterprise income tax, investment credit, import duty credits on construction machinery and equipment. Profit-seeking enterprises which have held the registered stock issued by a private institution investing in a major infrastructure project are also eligible for tax credits against their payable profit-seeking enterprise tax.
Investment Incentives

To encourage the incorporation or expansion of the emerging and strategic industries, one of two tax credits－an investment tax credit for shareholders or a five-year tax holiday on profit-seeking enterprise income taxes－may be applied. For investments in automation equipment and technology, resource recycling, and pollution control equipment and technology, 5% to 20% of the investment may be credited against the payable profit-seeking enterprise income tax. With regard to the investment in resource-poor or less-developed areas, investors may credit 10% or 15% of the total investment against the payable profit-seeking enterprise tax. For a science-based industry company, if the machinery and equipment were imported for its own use, they may be exempt from import duty and value-added taxes for projects approved by the MOEA.

Land Acquisition
In order to help investors in acquiring land for factories, the MOEA implemented the 006688 Program. Under this program, tenants receive land rent-free for the first two years, with a 40% rent discount during the third and fourth years and a 20% discount during the fifth and sixth years. If a tenant wishes to purchase the land during the lease period, rent paid during the lease period can be deductible up to 70% from the purchase price. Manufactures and property developers can also submit plans to the MOEA for the land owned by Taiwan Sugar Corporation. The government may assist with negotiations for leasing or securing land use rights for industrial use for up to 50 years. In addition, the MOEA initiated "Four Years Free, Six Years Half" Program to free up idle or low-use land to a wider range of industries, but requires the approval of the local government and the Council for Economic Planning and Development. Under this program, such land may be rent-free for the first four years; thereafter, it can be rented at a discount of 50% for the subsequent six years.

3.3 Policies Related to Foreign Direct Investment

As the competitive advantage of Taiwan’s traditional industries began to wear away in the 1980s, the government responded by establishing the science park to attract sizable investments from foreign high-tech firms. The policy focused on technological upgrading and deepening, including revisions to the Statute for Encouragement of Investment to prioritize the growth of capital- and technology-intensive industries and the formal approval of a Science & Technology Program in May 1979. Currently, Taiwan is the leading world-market supplier of 10 products, and plays a crucial role in the global IT production chain. The Hsinchu Science Park is the island’s first science park and home of Taiwan Semiconductor, the world's largest made-to-order IC manufacturer.

Taiwan places great importance on foreign and overseas Chinese investment. Laws and regulations governing such investment are amended as necessary in accordance with domestic development conditions and the international economic and trade situation, and every effort is made to remove investment obstacles and improve investment conditions. The government also provides other assistance to foreign nationals and overseas Chinese investing in Taiwan. The following is a summary of key regulations related to FDI.

3.3.1  Prohibited and Restricted Investment

Prohibited areas include industries that may negatively affect national security, public order, good customs and practices, or national health, and those that are prohibited by law. Investors who apply to invest in an industry in which investment is restricted by law, or by an order given under the applicable law, need to obtain approval or consent from the competent authority in charge of the industry in question. Restricted and prohibited investment areas are stipulated in the Negative List for Investment by Overseas Chinese and Foreign Nationals, which was drafted by the Executive Yuan based on the principles in the above two categories.

3.3.2  Foreign Exchange Regulations
Investors may apply for exchange settlement for their interest earnings or on profit distributed to them from their investment. Application for exchange settlement against the payment of principal and interest on loan investments is governed by the agreed terms and conditions approved by the competent authority. In addition, investors with approval to transfer their shares or to withdraw or reduce their investment may apply for exchange settlement, in a lump sum, of the total amount of their approved investment. This is also applicable to the capital gains realized from the investment.

3.3.3  Investment Safeguards

In case the foreign investor's investment accounts for 45％ or more of the total capital amount of that enterprise, the invested enterprise shall not be subject to requisition or expropriation as long as the said capital contribution rate of the investor remains unchanged for a period of twenty years after the commencement of business of the invested enterprise. Enterprise in which less than 45％ of the total capital amount is invested by foreigner may be requisitioned or expropriated by government for national defense reasons; the investors shall be entitled to a reasonable compensation.
3.3.4  Exemptions
Where an invested enterprise is organized as a company under the Company Law, the investor may be exempt from the restrictions on his/her domicile in Taiwan, nationality, and amount of investment. Provisions in the said law requiring the setting aside of a certain percentage of new shares to be purchased by the employees of the invested enterprise when the enterprise issues shares publicly or carries out a capital increase via cash injection shall not apply to investments in which foreign investment accounts for 45% or more of the total capital of the enterprise.

3.3.5  Parity of Rights and Obligations

Foreign-invested enterprises enjoy the same rights and obligations to which enterprises operated by Taiwan’s nationals are subject, except as otherwise provided for in other laws.
3.3.6  Investment-related Tax Incentives for Foreign Investors

Distributed dividends or earnings are subject to a 20% withholding rate and are not subject to regulations for tax reporting under the Income Tax Act. Income derived from sources outside of Taiwan and paid by corporations outside of Taiwan is exempt from individual income tax if the individual stays in Taiwan for a period or periods not exceeding the aggregate of 183 days in the calendar year. To avoid double taxation and promote mutual investment and trade, Taiwan is inviting other countries to sign "tax evasion prevention and double taxation avoidance agreements."
3.3.7  Investment Cap on Outward FDI in China

From August 1, 2008, subsidiaries of multinational corporations and companies, which have obtained a certification of “headquarters” issued by MOEA, are exempt from a ceiling on China-bound investment. For other companies with paid-in capital above NT$80 million, the ceiling on investments in China are 60% of its net worth. Companies with paid-in capital below NT$80 million can either abide by the cap of NT$80 million or if higher, 60% of the company’s net worth. For each individual, he/she can remit up to US$5 million per year.
3.3.8  Other Incentives

In order to encourage foreign enterprises to establish international logistics centers in Taiwan, the Statute for Upgrading Industries provides the following incentive: Any foreign company or its branch office in Taiwan which sets up a logistics center to conduct cargo storage, processing or distribution of its goods to local or regional customers is exempted from the business income tax.
4. Determinants of Investment in Taiwan

Investment flows mainly depend upon factors related to macro and micro economy, as well as institutional reforms that create favorable conditions for business operation in general. Those may include low inflation rates, stable exchange rates, reasonably efficient legal and regulatory systems that protect property and reward savings and investment, and low level of corruption. Over the past decades, there has been an escalation in the packages of tax breaks, incentives, free land, below-market-priced office space, and other subsidies that both developed and developing countries have been offering to attract multinational investors and/or to keep home country investors in place. In addition, investment is sensitive to the cost of capital. Local interest rates, corporate tax burden, and global financial market conditions may all have influences on the capital stock. Studies of investment behavior showed that sensitivity to tax is particularly pronounced for production destined for the competition in international markets. Some econometric studies suggest that a focus on correcting non-tax deficiencies, such as infrastructural deficiencies and macroeconomic instability, may be an efficient way to attract investment.
In this section, we use cointegration and error correction model (ECM) to explore the factors affecting the gross fixed capital formation in private sector (hereinafter private investment) in Taiwan. Cointegration analysis is employed to attend to long-run equilibrium among the variables, while ECM aims at short-run dynamism.
4.1 Variables in the Model

Past studies of investment behavior have not reached a decisive conclusion on the factors affecting private investment. In this paper, we first establish a basic model of private investment. Later, more explanatory variables will be included to reflect Taiwan’s domestic situation. The basic equation is as follows:
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                         (1)

where pi represents real gross fixed capital formation; 
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 represents real output, 
[image: image3.wmf]credit

 represents credit extended to domestic companies by local banking system (deflated by CPI); rr represents real interest rate; reer represents real effective exchange rate; v represents volatility of real exchange rate. 

As mentioned earlier, we also add to the basic equation (1) other explanatory variables. Following Lin (2003), the sum of government investment and public enterprise investment (represented by the symbol gi) is taken into account. The ratio of outward FDI to Taiwan’s nominal GDP (fdi_o) is included in the equation to reflect the robust trend of overseas investment (most markedly in China market) in the past decade. This paper also applies Tobin’s q theory, using changes of real stock prices (
[image: image4.wmf]stkp

) as a proxy of changes of q ratio. Considering limited number of observations and the efficiency of estimation, other possible variables are not included in this study.

After other explanatory variables are added, equation (1) becomes the following:
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See Appendix 9 for the definitions and sources of the variables. Logarithmic transformation is applied to all variables, except for rr, 
[image: image6.wmf]v

 and fdi_o .

As the data of REER in New Taiwan Dollar became available since the first quarter of 1982, the sample period for analysis in this paper extends from 1982Q1 to 2008Q3, the latest data available.

Before the analysis, this paper reviews the trend of changes in private investment in Taiwan over the past two decades. Chart 7(A) demonstrates high volatility of the annual growth rate of private investment. The real annual growth rate during the sample period recorded highest at 43% in the second quarter of 2004, while the lowest fell at 39% in the fourth quarter of 2001. In fact, the standard deviation of Taiwan’s real private investment between the first quarter of 1983 and the third quarter of 2008 was a high 14.4%. Chart 7(B) shows significant influence of seasonal factors on the level value of private investment, which peaks in the fourth quarter each year and falls in the first quarter of the next year. Moreover, private investment registered faster growth between 1990 and 2000 and dropped markedly during 2001 through 2004.
Chart 7(A)  Annual Growth Rate of Private Investment
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Chart 7(B)  Private Investment in Level
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4.2 Cointegration Analysis 
This research applies maximum likelihood estimation (Johansen, 1988, 1990) for multivariate cointegration analysis. The long-run equilibrium between private investment and other variables is determined in the first place. Suppose
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where 
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 is a residual that follows normal distribution, 
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 is a constant, and 
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is a deterministic term (such as time trend, dummy variables, and exogenous variables). Applying algebra, equation (3) can be written in a difference form (an error correction one) as the following：
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where the coefficient matrixes 
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From equation (2), the cointegrating vector 
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. The order of integration of each variable has to be determined before the cointegration analysis. This paper first conducts the ADF unit root test (augmented Dickey-Fuller unit root test) with the null hypothesis that the variable is I(1) (i.e. a unit root is present). The results of the unit root tests are shown in Appendix 11.

The ADF test results in Appendix 11 indicate that none of the levels of 
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 reject the unit-root null hypothesis, while their first differences all pose rejection, which means these variables are I(1) processes. As for other variables, the results show that the integrated order for 
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 is greater than 1, and 
[image: image27.wmf]t

v

 is an I(0) process, while both
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 remain unclear. We thus use Phillips-Perron (PP) unit-root test to help clarify. The results are shown in Appendix 11.

The PP unit-root test results indicate that 
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 are I(1) processes, and 
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 is an I(0) process. As most variables are I(1) processes, it is hence appropriate to use cointegration for the analysis of Taiwan’s private investment. 
4.2.1  Diagnostic Checks

Before we begin the cointegration analysis, VAR model is tested for proper settings. The determination of lag length k is the most important. Furthermore, the residuals estimated under the chosen lag structure need to be checked for serial correlation, presence of ARCH phenomenon, and the assumption of normal distribution.

(1) Selecting the Lag Length
The lag length is chosen to make the residuals become white noise, especially no autocorrelation among them. Ljung-Box Q test shows that at the 5% significance level, most variables in the VAR system have no significant residual autocorrelation when lag length k=6 (see Table 1).
(2) ARCH Test
Results of ARCH LM test on the residuals of all 9 equations in model (3) (the order is set to be 3) are also shown in Table 1, which indicates that at the 1% significance level, none of the variables reject the null hypothesis of no ARCH for the residuals.

(3) Test for Normal Distribution
Johansen conducted cointegration analysis by maximum likelihood estimation under the hypothesis that the marginal distribution of residuals is normal. It is, therefore, necessary to test the distribution of residuals in each equation in the VAR model. The third moment (or skewness, which is zero under normal distribution) and the fourth moment (or kurtosis, which is 3 under normal distribution) are calculated to obtain the Jarque-Bera test statistics. The result shows that no variables reject the null hypothesis of normal distribution, with the exception of 
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 (Table 1). Johansen’s analysis is based on the hypothesis of normal error terms, while the asymptotic property of his cointegration analysis is derived from the iid property of error terms. Hence, whether residuals exhibit normal distribution may have no significant effects on cointegration analysis
.

