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Abstract

Given that developing countries, in particular East Asian countries, are recently emerging as significant source of FDI, (World Investment report 2006​), this paper investigates the trend, magnitude and rationale of outward direct investment from Hong Kong and Taiwan for the period 1999-2005. The position of Honk Kong and Taiwan in regional and international context is analyzed. The main characteristics of outward FDI from Hong Kong and Taiwan are studied, detailing the major recipient countries and the sectors benefiting from this investment. The main destination for such investment is China and, in a lesser extent, some other Asian countries. Finally, the rationale for these FDI outflows is considered, with a particular emphasis on the relationship between outward FDI and trade patterns, in the context of industrial restructuring. A new indicator is used to evaluate the outward direct investment intensity between Hong Kong, Taiwan and the main recipient countries.
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1. Introduction

Foreign direct investment (FDI) in East Asia area has been quite active since 1990. Taiwan, Hong Kong, Korea, Singapore, as well as Japan were the main contributors of FDI flows in the region and outside the region. During the 1990s and early 2000s, the geographic composition of FDI from developing economies has changed, mainly reflecting the growing importance of East Asia as a source of FDI. By 1990, Taiwan province of China was in the second position after Brazil in the list of top FDI sources. Since 2000, Hong Kong has been the main outward investors among developing countries. More generally, the Asian newly industrializing economies (NIEs) as well as China and Malaysia have been among the 12 major outward investors in the 1990s and early 2000s. As far as the recipients of  such investment are concerned, the 1997-98 Asian financial crisis has caused the direction of the FDI flows to change. This is particularly evident in the allocation of FDI flows between crisis countries in East Asia and China. For example, the FDI flows from Taiwan and Hong Kong to China has increased under the period 1999-2005. The proportion of FDI to China compared with those to the crisis countries increased steadily after 1997. Moreover, the outward-looking pattern initiated by China and trade liberalization measures institutionalized in the process of China’s accession to World Trade Organization (WTO) have undoubtedly contributed to accelerate this trend and promote tighter intra-regional trade relations. This reallocation of outward FDI from Hong Kong and Taiwan and the growing importance of China as a recipient country, show an increased dependency on intra-regional investment, which has emerged out of a non-institutional (i.e. informal) economic integration among the three countries.

The purpose of this paper is to investigate the magnitude and the allocation of outward
direct investment from Hong Kong and Taiwan for the period 1999-2005, and to analyse the determinants of such FDI outflows from home and host countries’ viewpoint.

The remainder of this paper is organized as follows. Section 2 describes the position of

Honk Kong and Taiwan in regional and international context. Asian NIES remained the main sources of FDI, despite a significant decline in their total outflows recently. The main characteristics of outward direct investment from Hong Kong and Taiwan are studied in section 3, detailing the major recipient countries and the sectors benefiting from this investment. The outward direct investment outflows from Hong Kong and Taiwan are largely dominated by China as a key destination. Section 4 analyzes the determinant of these outflows of direct investment  i.e. push and pull factors, with a particular emphasis on the relationship between outward FDI and trade patterns, in the context of regional integration. Section 5 summarise the results and concludes.

2. General trend in outward FDI flows from East Asia

In the regional context, as Figure 2 indicates, outward stock of direct investment for most Asian countries in the 2000s increased and reached a relatively high level. Hong Kong, Taiwan, Singapore and South Korea were leading investors. It is noteworthy that Hong Kong is the major outward investor, leaving far behind other Asian investors.  However, the FDI outflows from East Asian economies fell in 2001, 2003 and 2005, as can be seen in Figure 1. Asian NIEs, namely Hong Kong, Taiwan, Singapore and South Korea exhibited a significant decline in their total outflows, while outflows from China surged in 2005, reaching USD 11 billions, showing that China is emerging as a major outward investor. 
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Figure 1: Total FDI outflows of selected East Asian economies


Source: UNCTAD, FDI/TNC database.
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Figure 2: Total outward FDI stock for selected East Asian economies


 Source: UNCTAD, FDI/TNC database.