Table 1  Diagnostic Checks

	Dependent variable
	Autocorrela-tion test (Q)
	ARCH (3)


	skewness

	kurtosis

	Normal distribution test

(JB)
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	6.08(6)

7.82(8)
	1.68
	-0.45
	3.26
	3.68
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	8.65*(6)

13.72*(8)
	1.83
	0.19
	2.87
	0.68

	
[image: image37.wmf]t

credit


	10.42(6)

10.50(8)
	0.18
	-0.27
	3.15
	1.33
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	6.63(6)

9.39(8)
	0.10
	0.65
	5.26
	28.63***
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	5.69(6)

6.19(8)
	0.12
	-0.15
	2.61
	0.98
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	5.05(6)

8.41(8)
	0.41
	0.24
	3.36
	1.47
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	7.79(6)

7.83(8)
	0.83
	-0.26
	2.60
	1.79
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	2.79(6)

8.07(8)
	0.15
	0.57
	4.30
	12.67***
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	8.36(6)

9.07(8)
	1.13
	-0.07
	3.14
	0.18


  Notes: 1. Figures in the parenthesis following Q statistics refer to the number of lag periods.

        2. ***, ** and * represent the null hypothesis is rejected under the significance levels of 1%, 5%   and 10%, respectively.

        3. Figures in the ARCH column are F statistics.

4.2.2  Testing and Estimating Cointegration Vectors
The diagnostic checks in Table 1 indicate that the model largely conforms to the hypothesis needed for cointegration analysis. We therefore proceed with the testing of the number of cointegration vectors. The endogenous variables in our investment model are
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, and the deterministic terms include a constant term. Before testing the number of cointegration vectors, a long-run exclusion test is performed first. The result shows that 
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 do not reject the hypothesis that their long-run coefficients are zero. Therefore, the long-run relation among variables reduces to a 
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. The test results of the number of cointegrating vector are listed in Table 2.

Table 2  Cointegration Test

	Eigenvalues
	Trace

Statistics
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represents the number of different cointegration vectors.
      2. * denotes rejection of the null hypothesis at the 5% level.

The trace test in Table 2 shows that there is only one cointegrating vector among variables at the 5% significance level, but the 
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 test shows no cointegration relationship exists. After normalization, the cointegration relation corresponding to the maximum characteristic root between private investment and other variables is as follows:
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Equation (5) shows that real GDP (
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) is positively correlated to private investment in the long run, agreeing with theoretical expectations. The coefficient of real bank credit (
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) has a positive sign, hence positively correlated to private investment. The negative sign preceding real interest rates (
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) indicates that the central bank’s monetary easing stimulates private investment. The real effective exchange rate of the NT dollar also follows a negative coefficient. This means that a rise in REER (NT dollar appreciation) negatively affects private investment and that a fall in REER (NT dollar depreciation) is conducive to private investment. Finally, with a positive sign, exchange rate volatility (
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) is positively correlated to private investment. One possible explanation is that an increase in exchange rate volatility might discourage some firms from investing abroad and these firms might increase their domestic investments instead.
4.3 Estimation of the Error Correction Model
According to Granger’s representation theorem, if the variables of an I(1) series exhibit cointegration, then a corresponding dynamic error correction representation exists. This paper then sets up an ECM model to explore short-run dynamism of the private investment in Taiwan. It is worth noting that considering the significant influence of seasonal factors on the level value of private investment in Taiwan, the ECM model in this paper is a little different from regular ones. Employing first order difference equations as in usual ECM modeling may cause biases. Therefore, this paper uses seasonal differences instead, treating the variables in
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, X being the 9 variables in our VAR model. The error correction term is thus set as follows:
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A weak exogeneity test on vector error correction model (4) shows the 
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 are insignificant. Hence, the contemporaneous terms of the above 3 weak exogeneous variables can be added to the error correction equation where 
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In equation (6), 
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denotes a seasonal difference operator; 
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captures the influence on Taiwan’s private investment by the Asian financial crisis, the value equaling 0 for the period 1982 Q1 to 1997 Q4, and 1 for the period after 1998 Q1; Sj denotes a seasonal dummy variable, j = 1,2,3; 
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 is an error correction term, or the (standardized) cointegration vector of the previous period, representing deviation of the previous period’s private investment from long-run equilibrium. A positive 
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 means that the previous period’s private investment exceeds long-run equilibrium and thus the current period’s private investment should be decreased. On the contrary, a negative 
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 suggests private investment in the current period to be increased. Therefore, in theory, coefficient 
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 should be negative in order for the dynamic system to be stable. The absolute value of 
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 reflects the speed of convergence towards long-run equilibrium. When the system is in long-run equilibrium, the error correction term equals 0.
We then estimate equation (6) by the method of ordinary least square for the sample period 1982Q1-2008Q3. According to the parsimony principle, variables with insignificant coefficients are excluded one by one. Finally, the following result is derived:
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In the above equation, figures in parenthesis beneath coefficients are t values. ***, ** and * denotes rejection of the null hypothesis of zero coefficients at the 1%, 5% and 10% levels, respectively. In addition, the ARCH test and the RESET test (Regression Specification Error Test) were conducted to first order, and SSR denotes the standard deviation of residuals.
The result shows the coefficient of the error correction item 
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 equals -0.02. This means that the system under model (7) will gradually approach long-run equilibrium. The small absolute value of 0.02 represents a small adjustment to reach long-run equilibrium within 4 seasons. In terms of model fitness, 
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 is 0.80, which is not low when the explained variable is a difference term (ie. the variable being the rate of change, not a level value), meaning that the model is highly capable of explaining private investment in Taiwan. In addition, the RESET (Regression Specification Error Test) shows that model (7) does not have significant problems in covering important explanatory variables, formulating the function, and explaining the relevance between variables and error terms. And the ARCH test exhibits no presence of heteroscedasticity.
To further analyze the coefficient estimates, in terms of the effects of changes in real GDP (
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) on Taiwan’s private investment, the coefficient estimate is 2.05 for the current period. This shows that fixed investment behaviors exhibit pro-cyclical characteristics. The coefficient of changes in real interest rates (
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) is minus and significant. This indicates that the central bank’s monetary easing stimulates private investment. Changes in the real effective NT dollar exchange rate (
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) has a negative coefficient, meaning that a rise in the REER (NT dollar appreciation) has negative effects on Taiwan’s private investment. Moreover, the coefficient of changes in outward FDI as a ratio of nominal GDP (
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) is minus and significant. This shows that the offshoring of Taiwan’s firms has had some substitution effects on private investment. However, the coefficients of real bank credit, stock price changes, exchange rate volatility, and government and public enterprise investment are insignificant. It is worth noting that the dummy variable for the Asian financial crisis (
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) is also not significant in model (7). This may be because Taiwan was not as severely impacted by the 1997 crisis as other Asian countries and hence its private investment behaviors after 1997 had not undergone significant structural changes.

4.4 Empirical Conclusion

This study first assumes an investment function, and then applies cointegration analysis and the error correction model to Taiwan’s data. The empirical result shows that the gross fixed capital formation of Taiwan’s private sector largely conforms to theoretical expectations. In particular, private investment enjoys a stable long-run correlation with economic variables such as real GDP, real credit, real interest rate, real exchange rate, and volatility of real exchange rate, while in short-run, 4 factors, namely real GDP, real interest rate, real exchange rate, and the ratio of outward investment to GDP pose significant statistical effect on Taiwan’s private investment.
In addition to quantifiable economic and financial factors, unquantifiable non-economic factors also play a role in the decisions of firms to invest in a certain country. These include investment environment, environmental protection policy, changes in international product markets, political stability, and other government policies. They may be even more important than the explanatory variables in the investment function and yet are not incorporated in systemic considerations. Quantitative analysis is in this sense limited.

5. Issues and Challenges regarding FDI and Private Investment

Taiwan’s economic strength is rooted in its industrial base, which started with a manufacturing boom in basic exported goods and then progressed to technology-intensive industries, such as electrical goods. However, Taiwan currently is moving to a more high value adding service-based economy, which is less capital intensive and reduces the need for large-scale investment. As in other maturing economies, Taiwan’s manufacturing as a proportion of GDP has shrunk, while service sector has expanded to take up over 70% of GDP in 2007. Stepping into 2008, the risk of a global downturn has risen drastically due to the financial turmoil escalated in the U.S. and Europe in the second half of the year. As globalization links economies around the world closely together, Taiwan, a small and highly open economy, is susceptible to the global downturn. The government forecasts that private investment will contract by 7.8% for the whole year, as enterprises in both export-oriented and domestic-demand industries have become extremely conservative in capital outlays due to over-supply. As a result, the average of real growth rate of gross fixed capital formation and private investment dropped in 2000s. This slow-down in investment growth may also be attributed to the following factors.
5.1 China Factor 

It is crucial for Taiwan to adjust to globalization-related issues, the largest of which being the China factor. Given the growing magnetic attraction of the Chinese economy and China’s development into the “factory of the world”, Taiwan’s firms increased their investment there. Their investment back home reduced as they moved operations to China to take advantage of the cheaper labor force. This has sped up the flow of capital and technology to China. Therefore, it is necessary to achieve a relative rise in domestic industrial upgrading and attract more foreign investment into Taiwan to counter this negative impact. Cross-Strait economic policy should be focused on a “win-win” approach to maximize synergies with China, as well as on building aggressively the niche areas where Taiwan can add value for domestic and international investors in the region.
The restrictions based on a view of cross-Strait economic relations as “a zero-sum game” – whatever is good for China economically must necessarily be bad for Taiwan – were removed recently. After an agreement on direct weekend charter passenger flights was reached on June 13, 2008, the first flights took off on July 4. Five domestic carriers are operating these flights at present, along with six Chinese airlines. Chinese tourist visits to Taiwan got underway together with the weekend charter passenger flights. In addition, the agreement on establishing extensive direct cross-Strait transportation links was signed on November 4, 2008. The weekend charter passenger flights were expanded to a daily service, with the two sides operating a total of 108 round-trip flights per week. The number of Chinese airports covered by the agreement was increased to 21. Besides, direct charter cargo flights were launched, with the number of flights reaching 60 per month, to be undertaken by two to three airlines designated by each side respectively. Taiwan will also open 11 ports to direct shipping links, including Taipei and Kaohsiung, while China will open 63 ports. These measures will promote closer cooperation and exchange between businesses on the two sides of the Strait, strengthen overall economic competitiveness, and boost the investment confidence of both foreign and Taiwan domestic companies. In addition, the restrictions on the raising of funds for investment in China will be loosened, and Chinese investment in manufacturing operations in Taiwan will be allowed as well. On a foundation of steady deregulation and starting with the building of a bridge for interchange through cross-Strait industrial seminars, possibilities for cross-Strait industrial cooperation are being discussed with the aim of achieving substantive cooperation, the construction of a platform for industrial exchange, and linking with the global deployment of multinational enterprises.
5.2 Infrastructure
In the years prior to 1991, the government maintained a sound fiscal position. However, the government’s fiscal condition started to deteriorate due to the mounting expenditure required to carry out a series of major infrastructure projects and the social welfare programs. In response to this situation, the government in 1996 introduced a package of fiscal reforms designed to reduce the imbalance between revenues and outlays. As a result, the government investment had been constrained in a certain level. Meanwhile, the political rows between the ruling and opposition parties in recent years have also led to curtailed government investment, including construction of power plants, reservoirs, and flood control projects. Problems with adequate and high quality water and power supply have potential negative impact on all business sectors, and are worrisome because they threaten the prime engines of the economy. Taiwan needs to invest in roads, airports and other means of transportation, which have also been neglected after years of inter-party political contention.
To improve the infrastructure, the government is planning to implement Love Taiwan 12 Infrastructure Projects over the next eight years. The twelve planned projects include an island-wide mass rapid transit network, better port and aviation facilities, flood prevention and water management, sewer construction, as well as urban and industrial renewal. Priority in the projects will be given to the promotion of regional development, and seven key construction projects, such as Taoyuan Aviation City in the north, have been chosen for implementation. Combined, the projects come with a price tag of NT$4 trillion. Of this, about NT$2.65 trillion is expected to come from government coffers, and the rest from the private sector. To speed up the implementation of the major infrastructure projects, the Legislative Yuan is requested to pass a special budget for the outlays totaling NT$500 billion quickly. The government also promotes foreign and Chinese investment in Love Taiwan 12 Infrastructure Projects. 