        The pattern of outward FDI by absolute values does not, however, provide a full picture of the significance of outward FDI for different countries. The sizes of source economies has to be taken into account by looking at outward FDI as a percentage of gross fixed capital formation (GFCF), or a percentage of GDP. Table 1 presents the evolution of the FDI outflow as a percentage of gross fixed capital formation and the FDI outward stock as a percentage of GDP for selected Asian countries. Outflows as a percentage of gross fixed capital formation and FDI outward stock as a percentage of GDP are significantly high for both Hong Kong and Singapore compared to other east Asian countries. This suggests that firms from these countries are highly competitive. Hong Kong shows a sharp increase in both of its ratios in recent years. The share of outward FDI to GDP for Hong Kong increased from 15.7% in 1999 to 264.7, in 2005. Its share of outward FDI to GFCF rose from 16.4% in 1990 to 129.5% in 2000, before falling to 88 in 2005. These underlined Hong Kong’s status as a hub for regional headquarters and businesses, as well as being an international financial centre. The same trend is noticeable for Singapore to a lesser extent. 

Table 1: FDI outflows as a percentage of gross fixed capital formation (GFCF) and FDI stocks as a percentage of gross domestic product (GDP)

	Economy
	FDI/GFCF (%)
	FDI/GDP (%)

	
	2003
	2004
	2005
	1990
	2000
	2005

	China
	
	0.2
	1.4
	1.2
	2.6
	2.1

	Hong Kong
	16.4
	129.5
	88.0
	15.7
	234.9
	264.7

	Taiwan
	10.4
	10.5
	8.5
	18.9
	21.7
	28.1

	
	
	
	
	
	
	

	 Korea,  Rep. of
	1.9
	2.3
	1.9
	0.9
	5.2
	4.6

	Indonesia
	
	6.2
	5.0
	0.1
	4.6
	5.0

	Malaysia
	6.0
	8.5
	11.4
	6.1
	25.3
	34.0

	Philippines
	2.3
	4.1
	1.1
	0.3
	2.1
	2.1

	Singapore
	14.1
	33.3
	21.7
	21.2
	61.3
	94.1

	Thailand
	1.4
	0.3
	0.5
	0.5
	1.8
	2.3


Source: UNCTAD, World Investment Report, 2006.

An international comparison can broaden our perspective on outward FDI from Asian countries. This gives us a few interesting observations. Table 2 indicates the top 12 developing economies in terms of stocks of outward FDI in the 1990s and early 2000s. 

Table 2: Top 12 developing countries in terms of stocks of outward FDI

(Millions of US dollars)

	Rank
	Economy
	1990
	Economy
	2000
	Economy
	2005

	1
	Brazil
	41 044
	Hong Kong
	388 380
	Hong Kong
	470 458

	2
	Taiwan
	30 356
	Taiwan
	66 655
	British Virgin Islands
	123 167

	3
	South Africa
	15 004
	British Virgin Islands
	64 483
	Russian federation
	120 417

	4
	Hong Kong
	11 920
	Singapore
	56 766
	Singapore
	110 932

	5
	Singapore
	7 808
	Brazil
	51 946
	Taiwan
	97 293

	6
	Argentina
	6 057
	South Africa
	32 319
	Brazil
	71 556

	7
	China
	 4 455 
	China
	27 768
	China
	46 311

	8
	Panama
	4 188
	South Korea
	26 833
	Malaysia
	44 480

	9
	Kuwait
	3 662
	Malaysia
	22 874
	South Africa
	38 503

	10
	Mexico
	2 672
	Argentina
	21 141
	South Korea
	36 478

	11
	Malaysia
	2971
	Cayman Islands
	20553
	Cayman Islands
	33747

	12
	Korea
	2301
	Russian federation
	20141
	Mexico
	28040


Source: UNCTAD, World Investment report 2006.

It is noteworthy that the geographical composition of FDI from developing economies has changed significantly in the 1990s, mainly reflecting the growing importance of Asian countries as outward investors. By 1990, Taiwan was at the second position after Brazil. The Asian NIES, Hong Kong, South Korea, Singapore and Taiwan as well as China and Malaysia were among the top 12 outward investors. Ten years later, Hong Kong led the list of top FDI sources, followed by Taiwan. As a whole, the Asian NIEs, China and Malaysia improved their position, being among the top 9 sources. In 2005, Hong Kong was the largest source of FDI from developing countries and the sixth largest in the world in terms or FDI outward stock. 

In addition to comparisons of countries in terms of FDI in absolute values, it is useful to consider outward FDI patterns in relative terms and from the perspective of the source country.  The outward FDI performance index, determined by UNCTAD can be an indicator of comparison outward FDI from different countries in relative terms. It compares a country’s share of world outward FDI against its share of world GDP. Table 3 presents the outward FDI performance index for selected economies. Hong Kong, Malaysia and Singapore have seen increases in their index value over the past 10 years. The index value for Hong Kong has risen at a very fast pace to reach 9.97 for the period 2003-2005. According to this index, FDI from Hong Kong was about 10 times larger than would have been expected given its share of world GDP.  On the other hand, the value for Taiwan fell significantly and the value for Korea remained unchanged. 

Table 3: Outward FDI Performance Index
, average (Ranked by 2003-2005)
	Rank
	Economy
	2003-2005
	1993-1995

	1
	Hong Kong
	9.97
	4.63

	2
	Norway
	5.80
	1.40

	3
	Luxembourg
	4.99
	

	4
	Switzerland
	4.42
	4.32

	5
	Netherlands
	4.22
	4.13

	6
	Belgium
	4.00
	

	7
	Singapore
	3.97
	3.61

	8
	Panama
	3.36
	5.45

	9
	United Kingdom
	2.47
	2.72

	10
	Sweden
	2.46
	2.80

	
	
	
	

	20
	Malaysia
	1.39
	1.07

	21
	Taiwan
	1.19
	1.68

	
	
	
	

	59
	Republic of Korea
	0.18
	0.18

	
	
	
	

	71
	China
	0.09
	0.26


Source: UNCTAD, World Investment report 2006.

3. Characteristics of outward direct investment of Hong Kong and Taiwan

The above section shows the leading role of Hong Kong as outward investor either in
the regional or in the international context, followed by Taiwan to a smaller extent. We now turn to the main characteristics of these two countries as outward investors. We examine the major recipient countries and the sectors benefiting from such investment. 

3.1.  Hong Kong

Given that Hong Kong is a leading FDI source, it is useful to provide a better idea of its FDI pattern, taking into account both inward and outward FDI. Figures 3 and 4 present the outward and inward FDI in terms of flows (Figure 3) and stocks (Figure 4), and FDI net balance. It is noteworthy that, in terms of stocks, Hong Kong has recorded a steady positive position, as inward FDI has surpassed inward FDI every year from 1999 to 2005, with a sharp decline in 2002. However, in terms of flows, FDI pattern is quite different. Hong Kong experienced an unprecedented FDI boom in 1999 and 2000 after it recovered from the economic turmoil of the Asian financial crisis. The surge reflects Hong Kong’s role as a financial hub for businesses in the region, particularly in China. At the same time, the investment from Hong Kong to China has increased. This is why the positive position of Hong Kong is very slight in 2000. From 2000 to 2002, Hong Kong experienced an abrupt decline in its FDI inflows so that the net position became negative. Hong Kong has been experiencing another surge in FDI inflows during recent years. This partly reflects the Closer Economic Partnership Arrangement (CEPA) signed between Hong Kong and China which opened up the new opportunities not only for firms in Hong Kong, but also for foreign investors that operate in Hong Kong. CEPA came into force in the beginning of 2004 with two main measures, being the first formalized institution of economic integration within Greater China. One measure is aiming at promoting exports from Hong Kong into China by granting preferential treatment of zero tariffs. The other is to provide lower thresholds and easier entry permits for FDI of the service industries from Hong Kong to China. At the same time, outflows from Hong Kong to China increased as Hong Kong played an important role for investment into and out of China. 