5.3 Corporate Competitiveness
SMEs are the foundation on which Taiwan’s economy rests. As of 2007, while Taiwan’s SMEs posted total sales of NT$10,172 billion, representing 28% of the sales of all enterprises, the number of SMEs was over 1.24 million, accounting for nearly 98% of enterprises in Taiwan. The large enterprises’ share of all enterprises accounted for a mere 2%. The flexibility of SMEs, coupled with an abundant supply of cheap labor, made Taiwan’s enterprises very competitive in international terms. However, in this new era of rapid growth in the knowledge economy, Taiwan’s enterprises found themselves faced with increasing challenges of competition due to globalization, the rise of emerging economies, the magnetic attraction of the Chinese market, and falling profit margins on OEM/ODM production. With their comparatively small size and the consequent difficulty to build economies of scale, Taiwan’s enterprises might lose their edge and could not attract investment.
The key for Taiwan’s enterprises to upgrade themselves and attract investment is to build up their own brands and invest more in R&D. The Branding Taiwan project is being implemented to integrate the resources of the MOEA’s various departments and agencies to create an environment conducive to the establishment of different types of brands. The government thus provides the firms with funding assistance and guidance needed for successful brand building. The MOEA has also developed a wide range of programs, such as the Industrial Technology Development Program (ITDP), the Small Business Innovation Research (SBIR) program, and the Innovative Technology Applications and Service (ITAS) program, to encourage enterprises to upgrade their innovation and R&D capabilities. By providing funding support to cover part of the R&D cost, the government has encouraged enterprises to develop innovative and cutting-edge technologies, key technologies vital for industrial development, thereby significantly boosting industrial technology development in Taiwan. Moreover, to help enterprises weather the recent downturn, the government has increased the guarantee capacity by another NT$300 billion of the Taiwan SMEG to encourage banks to extend loans to SMEs. In addition, the government has initiated another NT$600 billion short-term relief fund and guarantee program with a maximum 70% guarantee coverage for enterprises other than SMEs until the end of 2010. The government and the Bankers Association have also reached a consensus to extend payment of loan principals that are due by the end of March 2009 for another six months.
5.4 Taxation
Taxation is another area that must be dealt with cautiously. Individual and corporate income tax rates in Taiwan are higher than in several other major neighboring markets, affecting Taiwan’s appeal for talent and investment. Taiwan’s corporate income tax rate for the largest corporations are 25%, lower than those of Japan’s highest tax rate of over 40% and Korea’s 27.4%, same as China’s 25% but higher than those of Hong Kong and Singapore, at 16.5% and 18%, respectively. While Hong Kong and Singapore do not impose non-resident dividend withholding tax, Taiwan’s non-resident dividends are subject to a 20% withholding rate, even higher than China’s 10% and Korea’s 15%. Higher tax rate compared to its neighbors may have hampered investment in Taiwan.

With the aim of establishing a fair and reasonable taxation environment that can effectively promote economic development, the Tax Reform Committee of the Executive Yuan was formally established on June 30, 2008. The Tax Reform Committee is committed to proposing methods for the simplification of filing procedures for business tax, consolidated income tax, and corporate income tax within three months. Such readjustments of the tax system involve the overall reform of accompanying measures for the corporate income tax and consolidated income tax, and are expected to be completed in six months at the earliest. To induce the return of overseas Taiwanese funds to Taiwan, the Executive Yuan has already approved cutting the maximum rate on both inheritance and donation taxes to a uniform 10%, down from the existing 10-bracket progressive rates peaking at 50% in October 2008. The tax-exemption for inheritance would be raised to NT$12 million from NT$7.79 million and the corresponding figures for donation would be raised to NT$2.2 million from NT$1.11 million. To accelerate the pace of investment activities, the Executive Yuan approved the revisions to the Statute of Industrial Upgrading, offering tax incentives to startup or expansion projects of manufacturing and related technical service industries, removing the existing confinement to emerging high-tech enterprises. Enterprises are eligible for a five-year tax holiday only for startup or expansion projects of enterprises from July 2008 to the end of 2009, which are completed by 2010, with a one-year grace period.
5.5 Other Issues 
5.5.1  Free Trade Agreement
Yet another crucial issue is whether Taiwan is able to sign Free Trade Agreements (FTAs) with major trading partners (such as U.S., Japan and Singapore), though Taiwan already signed FTAs with her diplomatic allies in Central America. For decades, the U.S. and Taiwan have had a strong trade relationship; it is vital to constantly seek ways to enhance this relationship. As a well-developed service-based economy, the U.S. has successful business models and practices that could be transferred to Taiwan through investments and strategic alliances. Building upon the long-term U.S.-Taiwan trade relationship would also be an excellent way for Taiwan to differentiate itself from China, where legal rights remain poorly protected and government regulation remains highly unpredictable. Besides, in 2007 Korea already succeeded in signing FTA with the U.S., arousing further concern about Taiwan’s future comparative competitiveness.
5.5.2  Environmental Protection

A further concern is finding the optimum balance between quality of life and economic development. With the passage of the Kyoto Protocol and a growing awareness of environmental conservation, all nations are emphasizing recycling and renewing natural resources, and developing green environment industries. However, the lengthy environmental impact assessment (EIA) procedures may have postponed investment projects in Taiwan, such as Kuokuang Petrochemical Project and Formosa Big Steel Plant Project, depriving investors of precious business opportunities. Taiwan’s government may propose new EIA procedures that would speed up the process for major investment projects of an urgent nature, but remain in keeping with Environmental Protection Administration standards. In addition, all EIA inspection criteria and standards should be determined and finalized in advance, with no changes made thereafter, so as to reduce uncertainty among investors and businesses regarding EIA rules.
6. Conclusions and Policy Recommendations

The economic performance of Taiwan over the past decades has been strong and stable. Moving into the new millennium, however, the average of real growth rate of gross fixed capital formation and private investment dropped dramatically to about 2% and 5%, respectively, during the period of 2000-07. Annual GDP growth averaged 4.1%, a slowing-down in comparison with the 6.4% in 1990s. The moderation in growth reflected the increasing maturity of Taiwan’s economy as well as the sluggish regional growth in Asia since the 1997 crisis and the more recent global downturn. The government predicts that real gross fixed capital formation will witness a negative growth of 5.8% for 2008. The slowdown in investment growth may also be attributed to the following factors.

First, in view of the growing magnetic attraction of the China economy and China’s development into the “factory of the world”, failure to engage fully with the Chinese economy is tantamount to self-marginalization. In fact, Taiwan’s firms have reduced investment back home as they have moved operations to China to take advantage of the cheaper labor force, prompting faster outflow of capital and technology to China. Second, the government investment has been constrained in a certain level since 1996 owing to the insistent efforts to reduce the imbalance between revenues and outlays to maintain a sound fiscal position. Meanwhile, infrastructure investment, including power plants and flood control projects, has been neglected after years of inter-party political contention. Third, Taiwan’s enterprises might lose their edge and could not attract investment since they do not have economies of scale. Fourth, some of Taiwan’s tax rates are higher than several other major neighboring markets, overshadowing Taiwan’s attraction to talent and investment. Fifth, Taiwan has not signed FTAs with major trading partners, such as U.S. and Japan, to advance economic and trade relations. Last but not least, the lengthy EIA procedures may have postponed the time for factory building, depriving investors of precious business opportunities.
Investment flows may depend upon macro, micro, and institutional reforms that create favorable conditions for business operation in general. The empirical result in this study shows that Taiwan’s investment behaviors exhibit pro-cyclical characteristics, in line with prior expectations. NT dollar appreciation has negative effects on Taiwan’s private investment. The offshoring of Taiwan’s firms has had some substitution effects on private investment. In addition, the central bank’s monetary easing stimulates private investment. Finally, the dummy variable for the 1997 Asian financial crisis is not significant. This may be because Taiwan was not as severely impacted by the 1997 financial crisis as other Asian countries and hence its private investment behaviors after 1997 had not undergone significant structural changes.
It is worth noting that, NT dollar appreciation may have positive effects on Taiwan’s private investment. For example, the NT dollar appreciation in 1980s made the low skilled, thin margin manufacturing sector unprofitable and forced Taiwan’s manufacturers to start producing higher skilled and value adding electronic products. The light industry was no longer protected from the weak currency and thus moved toward the development of a high-tech industry. This industry restructuring had resulted in the increase in private investment in 1980s. However, the quantitative analysis may not reflect this structural change. It is also worth noting that, in addition to quantifiable economic and financial factors, unquantifiable non-economic factors also play a role in the decisions of firms to invest in a certain country. These include investment environment, environmental protection policy, changes in international product markets, political stability, and other government policies. They may be even more important than the explanatory variables in the investment function and yet are not incorporated in systemic considerations. Quantitative analysis is in this sense limited.

Overall, the evidence from empirical study and Taiwan’s own experience show that the CBC may consider implementing an easy monetary policy to help reduce the funding costs of enterprises, encourage banks to extend credit, which are thus expected to boost private investment. Challenged by the recent global downturn, the government also needs to adopt an expansionary fiscal policy and actively implement stimulus programs. These coordinated policy efforts will take effects in due course and bring economic growth back on track. Moreover, the government should actively expand the scale of public investment, especially in infrastructure, to improve the general investment environment and to make up for insufficient private demand. To help well-managed enterprises tide over their financial difficulties, the government needs to bail them out with special loan- and credit-granting projects. In addition, Taiwan’s enterprises need to build economies of scale and sharpen their competitive edges to conquer the challenges to the rise of emerging economies and China’s magnetic attraction. The key to survival for Taiwan’s enterprises is not to compete on cost, but rather to make an ongoing effort in innovation and R&D. Taiwan should also move away from its dependence on contract manufacturing and create its own brands; this is one of the key preconditions for the successful transformation and upgrading industry, and for the achievement of sustainable development by individual enterprises. To remove investment barriers and promote private investment, the government should track and review the actual progress of the major private investment projects and the need for government assistance case by case. The government should also advance tax reforms, such as reducing the rates of corporate income taxes, to further attract investment. Moreover, the government may propose new EIA procedures that would speed up the process for major investment projects.

Looking forward, China, and the other emerging economies are already competing vigorously for investor attention. Taiwan’s government should go all-out to review laws and regulations with the aim of avoiding the obstruction of market competition and economic growth by excessive controls and ill-designed rules. Priority has been given to fostering cross-Strait cooperation on normalization of economic and trade ties, financial supervision, etc. The restrictions on the raising of funds for investment in China will be loosened, and the coverage ratio incentives for urban renewal building construction will be expanded. Taiwan’s government will also encourage Chinese investment in areas such as herbal medicines, aerospace, telecommunications and automobiles. All these measures and deregulations should revitalize Taiwan’s economy and encourage greater investment activity.
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[image: image111.emf]Major Domestic Economic and Financial Indicators  (Continued)   Interest Rate   %  Stock Market   Total  Trading   Value  Daily  Trading   Value   Five Major Banks  (1)   (average)   Time    Deposit   Year  Consumer  Price Index  (Annual  Rate of  Change, %)   (2001=100)  Discount  Rate   (end of  period)  Prime  Rate  1 Month  1 Year  Stock Price  Index  A verage   (1966=100)  (NT$  b illion)   1980  19.02   11.000   14.50   9.75  12.50  547     1981  16.32   11.750   13.50   10.25  13.00  549     1982  2.96   7.750   9.50   7.00  9.00  477     1983  1.37    7.250   9.00   6.50  8.50  654     1984  - 0.03   6.750   8.50   6.00  8.00  873     1985  - 0.16   5.250   7.50   4.75   6.25  746  195    1986  0.70  4.500  6.75  3.50  5.00  945  676    1987  0.52  4.500  6.75  3.50  5.00  2,135  2,669    1988  1.29  4.500  7.00  4.25  5.25  5,202  7,868    1989  4.41  7.750  10.38  7.25  9.50  8,616  25,408    1990  4.13  7.750  10.00  6.50  9.50  6,775  19,031    1991  3.62  6.250  8.65  5.58  8.26  4,929  9,683    1992  4.47  5.625  8.30  5.45  7.79  4,272  5,917  21   1993  2.94  5.500  8.03  5.43  7.59  4,215  9,057  31   1994  4.10  5.500  7.94  5.33  7. 29  6,253  18,812  66   1995  3.67  5.500  7.67  5.14  6.73  5,544  10,151  35   1996  3.07  5.000  7.38  5.02  6.02  6,004  12,908  45   1997  0.90  5.250  7.50  5.21  6.03  8,411  37,241  130   1998  1.68  4.750  7.70  4.66  5.44  7,738  29,619  109   1999  0.18  4.500  7.67  4.42  5.03  7,427  29,29 2  110   2000  1.25  4.625  7.71  4.34  5.00  7,847  30,527  113   2001  - 0.01  2.125  7.38  2.13  2.41  4,907  18,355  75   2002  - 0.20  1.625  7.10  1.48  1.86  5,226  21,874  88   2003  - 0.28  1.375  3.43  1.05  1.40  5,162  20,333  82   2004  1.61  1.750  3.52  1.15  1.52  6,034  23,875  96   2005  2.31  2.250  3.85  1.50  1.99  6,092  18,819  76   2006  0.60  2.750  4.12  1.71  2.20  6,842  23,900  96   2007  1.80  3.375  4.31  2.09  2.62  8,510  33,044  134   Note:  (1)  The five major banks are the Bank of Taiwan, Taiwan Cooperative Bank, Chang Hwa Commercial Bank,    First Co mmercial Bank and Hua Nan Commercial Bank.     Source:  Financial Statistics Monthly , CBC.      