Most of the FDI outflows from Hong Kong are by affiliates of transnational corporations (TNCs) from developed countries and China. This is why the net position became again negative in 2004. FDI inflow to Hong Kong decreased slightly in 2005 and, FDI outflow from Honk Kong decreased significantly because of the negative outflows in inter-company debt transactions arising from repayment of debts by non-resident affiliates of some Hong Kong firms. Taking inflow and outflow together, there was a net inflow in 2005.
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Figure 3: Hong Kong Net FDI flows balance
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Figure 4: Hong Kong Net FDI balance in terms of FDI stocks


Source: UNCTAD, FDI/TNC database.
It is noteworthy that official data on outward direct investment from Hong Kong are available only since 1998. The statistics are compiled on the basis of data
 obtained from the “Survey of External Claims, Liabilities and Income” conducted by Census and Statistics Department of the government. Hong Kong government does not publish detailed distributions of outward FDI at individual industry levels and regional level for any country. The recent release statistics (2005) on Hong Kong’s outward FDI indicated the major recipients of outward FDI from Hong Kong, as can be seen in Table 4. The bulk of its outward FDI is related to investment in offshore financial centres in the Caribbean. The immediate destination is by far the British Virgin Islands (BVI), followed by the Cayman Islands and Bermuda. The BVI remained the most popular tax haven economy for indirect channelling of FDI funds, accounting for 44% of the total of Hong Kong’s outward direct investment in 2005. However, the actual destination of these funds is elsewhere. Some of these funds are channelled to China; others to other parts of the world; and an important portion went back to Hong Kong. Statistics show these “tax haven” economies are also the largest source of FDI into Hong Kong. Indeed, the BVI became the fourth largest source of FDI in China during 1999-2000 (UNCTAD, 2001). 
Table 4: Stock of Outward Direct Investment of Honk Kong at Market value by Major Recipient Countries ( HK$ billion)

	Destination
	1999
	
	2000
	
	2001
	
	2002

	BVI
	1,395.6
	BVI
	1,569.4
	BVI
	1,437
	BVI
	1,437.0

	China
	620.6
	China
	1,011.6
	China
	844.0
	China
	843.0

	Bermuda
	93.2
	Bermuda
	88.9
	Bermuda
	91.9
	Bermuda
	76.8

	Cayman Is.
	86.1
	Cayman Is.
	71.1
	Panama
	32.4
	Panama
	39.0

	New Zealand
	31.5
	New Zealand
	27.1
	Malaysia
	28.7
	USA
	32.2

	Panama
	30.9
	Singapore
	25.9
	USA
	24.8
	Malaysia
	27.9

	UK
	26.0
	USA
	24.3
	Singapore
	24.5
	Singapore
	26.0

	USA
	22.5
	Panama
	23.5
	Thailand
	20.6
	Thailand
	20.8

	Singapore
	18.9
	UK
	23.5
	UK
	20.6
	UK
	20.5

	Japan
	17.4
	Japan
	18.3
	Japan
	11.5
	Japan
	11.9

	Others
	157.2
	Others
	144.4
	Others
	213.2
	Others
	166.6

	Total
	2,499.9
	Total
	3,027.9
	Total
	2,749.2
	Total
	2,412.9
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	2003
	
	2004
	
	2005
	

	BVI
	1,270.3
	BVI
	1,402.1
	BVI
	1,609.3
	

	China
	931.2
	China
	1,211.6
	China
	1,477.4
	

	Bermuda
	88.4
	Bermuda
	129.7
	Bermuda
	126.1
	

	UK
	47.3
	UK
	55.3
	UK
	59.6
	

	Singapore
	30.0
	Japan
	42.1
	Singapore
	40.0
	

	Malaysia
	24.2
	Singapore
	34.2
	Japan
	29.7
	

	Panama
	24.2
	Panama
	28.6
	Panama
	29.7
	

	Thailand
	21.6
	Thailand
	24.8
	USA
	26.3
	

	USA
	20.4
	USA
	22.6
	Cayman Is.
	25.1
	

	Japan
	15.2
	Malaysia
	22.2
	Thailand
	23.0
	

	Others
	163.8
	Others
	160.4
	Others
	207.7
	

	Total
	2,636.7
	Total
	3,133.6
	Total
	3,653.9
	


Source: Census & Statistics Department, Hong Kong, External Direct Investment of Hong Kong, various issues.

Apart from offshore financial centres, China is the most important destination for Hong Kong’s outward FDI. The investment from Hong Kong to China increased steadily from 1999 to 2005, with a share of 40% of the total stock in 2005. Hong Kong is by far the largest foreign investor in China. A significant portion of the investment from Hong Kong to China originates from China itself. Much of China’s capital outflow that takes place either through legal or illegal channels to Chinese firms located in Hong Kong finds its way back to China as FDI. This type of “round tripping” of funds is mostly used to escape regulations such as barriers to trade or to gain eligibility to incentives available to only foreign investors (e.g. tax concessions). It is estimated that around one-third of Hong Kong’s FDI outflows were “round tripping” from China, and another one-third were from other countries (Petri, 1995, Fung, 1997). Hong Kong is also used as a stepping stone for investment to China. 
A large number of foreign firms use affiliates in Hong Kong to invest in China on their behalf. Many overseas companies have regional offices as well as regional headquarters in Hong Kong. Apart from China, the other Asian destinations are Singapore and Japan and from 2001, Malaysia and Thailand. 

Table 5 indicates the economic activity which benefited from this investment in 2004 and

2005. The bulk of Hong Kong’s overseas FDI is in services. Outward FDI engaged in investment holding, real estate and various business services took up the largest share at 69% of total stock in 2005. This was followed by wholesale, retail and import/export trades (with a share of 10.9%), and manufacturing (4.5%).

Table 5: Stock of Outward Direct Investment of Hong Kong at Market Value By Economic Activity (Ranked by 2005)

	Economic Activity
	Stock of outward DI at the end of year

	
	2004
	2005

	Investment holding, real estate and various business services
	1,925.6
	2,520.1

	Wholesale, retail and import/export trades
	380.6
	398

	Manufacturing
	158.5
	165.6

	Banks and deposit-taking companies
	58.9
	96.5

	Transport and related services
	84
	89.3

	Communications
	145.6
	84.1

	Financial institutions other than banks and deposit-taking companies
	72.3
	83.2

	Restaurants and hotels
	52.6
	53.2

	Insurance
	29.4
	30

	Construction
	21.6
	25.9

	Other activities
	204.6
	107

	Total
	3,133.6
	3,653.9


Source: Census & Statistics Department, Hong Kong, External Direct Investment of Hong Kong, 2005.
3.2.  Taiwan