 EMBED Word.Document.8 \s [image: image112.emf]Major Domestic Economic and Financial Indicators   (Continued)   Balance of Payments   (US$ million)   Year  Current   Account  Ca pital   Account  Financial   Account  Change (2)    in   Net Foreign   Assets of   the  Central   Bank  Foreign  Exchange  Reserves   (end of  period)(US$  b illion)  Interbank  Closing Rates  of the NT  Dollar  against the  US Dollar   (end of  period)   1980      2.21  36.0100   1981  522  - 3  4 , 556  - 4 , 748  7.24  37.8400   1982  2,251  - 3  - 640  - 1 , 106  8.53  39.9100   1983  4,416  - 4  - 720  - 3 , 341  11.86  40.2700   1984  6,980  - 4  - 2 , 605  - 3 , 9 76  15.66  39.4700   1985  9,206  - 4  - 3 , 171  - 6 , 525  22.56  39.8500   1986  16 , 287  - 3  6 , 942  - 23 , 322  46.31  35.5000   1987  18 , 003  - 2  10 , 395  - 28 , 093  76.75  28.5500   1988  10 , 200  - 19  - 11 , 373  1 , 392  73.90  28.1700   1989  11 , 416  - 31  - 12 , 131  780  73.22  26.1600   1990  10 , 923  - 156  - 15 , 150  3 , 918  72.44  27.1075   1991  12 , 468  - 443  - 2 , 228  - 9 , 659  82.41  25.7475   1992  8 , 550  - 393  - 6 , 910  - 1 , 367  82.31  25.4025   1993  7 , 042  - 328  - 4 , 629  - 1 , 541  83.57  26.6260   1994  6 , 498  - 344  - 1 , 397  - 4 , 622  92.46  26.2400   1995  5 , 474  - 650  - 8 , 190  3 , 931  90.31  27.2650   199 6  10 , 923  - 653  - 8 , 633  - 1 , 102  88.04  27.4910   1997  7 , 050  - 314  - 7 , 291  728  83.50  32.6380   1998  3,436  - 181  2,495  - 4,827  90.34  32.216   1999  7,993  - 173  9,220  - 18,593  106.20  31.395   2000  8,899  - 287  - 8,019  - 2,477  106.74  32.992   2001  18 , 936  - 163  - 384  - 17,353  122.21  3 4.999   2002  26 , 357  - 139  8 , 749  - 33,664  161.66  34.753   2003  30 , 504  - 87  7 , 628  - 37,092  206.63  33.978   2004  19 , 728  - 77  7 , 169  - 26,595  241.74  31.917   2005  17 , 578  - 117  2 , 302  - 20,056  253.29  32.850   2006  26 , 300  - 118  - 19 , 595  - 6,086  266.15  32.596   2007  32 , 979  - 96  - 38 , 656  4,020  270.31  32.443   Note:  ( 2 )  minus sign represents an increase.   Source: Financial Statistics Monthly , CBC.    



 EMBED Word.Document.8 \s [image: image113.emf]Appendix  2     Foreign Direct Investment  (FDI)   Balance of Payment s   MOEA Approved   (US$ million)   Year  Outward  FDI   (1)  Inward   FDI   (2)  N et FDI   (1) - (2)   Outward  FDI ,   exc luding   China (3)  Outward  FDI in  China  (4)  Total  Outward  FDI   (3)+(4)  Inward   FDI   1980      42    42   466    1981  60   151   91    11    11   396    1982  32   104   72    12    12   380    1983  19   149   130    11    11   404    1984  72   199   127    39    39   559    1985  79   342   263    41    41   702    1986  65   326   261    57    57   770    1987  705   715   10    103    103   1,419    1988  4,121   961   - 3,160    219    219   1,183    1989  6,951   1,604   - 5,347    931    931   2,418    1990  5,243   1,330   - 3,913    1,552    1,552   2,302    1991  2,055   1,271   - 784    1,656   174   1,830   1,778    1992  1,967   879   - 1,088    887   247   1,134   1,461    1993  2,611   917   - 1,694    1,661   3,168   4,829   1,213    1994  2,640   1,375   - 1,265    1,617   962   2,579   1,631    1995  2,983   1,559   - 1,424    1,357   1,093   2,450   2,925    1996  3,843   1,864   - 1,979    2,165   1,229   3,395   2,461    1997  5,243   2,248   - 2,995    2,894   4,334   7,228   4,267    1998  3,836   222   - 3,614    3,296   2,035   5,331   3,739    1999  4,420   2,926   - 1,494    3,269   1,253   4,522   4,231    2000  6,701   4,928   - 1,773    5,077   2,607   7,684   7,608    2001  5,480   4,109   - 1,371    4,392   2,784   7,176   5,129    2002  4,886   1,445   - 3,441    3,370    6,723   10,093   3,272    2003  5,682   453   - 5,229    3,969   7,699   11,667   3,576    2004  7,145   1,898   - 5,247    3,382   6,941   10,323   3,952    2005  6,028   1,625   - 4,403    2,447   6,007   8,454   4,228    2006  7,399   7,424   25    4,315   7,642   11,958   13,969    2007  11,1 07   7 , 769    - 3,338     6,470   9,971   16,441   15,361    Source:  Balance of Payments   Quarterly , CBC.     Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland  Investment ,   Investment Commission,   M OEA .    



[image: image114.emf]Appendix  3   Approved Outward FDI by Destination  C ountry   (%)   Year  Total   North  America  ( US A)  Central -   South  America  Europe  Asia   ( exc luding   China)  China  Other s ( 1 )   1991  100.0   17.0   16.3   19.0   3.3   50.8   9.5   0.4    1992  100.0   17.1   17.0   22.5   4.0   32.6   21.8   2.0    1993  100.0   11.0   11.0   4.4   5.3   13.7   65.6   0.0    1994  100.0   5.6   5.6   32.7   0.9   21.7   37.3   1.8    1995  100.0   10.1   10.1   22.0   2.4   19.1   44.6   1.8    1996  100.0   8.0   8.0   34.5   0.6   19.5   36.2   1.2    1997  100.0   7.8   7.6   18.7   1.8   11.3    60.0   0.4    1998  100.0   11.3   11.2   38.2   0.6   10.9   38.2   0.8    1999  100.0   10.0   9.8   40.1   1.8   18.5   27.7   1.9    2000  100.0   11.3   11.2   40.1   1.6   11.1   33.9   2.0    2001  100.0   18.7   15.2   29.5   0.7   11.4   38.8   0.9    2002  100.0   5.8   5.7   18.8   1.5    5.3   66.6   2.0    2003  100.0   4.0   4.0   19.4   0.7   9.1   66.0   0.8    2004  100.0   5.4   5.4   12.8   0.6   12.4   67.2   1.6    2005  100.0   3.8   3.7   15.4   3.5   5.1   71.1   1.1    2006  100.0   4.1   4.1   15.5   3.9   11.6   63.9   1.0    2007  100.0   8.2   8.2   11.0   2.5   14 .4   60.6   3.3    Note:  ( 1 ) include Oceania, Africa ,  etc .   Source:  Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland  Investmen t , Investment Commission, M OEA.    



[image: image115.emf]Appendix  4    Approved  Out ward FDI by  Destination  Country                             ( exc luding  China)                               (%)   Year  Total  North  America  ( US A)  Central -   South  America  Europe  Asia  ( Malay - sia )  ( Singa - pore )  Other s ( 1 )   1980  100.0   83.4   83.4   0.0    2.4   7.5   0.0   6.6   6.7    1981  100.0   15.3   15.3   1.4   20.7   62.6   0.0   6.8   0.0    1982  100.0   21.5   21.5   0.0   0.0   78.5   0.0   0.8   0.0    1983  100.0   27.1   27.1   0.0   0.0   62.1   28.4   8.6   10.8    1984  100.0   77.8   77.8   4.2   0.0   16.7   3.1   0.5   1.3    1 985  100.0   86.3   86.3   0.3   2.2   10.2   0.0   0.6   1.0    1986  100.0   80.8   80.8   1.4   0.3   14.8   0.0   0.8   2.7    1987  100.0   68.2   68.2   9.9   0.2   20.7   5.7   1.3   1.0    1988  100.0   56.4   56.4   3.2   5.5   31.7   1.2   2.9   3.2    1989  100.0   57.2   54.6   9.9   0.3   31.8   17.0   0.6   0.8    1990  100.0   28.9   27.6   25.1   6.2   38.8   11.9   3.1   1.0    1991  100.0   18.8   18.0   20.9   3.7   56.1   26.7   0.8   0.5    1992  100.0   21.8   21.8   28.8   5.2   41.7   17.6   1.0   2.5    1993  100.0   31.9   31.9   12.7   15.4   40.0   3.9   4.2   0.0    1994  100.0   9.0   8.9   52.2   1.4   34.6   6.3   6.2   2.8    1995  100.0   18.3   18.3   39.7   4.4   34.5   5.0   2.3   3.1    1996  100.0   12.6   12.5   54.1   1.0   30.6   4.3   7.6   1.7    1997  100.0   19.5   18.9   46.7   4.5   28.3   2.9   8.0   1.0    1998  100.0   18.3   18.2   61.7   1.0   17.6   0.6   4.8   1.4    1999  100.0   13.9   13.6   55.5   2.5   25.6   0.4   9.9   2.5    2000  100.0   17.1   17.0   60.7   2.5   16.8   0.4   4.3   2.9    2001  100.0   30.6   24.9   48.3   1.1   18.6   1.0   8.6   1.4    2002  100.0   17.3   17.1   56.2   4.6   15.7   0.9   0.8   6.2    2 003  100.0   11.8   11.8   57.0   1.9   26.8   1.3   0.7   2.5    2004  100.0   16.6   16.5   39.1   1.8   37.7   1.0   24.3   4.8    2005  100.0   13.0   12.9   53.1   12.2   17.6   1.2   4.0   4.1    2006  100.0   11.3   11.2   42.8   10.7   32.2   0.7   18.7   3.0    2007  100.0   20.8   20.8   2 8.1   6.5   36.6   1.0   18.5   8.0    Note:  ( 1 )   include Oceania, Africa ,  etc .   Source:  Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland  Investment , Investment Commission, M OEA .    



[image: image116.emf]Appendix  5    Approved Outward FDI by Industry ( exc luding  China )                                (  % )   Year  Total  (3)  Manu - factur -   ing  ( Electronic  Parts  &   Components  Manufactur -     i ng )  ( Textile )  Wholesale  &  Retail  Trade  Information  &   Communica -   tion  Financial  &   Insurance  Other s ( 1 )   1980  100.0   92.7   0.0   61.4   0.0   0.0   0.0   7.3    1981  100.0   81.8   0.0   20.1   0.0   0.0   0.0   18.2    1982  100.0   23.0   0.0   5.6   0.0   0.0   0.0   77.0    1983  100.0   83.3   0.0   43.0   0.0   0.0   0.0   16.7    1984  100.0   83.2   0.0   0.0   0.0   0.0   0.0   16.8    1985  100.0   86.9   0.0   14.0   0.0   0.0   0.0   13.1    1986  100.0   88.3   0.0   1.7   0.0   0.0   0.0   11.7    1987  100.0   90.2   0.0   12.8   0.0   0.0   0.0   9.8    1988  100.0   95.8   0.0   14.8   0.0   0.0   0.0   4.2    1989  100.0   95.3   0.0   46.9   0.0   0.0   0.0   4.7    1990  100.0   84.0   0.0   15.0   0.0   0.0   0.0   16.0    1991  100.0   91.3   0.0   29.6   0.0   0.0   0.0   8.7    1992  100.0   88.0   0.0   12.2   0.0   0.0   0.0   12.0    1993  100.0   53.1   1.0   5.2   11.8   2.9   23.8   8.4    1994  100.0   34.5   12.2   2.7   23.1   0.3   2 5.7   16.4    1995  100.0   42.6   5.4   8.8   12.8   1.5   37.7   5.4    1996  100.0   30.0   3.4   2.7   10.1   1.2   47.1   11.6    1997  100.0   33.4   6.1   2.4   17.4   0.8   35.9   12.5    1998  100.0   31.4   5.9   2.1   8.8   1.4   54.7   3.7    1999  100.0   29.9   14.0   1.6   11.6   2.1   47.6   8.8    2000  100.0   19.1   7.4   0.3   4.9   8.6   59.1   8.3    2001  100.0   40.3   28.4   0.9   4.8   10.2   38.4   6.3    2002  100.0   25.7   7.2   0.6   8.7   4.2   55.1   6.3    2003  100.0   18.7   3.4   2.3   6.9   2.9   65.2   6.3    2004  100.0   45.2   30.0   1.3   7.4   3.2   40 .1   4.1    2005  100.0   27.1   8.5   1.0   7.3   2.3   58.5   4.8    2006  100.0   34.9   21.5   0.8   11.0   1.6   49.8   2.7    2007  100.0   23.5   6.5   1.0   2.6   0.6   71.9   1.4    Note:  ( 1 )  include  agriculture, forestry, fishing, mining, electricity, gas, water, constructio n ,  etc.   Source:  Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland  Investmen t, Investment Commission, M OEA .    