To investigate the pattern of Taiwanese FDI, let us consider both inward and outward FDI. Figures 5 and 6 show the outward and inward FDI in terms of flows and stocks, and FDI net balance. It is noteworthy that either in terms of stocks or flows, from 1999 to 2005 (and even before, since the late 1980s) Taiwan has recorded a steady, consistent negative position, as outward FDI has always exceeded inward FDI. In the mid-1980s, FDI outflow from Taiwan started to grow significantly to Southeast Asia and to China. This trend has been driven by two main factors: difficult conditions in the domestic investment environment (land prices increased sharply and the wage rate rose), and rapid appreciation of the Taiwan dollar (40% in nominal terms) during 1986-88. Taiwanese firms attempted to escape from the worsening domestic environment and turned to foreign investment to keep their export markets and competitiveness. Outward FDI appears to play a defensive role in retaining export markets and to be a substitute for domestic production. However, from the mid-1990s, Taiwanese firms increased their foreign investment to exploit their assets, such as patent, other technological assets, reputation, skills in production, marketing and advertising. FDI outflows play then an expansive role in the international market, and it is quite complementary to domestic production.
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Source: UNCTAD, FDI/TNC database.
In terms of FDI flows (Figure 5), it is noteworthy that Taiwan’s FDI inflow grew rapidly in 2000 due to a large-scale reform of various laws and regulations on FDI inflows as well as further opening of financial sector
. However, FDI inflow plunged by nearly 40% in 2001 and dropped still further in the next two years. 2004 marked the start of a recovery; since then, FDI inflows have grown by over 20% annually. The FDI outflow was significant with a turn down during 2001-2002. 


Table 6 indicates the major recipient countries of outward FDI from Taiwan. It is important to notice that in most empirical studies on Taiwanese inward and outward FDI, these flows are under-estimated as far as direct investment to China is excluded because the statistics for China are not systematically compiled. However, we fill this gap here, using data including outward FDI to China (see Table 9 for details).

Table 6: Stock of approved direct investment of Taiwan by major recipient countries
 

(Million USD)
	Destination
	1999
	
	2000
	
	2001
	
	2002

	Caribbean Sea
	1359373
	China
	2607142
	China
	2784147
	China
	3858757

	China
	1252780
	Caribbean Sea
	2248064
	Caribbean

Sea
	1693367
	Caribbean

Sea
	1575077

	USA
	445081
	USA
	881638
	USA
	1092748
	USA
	577781

	Singapore
	324524
	Bermuda
	571076
	Bermuda
	383632
	Bermuda
	170336

	Panama
	222664
	Japan
	312222
	Singapore
	378300
	Hong Kong
	167063

	Bermuda
	141381
	Singapore
	219531
	Japan
	169033
	Samoa
	139616

	Japan
	121867
	Panama
	212103
	Hong Kong
	94901
	Philippines
	82833

	Thailand
	112665
	Korea
	93053
	Philippines
	46200
	Netherlands
	56421

	Hong Kong
	100318
	Thailand
	49781
	Malaysia
	45515
	Vietnam
	55192

	Korea
	80906
	Hong Kong
	47512
	Canada
	248983
	Malaysia
	31956

	Others
	360234
	Others
	442082
	Others
	238975
	0thers
	513771

	Total
	4521793
	Total
	7684204
	Total
	7175801
	Total
	7228803
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	2003
	
	2004
	
	2005

	China
	4594985
	China
	6940663
	China
	6006953

	Caribbean Sea
	1997245
	Caribbean Sea
	1155198
	Caribbean Sea
	1261566

	Hong Kong
	641287
	Singapore
	822229
	USA
	314635

	USA
	466641
	USA
	557036
	Netherlands
	256750

	Panama
	169091
	Japan
	149330
	Hong Kong
	107559

	Vietnam
	157369
	Hong Kong
	139702
	Singapore
	97701

	Japan
	100370
	Vietnam
	95128
	Vietnam
	93932

	Malaysia
	50215
	Bermuda
	86706
	Samoa
	71420

	Samoa
	52810
	Samoa
	67633
	Japan
	42552

	Thailand
	48989
	Panama
	55566
	Malaysia
	28195

	Others
	284571
	Others
	253494
	Others
	173139

	Total
	8563573
	Total
	10322685
	Total
	8454402


Source: Investment Commission of the Ministry of economic Affairs.