[image: image117.emf]Appendix  6   Approved  In ward FDI by  Origin  Country     (% )   Year  Total  North  America  ( US A)  Central -   South  America  Europe  (Nether - lands)  Asia  (Japan)  Other s ( 1 )   1980  100.0   40.8   40.7   2.2   3.1   1.0   53.7   19.1   0.2    1981  100.0   52.2   52.1   10.8   3.2   1.1   29 .1   16.7   4.7    1982  100.0   24.2   24.2   3.6   12.3   3.8   59.7   40.1   0.2    1983  100.0   24.8   24.5   2.6   5.1   1.6   66.9   48.8   0.6    1984  100.0   43.3   43.2   5.4   16.3   3.4   34.3   20.7   0.7    1985  100.0   48.6   48.5   2.0   14.2   0.4   28.2   20.8   7.0    1986  100. 0   19.4   19.1   7.5   17.5   7.8   48.7   33.2   6.9    1987  100.0   32.4   31.5   6.0   15.1   2.0   46.0   30.5   0.5    1988  100.0   14.2   13.6   16.9   8.2   3.1   55.6   37.6   5.1    1989  100.0   15.9   15.8   11.0   13.0   6.6   42.6   27.6   17.5    1990  100.0   26.0   25.3   6.4   12 .3   2.2   54.2   36.4   1.1    1991  100.0   34.5   34.4   5.1   9.3   3.1   47.9   30.1   3.2    1992  100.0   17.1   15.1   7.9   11.3   4.7   62.3   28.8   1.4    1993  100.0   20.7   19.4   10.9   17.7   7.1   47.9   22.9   2.8    1994  100.0   20.4   20.0   7.6   15.0   4.9   53.7   24.3   3.3     1995  100.0   44.9   44.6   11.9   11.5   2.6   30.2   19.6   1.5    1996  100.0   22.9   19.9   20.3   8.2   1.2   47.4   22.2   1.2    1997  100.0   12.0   11.5   18.9   9.5   2.4   43.0   20.0   16.6    1998  100.0   27.5   25.5   28.6   9.9   3.4   31.2   14.4   2.8    1999  100.0   28.4   2 7.1   31.3   10.9   4.6   26.3   12.2   3.1    2000  100.0   17.6   17.5   33.9   15.9   4.1   31.6   9.6   1.0    2001  100.0   18.4   18.3   30.2   23.1   10.2   26.9   13.4   1.4    2002  100.0   18.4   18.3   29.2   18.7   9.4   30.4   18.6   3.3    2003  100.0   19.3   19.2   27.9   18.0   7.7    30.5   20.3   4.3    2004  100.0   9.2   9.1   24.0   24.4   8.3   37.6   20.9   4.8    2005  100.0   19.4   19.0   28.4   16.2   9.6   30.0   17.1   6.0    2006  100.0   6.4   6.3   15.7   53.8   38.8   22.0   11.4   2.1    2007  100.0   20.5   20.5   17.3   46.2   41.1   12.8   6.5   3.2    Not e:  ( 1)   include Oceania, Africa ,  etc .   Source:  Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland  Investment , Investment Commission, M OEA .    



[image: image118.emf]Appendix  7   Approved Inward FDI by Industry      (%)   Year  Total  Manu - factur -   ing  ( Electronic  Parts  &   Components  Manufactur -     i ng )  Wholesale  &  Retail  Trade  Information  &   Communica - tion  Financial  &   Insurance  Professional,  Scientific  &  Technical  Services  Other s 1 )   1980  100.0   93.4   0.0   0.0   0.0   0.9   3.3   2.4    1981  100.0   66.4   0.0   0.0   0.0   1.9   27.4   4.3    1982  100.0   61.2   0.0   0.0   0.0   3.2   31.1   4.5    1983  100.0   84.3   0.0   0.0   0.0   1.6   10.4   3.7    1984  100.0   89.9   0.0   0.0   0.0   1.2   3.6   5.3    198 5  100.0   77.0   0.0   0.0   0.0   13.9   7.0   2.1    1986  100.0   75.8   0.0   0.0   0.0   10.4   5.9   7.9    1987  100.0   69.4   0.0   0.0   0.0   1.1   21.9   7.6    1988  100.0   62.8   0.0   0.0   0.0   4.4   15.0   17.8    1989  100.0   67.3   0.0   0.0   0.0   6.2   12.9   13.6    1990  10 0.0   62.8   0.0   0.0   0.0   13.7   7.3   16.2    1991  100.0   69.8   0.0   0.0   0.0   6.9   7.7   15.6    1992  100.0   50.8   0.0   0.0   0.0   13.4   17.2   18.6    1993  100.0   55.5   8.0   20.2   3.5   8.5   1.5   10.8    1994  100.0   56.3   8.0   21.3   1.9   10.6   1.4   8.5    1995  100 .0   67.5   29.4   9.2   2.5   9.0   1.4   10.4    1996  100.0   36.1   8.4   15.0   22.9   13.2   0.9   11.9    1997  100.0   54.1   11.9   12.1   5.8   12.7   3.4   11.9    1998  100.0   49.6   6.3   12.7   3.1   27.7   1.6   5.3    1999  100.0   36.1   10.7   15.5   14.0   24.6   3.4   6.4    200 0  100.0   22.9   6.1   13.0   26.9   27.5   1.4   8.3    2001  100.0   34.5   13.3   15.4   9.4   28.0   3.3   9.4    2002  100.0   39.0   12.9   11.9   8.7   25.4   3.2   11.8    2003  100.0   41.1   19.6   12.6   4.4   20.9   11.6   9.4    2004  100.0   50.3   27.3   15.2   4.4   18.7   2.7   8.7     2005  100.0   33.0   12.4   14.4   1.1   36.3   3.1   12.1    2006  100.0   51.7   37.8   6.1   1.1   34.3   4.1   2.7    2007  100.0   52.2   20.3   6.1   1.5   32.8   4.3   3.1    Note:  ( 1 )   include  agriculture, forestry, fishing, mining, electricity, gas, water, construction ,  e tc.   Source:  S tatistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland Investment,  Investment Commission, M OEA .    
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Appendix 9  Definitions and Sources of the Variable
	Variable
	Definition
	Derived from
	Source
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	Real gross fixed capital formation (in log)
	
	National Income, DGBAS
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	Real output (in log)
	
Real GDP
	National Income, DGBAS
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	Real credit (in log)
	Credit extended by domestic banks to private enterprises (deflated by CPI)
，

	Financial Statistics Monthly, CBC
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	Real interest rate 
	Bank lending rate minus CPI (yoy)
 
	Financial Statistics Monthly, CBC
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	Real exchange rate
	Real effective exchange rate of the NT dollar
	Internal reference, CBC
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	Volatility of real exchange rate
	Calculated by GARCH model (see Appendix 10)
	The author
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	Real stock price index (in log)
	TAIEX (deflated by CPI)
	Financial Statistics Monthly, CBC
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	The ratio of outward direct investment to nominal GDP 
	The ratio of Taiwan’s outward direct investment (in NTD terms) to nominal GDP 
	Financial Statistics Monthly; BOP, National Income, DGBAS
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	The log of the sum of government investment and public enterprise investment
	
	National Income, DGBAS


Appendix 10  Measuring Exchange Rate Volatility through GARCH Model

This study tries to measure exchange rate volatility (
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v

) by a GARCH model of the NT dollar real effective exchange rate (REER) index. REER is an I(1) series and may be inappropriate to estimate the GARCH model in level. Therefore, this study employs the quarterly change rate of the REER index to gauge the magnitude of exchange rate volatility. The estimation results of REER GARCH (1.1) model is as follows:
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In the above model, 
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 is assumed to be normally-distributed. The conditional variance 
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 in (1B) is the exchange rate volatility estimate 
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Exchange Rate Volatility
Appendix 11  Results of Unit-Root Tests
ADF Unit-Root Tests
	In levels
	


	


	In 1st difference
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Notes:  1.  

 denotes the test statistic when the ADF test regression includes constants; 

 denotes the test statistic when the test regression includes both constants and time trends. Since the ADF test statistics are distributed differently in these two settings, the critical values also vary accordingly.  
2.  At the 5% significance level, the critical values of 

 and 

 are -2.88 and -3.43, respectively (see MacKinnon, 1991). At 1% significance level, the critical values of 

 and 

 are -3.46 and -4.01, respectively. ** and * indicate that the unit-root null hypothesis is rejected at 1% and 5% levels of significance, respectively.

3.  The lag length for each ADF test equation is selected using Akaike Information Criterion (AIC).
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� LINK Excel.Chart.8 \\\\econb\\DE$\\DE-13462\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls Chart1(固定投資實質年增率) \p ���





� LINK Excel.Chart.8 \\\\econb\\DE$\\DE-13462\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls Chart3(民間與政府佔GDP比率971104) \p ���





� LINK Excel.Chart.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" Chart3(對外投資,BOP) \p ���





� LINK Excel.Chart.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" "Chart4(對外投資total,投審會)" \p ���





� LINK Excel.Chart.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" "chart5核准outward investment(地區別)" \p ���





� LINK Excel.Chart.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\stat_y2007(1)(投審會年報)(971003).xls" "Chart6核准對內投資圖(total)" \p ���
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� LINK Excel.Chart.8 "\\\\econb\\DE$\\DE-13462\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" "固定投資圖(current)" \p ���





� LINK Excel.Chart.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" "Chart2(民間與政府投資名目年增率) (3)" \p ���





� LINK Excel.Chart.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" "Chart2-1(固定投資佔GDP比率)" \p ���





� LINK Excel.Chart.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" "Chart2(民間與政府投資實質年增率) (2)" \p ���





� LINK Excel.Chart.8 "\\\\econb\\DE$\\DE-13462\\SEACEN9707出國\\第二部分\\固定投資季資料(971003).xls" "固定投資圖 (constant)" \p ���





� LINK Word.Document.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\實證結果(r)_1204(final).doc" "OLE_LINK1" \p ���





� LINK Word.Document.8 "C:\\Documents and Settings\\Susan\\SEACEN9707出國\\第二部分\\實證結果(r)_1204(final).doc" "OLE_LINK2" \p ���








� Johansen pointed out that when residuals do not conform to normal distribution hypothesis, cointegration analysis is not affected to a significant degree. See Johansen (1995), p. 29.


� In this paper, credit extended by domestic banks, instead of all banks, to private enterprises is used, because data of the latter are available from January 1997 onwards. Direct finance is not considered in this paper because only data from January 1991 onwards are available. 


� The price index deflator used in this paper is derived from four-quarter moving averages of CPI.


� As the major capital source of Taiwan’s enterprises is bank lending, bank lending rate is used in this paper. Note that the bank lending rate refers to bank prime rate before November 1998, while it refers to the lending rate of newly extended credit by five major banks from November 1998 onwards. This is because bank prime rate has posed significantly downward rigidity since late 1998. Meanwhile, the lending rate of newly extended credit by five major banks is not solely used because of too short a sample period with the time series data collected no earlier than July 1994.





PAGE  
40

[image: image173.wmf]4.9

16.3

2.0

4.0

6.0

8.0

10.0

12.0

14.0

16.0

18.0

1980

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007

Public Investment

private investment 

％

Source: Statistical Abstract of National Income

, DGBAS, Executive Yuan.

Chart7

 Chart 2  Private & Public Investment in Level

 

(at current prices, as a percentage of GDP)
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 Chart 1 Real Growth Rate of Investment
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Chart6

 Chart 3 Foreign Direct Investment (BOP)
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Chart5

 Chart 5  Approved Outward FDI by Destination Country
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 Real Growth Rate of Investment
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Chart 4 Approved Foreign Direct Investment
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		Appendix 3  Approved Outward FDI by Destination Country (%)



		Year

		Total 

		North America

		(USA)

		Central- South America

		Europe

		Asia (excluding China)

		China

		Others(1)



		1991

		100.0 

		17.0 

		16.3 

		19.0 

		3.3 

		50.8 

		9.5 

		0.4 



		1992

		100.0 

		17.1 

		17.0 

		22.5 

		4.0 

		32.6 

		21.8 

		2.0 



		1993

		100.0 

		11.0 

		11.0 

		4.4 

		5.3 

		13.7 

		65.6 

		0.0 



		1994

		100.0 

		5.6 

		5.6 

		32.7 

		0.9 

		21.7 

		37.3 

		1.8 



		1995

		100.0 

		10.1 

		10.1 

		22.0 

		2.4 

		19.1 

		44.6 

		1.8 



		1996

		100.0 

		8.0 

		8.0 

		34.5 

		0.6 

		19.5 

		36.2 

		1.2 



		1997

		100.0 

		7.8 

		7.6 

		18.7 

		1.8 

		11.3 

		60.0 

		0.4 



		1998

		100.0 

		11.3 

		11.2 

		38.2 

		0.6 

		10.9 

		38.2 

		0.8 



		1999

		100.0 

		10.0 

		9.8 

		40.1 

		1.8 

		18.5 

		27.7 

		1.9 



		2000

		100.0 

		11.3 

		11.2 

		40.1 

		1.6 

		11.1 

		33.9 

		2.0 



		2001

		100.0 

		18.7 

		15.2 

		29.5 

		0.7 

		11.4 

		38.8 

		0.9 



		2002

		100.0 

		5.8 

		5.7 

		18.8 

		1.5 

		5.3 

		66.6 

		2.0 



		2003

		100.0 

		4.0 

		4.0 

		19.4 

		0.7 

		9.1 

		66.0 

		0.8 



		2004

		100.0 

		5.4 

		5.4 

		12.8 

		0.6 

		12.4 

		67.2 

		1.6 



		2005

		100.0 

		3.8 

		3.7 

		15.4 

		3.5 

		5.1 

		71.1 

		1.1 



		2006

		100.0 

		4.1 

		4.1 

		15.5 

		3.9 

		11.6 

		63.9 

		1.0 



		2007

		100.0 

		8.2 

		8.2 

		11.0 

		2.5 

		14.4 

		60.6 

		3.3 



		Note: (1) include Oceania, Africa, etc.

Source: Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland Investment, Investment Commission, MOEA.
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		Major Domestic Economic and Financial Indicators (Continued)



		Year

		Consumer Price Index (Annual Rate of Change, %)


(2001=100)

		Interest Rate  %

		Stock Market



		

		

		Discount Rate


(end of period)

		Five Major Banks (1)


(average)

		Stock Price Index Average


(1966=100)

		Total Trading Value

		Daily Trading Value



		

		

		

		

		

		(NT$ billion)



		

		

		

		Prime Rate

		Time 


Deposit

		

		



		

		

		

		

		1 Month

		1 Year

		

		



		1980

		19.02 

		11.000 

		14.50 

		9.75

		12.50

		547

		

		



		1981

		16.32 

		11.750 

		13.50 

		10.25

		13.00

		549

		

		



		1982

		2.96 

		7.750 

		9.50 

		7.00

		9.00

		477

		

		



		1983

		1.37 

		7.250 

		9.00 

		6.50

		8.50

		654

		

		



		1984

		-0.03 

		6.750 

		8.50 

		6.00

		8.00

		873

		

		



		1985

		-0.16 

		5.250 

		7.50 

		4.75 

		6.25

		746

		195

		



		1986

		0.70

		4.500

		6.75

		3.50

		5.00

		945

		676

		



		1987

		0.52

		4.500

		6.75

		3.50

		5.00

		2,135

		2,669

		



		1988

		1.29

		4.500

		7.00

		4.25

		5.25

		5,202

		7,868

		



		1989

		4.41

		7.750

		10.38

		7.25

		9.50

		8,616

		25,408

		



		1990

		4.13

		7.750

		10.00

		6.50

		9.50

		6,775

		19,031

		



		1991

		3.62

		6.250

		8.65

		5.58

		8.26

		4,929

		9,683

		



		1992

		4.47

		5.625

		8.30

		5.45

		7.79

		4,272

		5,917

		21



		1993

		2.94

		5.500

		8.03

		5.43

		7.59

		4,215

		9,057

		31



		1994

		4.10

		5.500

		7.94

		5.33

		7.29

		6,253

		18,812

		66



		1995

		3.67

		5.500

		7.67

		5.14

		6.73

		5,544

		10,151

		35



		1996

		3.07

		5.000

		7.38

		5.02

		6.02

		6,004

		12,908

		45



		1997

		0.90

		5.250

		7.50

		5.21

		6.03

		8,411

		37,241

		130



		1998

		1.68

		4.750

		7.70

		4.66

		5.44

		7,738

		29,619

		109



		1999

		0.18

		4.500

		7.67

		4.42

		5.03

		7,427

		29,292

		110



		2000

		1.25

		4.625

		7.71

		4.34

		5.00

		7,847

		30,527

		113



		2001

		-0.01

		2.125

		7.38

		2.13

		2.41

		4,907

		18,355

		75



		2002

		-0.20

		1.625

		7.10

		1.48

		1.86

		5,226

		21,874

		88



		2003

		-0.28

		1.375

		3.43

		1.05

		1.40

		5,162

		20,333

		82



		2004

		1.61

		1.750

		3.52

		1.15

		1.52

		6,034

		23,875

		96



		2005

		2.31

		2.250

		3.85

		1.50

		1.99

		6,092

		18,819

		76



		2006

		0.60

		2.750

		4.12

		1.71

		2.20

		6,842

		23,900

		96



		2007

		1.80

		3.375

		4.31

		2.09

		2.62

		8,510

		33,044

		134



		Note: (1) The five major banks are the Bank of Taiwan, Taiwan Cooperative Bank, Chang Hwa Commercial Bank, 

First Commercial Bank and Hua Nan Commercial Bank. 


Source: Financial Statistics Monthly, CBC.
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		Appendix 5  Approved Outward FDI by Industry(excluding China)                              ( %)



		Year

		Total (3)

		Manu-factur- ing

		(Electronic Parts & Components Manufactur-   ing)

		(Textile)

		Wholesale & Retail Trade

		Information & Communica- tion

		Financial & Insurance

		Others(1)



		1980

		100.0 

		92.7 

		0.0 

		61.4 

		0.0 

		0.0 

		0.0 

		7.3 



		1981

		100.0 

		81.8 

		0.0 

		20.1 

		0.0 

		0.0 

		0.0 

		18.2 



		1982

		100.0 

		23.0 

		0.0 

		5.6 

		0.0 

		0.0 

		0.0 

		77.0 



		1983

		100.0 

		83.3 

		0.0 

		43.0 

		0.0 

		0.0 

		0.0 

		16.7 



		1984

		100.0 

		83.2 

		0.0 

		0.0 

		0.0 

		0.0 

		0.0 

		16.8 



		1985

		100.0 

		86.9 

		0.0 

		14.0 

		0.0 

		0.0 

		0.0 

		13.1 



		1986

		100.0 

		88.3 

		0.0 

		1.7 

		0.0 

		0.0 

		0.0 

		11.7 



		1987

		100.0 

		90.2 

		0.0 

		12.8 

		0.0 

		0.0 

		0.0 

		9.8 



		1988

		100.0 

		95.8 

		0.0 

		14.8 

		0.0 

		0.0 

		0.0 

		4.2 



		1989

		100.0 

		95.3 

		0.0 

		46.9 

		0.0 

		0.0 

		0.0 

		4.7 



		1990

		100.0 

		84.0 

		0.0 

		15.0 

		0.0 

		0.0 

		0.0 

		16.0 



		1991

		100.0 

		91.3 

		0.0 

		29.6 

		0.0 

		0.0 

		0.0 

		8.7 



		1992

		100.0 

		88.0 

		0.0 

		12.2 

		0.0 

		0.0 

		0.0 

		12.0 



		1993

		100.0 

		53.1 

		1.0 

		5.2 

		11.8 

		2.9 

		23.8 

		8.4 



		1994

		100.0 

		34.5 

		12.2 

		2.7 

		23.1 

		0.3 

		25.7 

		16.4 



		1995

		100.0 

		42.6 

		5.4 

		8.8 

		12.8 

		1.5 

		37.7 

		5.4 



		1996

		100.0 

		30.0 

		3.4 

		2.7 

		10.1 

		1.2 

		47.1 

		11.6 



		1997

		100.0 

		33.4 

		6.1 

		2.4 

		17.4 

		0.8 

		35.9 

		12.5 



		1998

		100.0 

		31.4 

		5.9 

		2.1 

		8.8 

		1.4 

		54.7 

		3.7 



		1999

		100.0 

		29.9 

		14.0 

		1.6 

		11.6 

		2.1 

		47.6 

		8.8 



		2000

		100.0 

		19.1 

		7.4 

		0.3 

		4.9 

		8.6 

		59.1 

		8.3 



		2001

		100.0 

		40.3 

		28.4 

		0.9 

		4.8 

		10.2 

		38.4 

		6.3 



		2002

		100.0 

		25.7 

		7.2 

		0.6 

		8.7 

		4.2 

		55.1 

		6.3 



		2003

		100.0 

		18.7 

		3.4 

		2.3 

		6.9 

		2.9 

		65.2 

		6.3 



		2004

		100.0 

		45.2 

		30.0 

		1.3 

		7.4 

		3.2 

		40.1 

		4.1 



		2005

		100.0 

		27.1 

		8.5 

		1.0 

		7.3 

		2.3 

		58.5 

		4.8 



		2006

		100.0 

		34.9 

		21.5 

		0.8 

		11.0 

		1.6 

		49.8 

		2.7 



		2007

		100.0 

		23.5 

		6.5 

		1.0 

		2.6 

		0.6 

		71.9 

		1.4 



		Note: (1) include agriculture, forestry, fishing, mining, electricity, gas, water, construction, etc.

Source: Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland Investment, Investment Commission, MOEA.
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		Appendix 6  Approved Inward FDI by Origin Country   (%)



		Year

		Total

		North America

		(USA)

		Central- South America

		Europe

		(Nether-lands)

		Asia

		(Japan)

		Others(1)



		1980

		100.0 

		40.8 

		40.7 

		2.2 

		3.1 

		1.0 

		53.7 

		19.1 

		0.2 



		1981

		100.0 

		52.2 

		52.1 

		10.8 

		3.2 

		1.1 

		29.1 

		16.7 

		4.7 



		1982

		100.0 

		24.2 

		24.2 

		3.6 

		12.3 

		3.8 

		59.7 

		40.1 

		0.2 



		1983

		100.0 

		24.8 

		24.5 

		2.6 

		5.1 

		1.6 

		66.9 

		48.8 

		0.6 



		1984

		100.0 

		43.3 

		43.2 

		5.4 

		16.3 

		3.4 

		34.3 

		20.7 

		0.7 



		1985

		100.0 

		48.6 

		48.5 

		2.0 

		14.2 

		0.4 

		28.2 

		20.8 

		7.0 



		1986

		100.0 

		19.4 

		19.1 

		7.5 

		17.5 

		7.8 

		48.7 

		33.2 

		6.9 



		1987

		100.0 

		32.4 

		31.5 

		6.0 

		15.1 

		2.0 

		46.0 

		30.5 

		0.5 



		1988

		100.0 

		14.2 

		13.6 

		16.9 

		8.2 

		3.1 

		55.6 

		37.6 

		5.1 



		1989

		100.0 

		15.9 

		15.8 

		11.0 

		13.0 

		6.6 

		42.6 

		27.6 

		17.5 



		1990

		100.0 

		26.0 

		25.3 

		6.4 

		12.3 

		2.2 

		54.2 

		36.4 

		1.1 



		1991

		100.0 

		34.5 

		34.4 

		5.1 

		9.3 

		3.1 

		47.9 

		30.1 

		3.2 



		1992

		100.0 

		17.1 

		15.1 

		7.9 

		11.3 

		4.7 

		62.3 

		28.8 

		1.4 



		1993

		100.0 

		20.7 

		19.4 

		10.9 

		17.7 

		7.1 

		47.9 

		22.9 

		2.8 



		1994

		100.0 

		20.4 

		20.0 

		7.6 

		15.0 

		4.9 

		53.7 

		24.3 

		3.3 



		1995

		100.0 

		44.9 

		44.6 

		11.9 

		11.5 

		2.6 

		30.2 

		19.6 

		1.5 



		1996

		100.0 

		22.9 

		19.9 

		20.3 

		8.2 

		1.2 

		47.4 

		22.2 

		1.2 



		1997

		100.0 

		12.0 

		11.5 

		18.9 

		9.5 

		2.4 

		43.0 

		20.0 

		16.6 



		1998

		100.0 

		27.5 

		25.5 

		28.6 

		9.9 

		3.4 

		31.2 

		14.4 

		2.8 



		1999

		100.0 

		28.4 

		27.1 

		31.3 

		10.9 

		4.6 

		26.3 

		12.2 

		3.1 



		2000

		100.0 

		17.6 

		17.5 

		33.9 

		15.9 

		4.1 

		31.6 

		9.6 

		1.0 



		2001

		100.0 

		18.4 

		18.3 

		30.2 

		23.1 

		10.2 

		26.9 

		13.4 

		1.4 



		2002

		100.0 

		18.4 

		18.3 

		29.2 

		18.7 

		9.4 

		30.4 

		18.6 

		3.3 



		2003

		100.0 

		19.3 

		19.2 

		27.9 

		18.0 

		7.7 

		30.5 

		20.3 

		4.3 



		2004

		100.0 

		9.2 

		9.1 

		24.0 

		24.4 

		8.3 

		37.6 

		20.9 

		4.8 



		2005

		100.0 

		19.4 

		19.0 

		28.4 

		16.2 

		9.6 

		30.0 

		17.1 

		6.0 



		2006

		100.0 

		6.4 

		6.3 

		15.7 

		53.8 

		38.8 

		22.0 

		11.4 

		2.1 



		2007

		100.0 

		20.5 

		20.5 

		17.3 

		46.2 

		41.1 

		12.8 

		6.5 

		3.2 



		Note: (1) include Oceania, Africa, etc.

Source: Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland Investment, Investment Commission, MOEA.














_1291213988.doc
		Appendix 7  Approved Inward FDI by Industry   (%)



		Year

		Total

		Manu-factur- ing

		(Electronic Parts & Components Manufactur-   ing)

		Wholesale & Retail Trade

		Information & Communica-tion

		Financial & Insurance

		Professional, Scientific & Technical Services

		Others1)



		1980

		100.0 

		93.4 

		0.0 

		0.0 

		0.0 

		0.9 

		3.3 

		2.4 



		1981

		100.0 

		66.4 

		0.0 

		0.0 

		0.0 

		1.9 

		27.4 

		4.3 



		1982

		100.0 

		61.2 

		0.0 

		0.0 

		0.0 

		3.2 

		31.1 

		4.5 



		1983

		100.0 

		84.3 

		0.0 

		0.0 

		0.0 

		1.6 

		10.4 

		3.7 



		1984

		100.0 

		89.9 

		0.0 

		0.0 

		0.0 

		1.2 

		3.6 

		5.3 



		1985

		100.0 

		77.0 

		0.0 

		0.0 

		0.0 

		13.9 

		7.0 

		2.1 



		1986

		100.0 

		75.8 

		0.0 

		0.0 

		0.0 

		10.4 

		5.9 

		7.9 



		1987

		100.0 

		69.4 

		0.0 

		0.0 

		0.0 

		1.1 

		21.9 

		7.6 



		1988

		100.0 

		62.8 

		0.0 

		0.0 

		0.0 

		4.4 

		15.0 

		17.8 



		1989

		100.0 

		67.3 

		0.0 

		0.0 

		0.0 

		6.2 

		12.9 

		13.6 



		1990

		100.0 

		62.8 

		0.0 

		0.0 

		0.0 

		13.7 

		7.3 

		16.2 



		1991

		100.0 

		69.8 

		0.0 

		0.0 

		0.0 

		6.9 

		7.7 

		15.6 



		1992

		100.0 

		50.8 

		0.0 

		0.0 

		0.0 

		13.4 

		17.2 

		18.6 



		1993

		100.0 

		55.5 

		8.0 

		20.2 

		3.5 

		8.5 

		1.5 

		10.8 



		1994

		100.0 

		56.3 

		8.0 

		21.3 

		1.9 

		10.6 

		1.4 

		8.5 



		1995

		100.0 

		67.5 

		29.4 

		9.2 

		2.5 

		9.0 

		1.4 

		10.4 



		1996

		100.0 

		36.1 

		8.4 

		15.0 

		22.9 

		13.2 

		0.9 

		11.9 



		1997

		100.0 

		54.1 

		11.9 

		12.1 

		5.8 

		12.7 

		3.4 

		11.9 



		1998

		100.0 

		49.6 

		6.3 

		12.7 

		3.1 

		27.7 

		1.6 

		5.3 



		1999

		100.0 

		36.1 

		10.7 

		15.5 

		14.0 

		24.6 

		3.4 

		6.4 



		2000

		100.0 

		22.9 

		6.1 

		13.0 

		26.9 

		27.5 

		1.4 

		8.3 



		2001

		100.0 

		34.5 

		13.3 

		15.4 

		9.4 

		28.0 

		3.3 

		9.4 



		2002

		100.0 

		39.0 

		12.9 

		11.9 

		8.7 

		25.4 

		3.2 

		11.8 



		2003

		100.0 

		41.1 

		19.6 

		12.6 

		4.4 

		20.9 

		11.6 

		9.4 



		2004

		100.0 

		50.3 

		27.3 

		15.2 

		4.4 

		18.7 

		2.7 

		8.7 



		2005

		100.0 

		33.0 

		12.4 

		14.4 

		1.1 

		36.3 

		3.1 

		12.1 



		2006

		100.0 

		51.7 

		37.8 

		6.1 

		1.1 

		34.3 

		4.1 

		2.7 



		2007

		100.0 

		52.2 

		20.3 

		6.1 

		1.5 

		32.8 

		4.3 

		3.1 



		Note: (1) include agriculture, forestry, fishing, mining, electricity, gas, water, construction, etc.

Source: Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland Investment, Investment Commission, MOEA.
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		Appendix 4  Approved Outward FDI by Destination Country

                     (excluding China)                            (%)



		Year

		Total

		North America

		(USA)

		Central- South America

		Europe

		Asia

		(Malay-sia)

		(Singa-pore)

		Others(1)



		1980

		100.0 

		83.4 

		83.4 

		0.0 

		2.4 

		7.5 

		0.0 

		6.6 

		6.7 



		1981

		100.0 

		15.3 

		15.3 

		1.4 

		20.7 

		62.6 

		0.0 

		6.8 

		0.0 



		1982

		100.0 

		21.5 

		21.5 

		0.0 

		0.0 

		78.5 

		0.0 

		0.8 

		0.0 



		1983

		100.0 

		27.1 

		27.1 

		0.0 

		0.0 

		62.1 

		28.4 

		8.6 

		10.8 



		1984

		100.0 

		77.8 

		77.8 

		4.2 

		0.0 

		16.7 

		3.1 

		0.5 

		1.3 



		1985

		100.0 

		86.3 

		86.3 

		0.3 

		2.2 

		10.2 

		0.0 

		0.6 

		1.0 



		1986

		100.0 

		80.8 

		80.8 

		1.4 

		0.3 

		14.8 

		0.0 

		0.8 

		2.7 



		1987

		100.0 

		68.2 

		68.2 

		9.9 

		0.2 

		20.7 

		5.7 

		1.3 

		1.0 



		1988

		100.0 

		56.4 

		56.4 

		3.2 

		5.5 

		31.7 

		1.2 

		2.9 

		3.2 



		1989

		100.0 

		57.2 

		54.6 

		9.9 

		0.3 

		31.8 

		17.0 

		0.6 

		0.8 



		1990

		100.0 

		28.9 

		27.6 

		25.1 

		6.2 

		38.8 

		11.9 

		3.1 

		1.0 



		1991

		100.0 

		18.8 

		18.0 

		20.9 

		3.7 

		56.1 

		26.7 

		0.8 

		0.5 



		1992

		100.0 

		21.8 

		21.8 

		28.8 

		5.2 

		41.7 

		17.6 

		1.0 

		2.5 



		1993

		100.0 

		31.9 

		31.9 

		12.7 

		15.4 

		40.0 

		3.9 

		4.2 

		0.0 



		1994

		100.0 

		9.0 

		8.9 

		52.2 

		1.4 

		34.6 

		6.3 

		6.2 

		2.8 



		1995

		100.0 

		18.3 

		18.3 

		39.7 

		4.4 

		34.5 

		5.0 

		2.3 

		3.1 



		1996

		100.0 

		12.6 

		12.5 

		54.1 

		1.0 

		30.6 

		4.3 

		7.6 

		1.7 



		1997

		100.0 

		19.5 

		18.9 

		46.7 

		4.5 

		28.3 

		2.9 

		8.0 

		1.0 



		1998

		100.0 

		18.3 

		18.2 

		61.7 

		1.0 

		17.6 

		0.6 

		4.8 

		1.4 



		1999

		100.0 

		13.9 

		13.6 

		55.5 

		2.5 

		25.6 

		0.4 

		9.9 

		2.5 



		2000

		100.0 

		17.1 

		17.0 

		60.7 

		2.5 

		16.8 

		0.4 

		4.3 

		2.9 



		2001

		100.0 

		30.6 

		24.9 

		48.3 

		1.1 

		18.6 

		1.0 

		8.6 

		1.4 



		2002

		100.0 

		17.3 

		17.1 

		56.2 

		4.6 

		15.7 

		0.9 

		0.8 

		6.2 



		2003

		100.0 

		11.8 

		11.8 

		57.0 

		1.9 

		26.8 

		1.3 

		0.7 

		2.5 



		2004

		100.0 

		16.6 

		16.5 

		39.1 

		1.8 

		37.7 

		1.0 

		24.3 

		4.8 



		2005

		100.0 

		13.0 

		12.9 

		53.1 

		12.2 

		17.6 

		1.2 

		4.0 

		4.1 



		2006

		100.0 

		11.3 

		11.2 

		42.8 

		10.7 

		32.2 

		0.7 

		18.7 

		3.0 



		2007

		100.0 

		20.8 

		20.8 

		28.1 

		6.5 

		36.6 

		1.0 

		18.5 

		8.0 



		Note: (1) include Oceania, Africa, etc.

Source: Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland Investment, Investment Commission, MOEA.
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		Year

		Balance of Payments

(US$ million)

		Foreign Exchange Reserves


(end of period)(US$ billion)

		Interbank Closing Rates of the NT Dollar against the US Dollar  (end of period)



		

		Current Account

		Capital Account

		Financial Account

		Change(2)  in Net Foreign Assets of the Central Bank

		

		



		1980

		

		

		

		

		2.21

		36.0100



		1981

		522

		-3

		4,556

		-4,748

		7.24

		37.8400



		1982

		2,251

		-3

		-640

		-1,106

		8.53

		39.9100



		1983

		4,416

		-4

		-720

		-3,341

		11.86

		40.2700



		1984

		6,980

		-4

		-2,605

		-3,976

		15.66

		39.4700



		1985

		9,206

		-4

		-3,171

		-6,525

		22.56

		39.8500



		1986

		16,287

		-3

		6,942

		-23,322

		46.31

		35.5000



		1987

		18,003

		-2

		10,395

		-28,093

		76.75

		28.5500



		1988

		10,200

		-19

		-11,373

		1,392

		73.90

		28.1700



		1989

		11,416

		-31

		-12,131

		780

		73.22

		26.1600



		1990

		10,923

		-156

		-15,150

		3,918

		72.44

		27.1075



		1991

		12,468

		-443

		-2,228

		-9,659

		82.41

		25.7475



		1992

		8,550

		-393

		-6,910

		-1,367

		82.31

		25.4025



		1993

		7,042

		-328

		-4,629

		-1,541

		83.57

		26.6260



		1994

		6,498

		-344

		-1,397

		-4,622

		92.46

		26.2400



		1995

		5,474

		-650

		-8,190

		3,931

		90.31

		27.2650



		1996

		10,923

		-653

		-8,633

		-1,102

		88.04

		27.4910



		1997

		7,050

		-314

		-7,291

		728

		83.50

		32.6380



		1998

		3,436

		-181

		2,495

		-4,827

		90.34

		32.216



		1999

		7,993

		-173

		9,220

		-18,593

		106.20

		31.395



		2000

		8,899

		-287

		-8,019

		-2,477

		106.74

		32.992



		2001

		18,936

		-163

		-384

		-17,353

		122.21

		34.999



		2002

		26,357

		-139

		8,749

		-33,664

		161.66

		34.753



		2003

		30,504

		-87

		7,628

		-37,092

		206.63

		33.978



		2004

		19,728

		-77

		7,169

		-26,595

		241.74

		31.917



		2005

		17,578

		-117

		2,302

		-20,056

		253.29

		32.850



		2006

		26,300

		-118

		-19,595

		-6,086

		266.15

		32.596



		2007

		32,979

		-96

		-38,656

		4,020

		270.31

		32.443



		Note: (2) minus sign represents an increase.

Source: Financial Statistics Monthly, CBC.
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		Year

		Balance of Payments

		MOEA Approved



		

		(US$ million)



		

		Outward FDI


(1)

		Inward


FDI


(2)

		Net FDI


(1)-(2)

		Outward FDI, excluding China (3)

		Outward FDI in China (4)

		Total Outward FDI


(3)+(4)

		Inward


FDI



		1980

		

		

		

		42 

		

		42 

		466 



		1981

		60 

		151 

		91 

		11 

		

		11 

		396 



		1982

		32 

		104 

		72 

		12 

		

		12 

		380 



		1983

		19 

		149 

		130 

		11 

		

		11 

		404 



		1984

		72 

		199 

		127 

		39 

		

		39 

		559 



		1985

		79 

		342 

		263 

		41 

		

		41 

		702 



		1986

		65 

		326 

		261 

		57 

		

		57 

		770 



		1987

		705 

		715 

		10 

		103 

		

		103 

		1,419 



		1988

		4,121 

		961 

		-3,160 

		219 

		

		219 

		1,183 



		1989

		6,951 

		1,604 

		-5,347 

		931 

		

		931 

		2,418 



		1990

		5,243 

		1,330 

		-3,913 

		1,552 

		

		1,552 

		2,302 



		1991

		2,055 

		1,271 

		-784 

		1,656 

		174 

		1,830 

		1,778 



		1992

		1,967 

		879 

		-1,088 

		887 

		247 

		1,134 

		1,461 



		1993

		2,611 

		917 

		-1,694 

		1,661 

		3,168 

		4,829 

		1,213 



		1994

		2,640 

		1,375 

		-1,265 

		1,617 

		962 

		2,579 

		1,631 



		1995

		2,983 

		1,559 

		-1,424 

		1,357 

		1,093 

		2,450 

		2,925 



		1996

		3,843 

		1,864 

		-1,979 

		2,165 

		1,229 

		3,395 

		2,461 



		1997

		5,243 

		2,248 

		-2,995 

		2,894 

		4,334 

		7,228 

		4,267 



		1998

		3,836 

		222 

		-3,614 

		3,296 

		2,035 

		5,331 

		3,739 



		1999

		4,420 

		2,926 

		-1,494 

		3,269 

		1,253 

		4,522 

		4,231 



		2000

		6,701 

		4,928 

		-1,773 

		5,077 

		2,607 

		7,684 

		7,608 



		2001

		5,480 

		4,109 

		-1,371 

		4,392 

		2,784 

		7,176 

		5,129 



		2002

		4,886 

		1,445 

		-3,441 

		3,370 

		6,723 

		10,093 

		3,272 



		2003

		5,682 

		453 

		-5,229 

		3,969 

		7,699 

		11,667 

		3,576 



		2004

		7,145 

		1,898 

		-5,247 

		3,382 

		6,941 

		10,323 

		3,952 



		2005

		6,028 

		1,625 

		-4,403 

		2,447 

		6,007 

		8,454 

		4,228 



		2006

		7,399 

		7,424 

		25 

		4,315 

		7,642 

		11,958 

		13,969 



		2007

		11,107 

		7,769 

		-3,338 

		6,470 

		9,971 

		16,441 

		15,361 



		Source: Balance of Payments Quarterly, CBC. 


Statistics on Overseas Chinese & Foreign Investment, Outward Investment and Mainland Investment, Investment Commission, MOEA.
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		Appendix 1  Major Domestic Economic and Financial Indicators



		Year

		Economic Growth Rate (GDP)


%

		Real Growth Rate of Gross Fixed Capital Formation    %

		Gross National Savings


/


GDP


%

		Gross Capital Formation

/


GDP


%

		Excess Savings


/


GDP


%



		

		

		Total

		Private 

		Govern-ment

		Public Enterprise

		

		

		



		1980

		7.36

		14.38

		9.55

		10.64 

		25.51 

		31.71 

		33.24 

		-1.53 



		1981

		6.24

		3.84

		5.61

		9.90 

		-2.14 

		30.62 

		29.34 

		1.28 



		1982

		3.47

		0.20

		-3.39

		6.81 

		2.65 

		29.57 

		24.84 

		4.73 



		1983

		8.32

		-1.35

		4.79

		-5.47 

		-8.95 

		31.73 

		23.19 

		8.54 



		1984

		10.71

		4.86

		14.02

		6.57 

		-13.50 

		33.67 

		21.92 

		11.75 



		1985

		5.02

		-4.57

		-5.69

		7.77 

		-11.25 

		33.65 

		18.90 

		14.75 



		1986

		11.49

		10.93

		10.42

		11.90 

		11.39 

		38.93 

		17.48 

		21.45 



		1987

		12.66

		18.95

		24.42

		11.82 

		11.27 

		38.86 

		20.51 

		18.34 



		1988

		8.04

		14.89

		18.06

		21.48 

		-0.63 

		34.98 

		23.55 

		11.43 



		1989

		8.45

		14.61

		11.07

		20.26 

		20.44 

		31.48 

		23.31 

		8.17 



		1990

		5.70

		7.68

		-7.03

		24.84 

		35.26 

		29.74 

		22.96 

		6.78 



		1991

		7.58

		9.32

		3.88

		23.12 

		6.72 

		29.82 

		23.17 

		6.65 



		1992

		7.85

		18.66

		29.18

		13.50 

		2.35 

		29.29 

		25.29 

		4.00 



		1993

		6.90

		11.91

		16.36

		17.98 

		-8.37 

		29.04 

		25.96 

		3.08 



		1994

		7.39

		7.87

		10.66

		13.48 

		-11.56 

		27.82 

		25.21 

		2.61 



		1995

		6.49

		7.68

		11.70

		3.41 

		-0.09 

		27.27 

		25.20 

		2.07 



		1996

		6.30

		1.80

		3.72

		-0.21 

		-2.82 

		26.87 

		23.09 

		3.78 



		1997

		6.59

		10.85

		18.61

		-0.29 

		-2.48 

		26.43 

		24.07 

		2.36 



		1998

		4.55

		8.94

		13.24

		-0.29 

		4.49 

		26.18 

		24.96 

		1.23 



		1999

		5.75

		2.94

		1.01

		4.10 

		13.33 

		26.32 

		23.64 

		2.68 



		2000

		5.77

		9.02

		15.61

		-4.05 

		-2.96 

		26.03 

		23.26 

		2.77 



		2001

		-2.17

		-19.91

		-26.83

		-6.42 

		1.43 

		24.62 

		18.36 

		6.26 



		2002

		4.64

		1.07

		6.68

		-12.71 

		-1.23 

		26.56 

		17.96 

		8.60 



		2003

		3.50

		1.72

		3.65

		-1.26 

		-3.94 

		27.97 

		18.40 

		9.57 



		2004

		6.15

		19.46

		33.05

		-5.78 

		-18.15 

		28.25 

		22.66 

		5.59 



		2005

		4.16

		1.19

		0.31

		-1.92 

		16.20 

		26.95 

		21.38 

		5.57 



		2006

		4.80

		0.87

		3.57

		-7.39 

		-7.86 

		28.68 

		21.24 

		7.18 



		2007

		5.70

		1.90 

		3.25 

		-5.28 

		1.42 

		30.64 

		21.11 

		9.13 



		2008 f

		1.87

		-5.81

		-7.83

		1.54

		1.92

		

		

		



		Source: Statistical Abstract of National Income, DGBAS, Executive Yuan, November 2008.
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		Major Domestic Economic and Financial Indicators   (Continued)



		Year

		Gross Fixed Capital Formation 


/ GDP 


 % 

		Real Growth Rate of Gross Fixed Capital Formation  %



		

		Private 

		Public

		

		

		Construc-tion

		Transporta-tion Equipment

		Machinery & Equipment

		Intangible Fixed Assets



		

		

		

		Govern-ment

		Public Enterprise

		

		

		

		



		1980

		15.2 

		14.9 

		4.5 

		10.4 

		8.07 

		8.32 

		28.28 

		-7.38 



		1981

		14.0 

		13.4 

		4.4 

		9.0 

		1.08 

		-8.51 

		12.02 

		-12.21 



		1982

		12.5 

		13.0 

		4.3 

		8.6 

		0.35 

		24.40 

		-6.31 

		18.00 



		1983

		11.8 

		10.7 

		3.7 

		7.1 

		-3.14 

		11.89 

		-3.83 

		33.30 



		1984

		12.1 

		8.9 

		3.5 

		5.4 

		8.61 

		-3.34 

		2.31 

		15.56 



		1985

		10.6 

		8.1 

		3.6 

		4.5 

		3.54 

		-19.99 

		-12.16 

		20.74 



		1986

		10.3 

		7.8 

		3.4 

		4.3 

		8.78 

		-9.98 

		20.66 

		38.20 



		1987

		11.5 

		7.7 

		3.4 

		4.2 

		12.99 

		27.74 

		26.41 

		20.80 



		1988

		12.8 

		7.9 

		4.0 

		3.9 

		12.38 

		21.77 

		15.96 

		34.23 



		1989

		13.1 

		8.9 

		4.6 

		4.3 

		9.38 

		27.63 

		18.67 

		12.54 



		1990

		11.4 

		10.9 

		5.4 

		5.4 

		7.22 

		-1.67 

		10.29 

		20.46 



		1991

		10.7 

		11.3 

		6.1 

		5.3 

		13.65 

		14.69 

		2.49 

		9.51 



		1992

		12.7 

		11.3 

		6.4 

		4.9 

		18.33 

		29.64 

		15.80 

		22.92 



		1993

		13.8 

		11.2 

		7.1 

		4.2 

		20.88 

		-0.07 

		3.10 

		7.41 



		1994

		13.9 

		10.5 

		7.1 

		3.4 

		7.99 

		-8.87 

		11.43 

		29.37 



		1995

		14.7 

		10.1 

		6.9 

		3.2 

		4.22 

		2.21 

		13.81 

		19.55 



		1996

		13.5 

		8.9 

		6.2 

		2.7 

		-3.01 

		-14.13 

		12.21 

		6.40 



		1997

		14.6 

		8.1 

		5.7 

		2.4 

		2.28 

		31.46 

		17.68 

		20.41 



		1998

		15.8 

		7.8 

		5.4 

		2.4 

		4.02 

		14.63 

		10.73 

		44.21 



		1999

		15.2 

		7.9 

		5.4 

		2.6 

		-3.24 

		-28.14 

		13.00 

		30.08 



		2000

		16.7 

		7.2 

		4.9 

		2.3 

		-3.38 

		7.54 

		19.11 

		20.51 



		2001

		12.4 

		7.0 

		4.6 

		2.4 

		-12.11 

		-4.69 

		-29.62 

		0.11 



		2002

		12.5 

		6.1 

		3.9 

		2.2 

		2.47 

		-19.74 

		1.24 

		12.07 



		2003

		12.7 

		5.9 

		3.8 

		2.1 

		-3.11 

		-8.09 

		5.55 

		12.04 



		2004

		16.5 

		5.4 

		3.7 

		1.6 

		7.67 

		23.72 

		29.63 

		16.15 



		2005

		15.9 

		5.4 

		3.6 

		1.8 

		-1.42 

		39.16 

		-1.25 

		3.56 



		2006

		16.2 

		5.0 

		3.4 

		1.6 

		2.90 

		-34.59 

		4.61 

		0.40 



		2007

		16.3 

		4.9 

		3.3 

		1.6 

		-0.74 

		-0.26 

		3.79 

		2.68 



		2008 f

		15.6

		5.4

		3.7

		1.7

		

		

		

		



		Source: Statistical Abstract of National Income, DGBAS, Executive Yuan, November 2008.
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