As table 6 indicates, the immediate destination for Taiwanese outward direct investment is China for the whole period of our study. Apart from China, the favorite destination for outward FDI from Taiwan is East Asia (Hong Kong, Japan, Singapore, Malaysia, Thailand, Vietnam and the Philippines). In the 1990s, Taiwanese FDI was concentrated in less-developed areas, such as China and Southeast Asia. The pattern shifted toward the US and Europe after 1996 under the “go slow, be patient” policy. However, since 2000, FDI outward from Taiwan towards China surged due to high economic growth in China and perceived political instability in Taiwan. It is expected that Taiwanese FDI to China will continue to increase in the future, since the “go-slow” policy has been abandoned and replaced with the new “active openness and effective management” policy. In addition, both Taiwan and China have become members of the WTO since November 2001. Trade-related investment is already and will be further enhanced.  In 2005, Taiwanese firms have invested some USD 8.45 billions in Asia
 along (79.6%), of which some USD 6 billions of outward FDI were to China (67.2%). Direct investment to the Americas
 and Europe
 were USD 1.6 billions and USD 0.3 billion respectively. This indicates that there is a geographical preference in favor of East Asia. 


Table 7 describes the outward direct investment from Taiwan by economic activity. Major items for outward investment in 2004 and 2005 include electronics and electric product manufacturing, finance and insurance, services industry, chemical production as well as wholesale and retails.

Table 7: Stock of Outward Direct Investment of Taiwan By Economic Activity  

(Million USD)

	Economic Activity
	2004
	Economic Activity
	2005

	Manufacturing
	1529,22
	Finance & insurance
	1431,21

	Finance & insurance
	1357,60
	Manufacturing
	662,472

	Electronic Parts & Components
	1015,84
	Electronic Parts & Components
	208,343

	Wholesale & retail trade
	250,853
	Wholesale & retail trade
	178,801

	Computers, electronic & optical
	153,134
	Electrical equipment
	71,588

	Information & communication
	109,676
	Fabricated metal products
	58,086

	Transportation & Storage
	87,752
	Information & communication
	55,409

	Medical goods
	54,338
	Support services
	30,133

	Textile mills
	42,697
	Machinery & equipment
	28,73

	Chemical material
	39,6
	Textiles Mills
	23,259


Source: Investment Commission of the Ministry of economic Affairs.


In 2005, some 57.1% of Taiwanese investment abroad was in financial industry, followed by electronics and electric product manufacturing (15.5%), services, wholesales and retail and chemical production, making up 5.9%, 3.6% and 1.5% respectively. Investment to China focused on the manufacturing sector whereas investments made outside of China concentrated on the services sector.

After taking a close look at the FDI in Hong Kong and Taiwan, we next consider the factors that determine outward direct investment.

4. Driving factors to outward direct investment

Before starting our discussion on outward FDI from Hong Kong and Taiwan, we first outline some theoretical development on the topic that can give us some guidance for our analysis. Theories of FDI attempted largely to shed light on the driving factors or drivers of inward or outward FDI. The crucial issue in this area is either the question of why a firm is involved in FDI, i.e. why FDI outflows take place, or the question of what factors make an attractive FDI location, i.e. why FDI inflows come about in a specific country. The first question is addressed in a microeconomic perspective, mainly taking into account firm-specific assets in the context of FDI decisions. The second question, related to the location determinants of FDI and characteristics of the host country, is discussed in a macroeconomic perspective. 

A large number of variables have been considered in the literature as possible drivers of FDI flows (Lipsey, 2000). There are a number of ways to classify them, one of which is in terms of home country drivers (“push factors”) and host country drivers (“pull factors”). Home country drivers, which refer to conditions that influence firms to move abroad, consist of four main types: market and trade conditions, costs of production, domestic business conditions and home government policies. Host country drivers, encouraging foreign firms to invest in particular countries, are exactly symmetrical to the previous ones.  In fact, however, few are considered to be significant across the empirical studies that have been carried out. 

As far as East Asia is concerned, industrial restructuring and cost of production, domestic business conditions have been shown as main drivers, in terms of home country drivers. The outflows of direct investment from newly investors have been viewed as the continuation and extension of the “flying geese” phenomenon. This phenomenon started in the 1960s when outward FDI from Japanese labor-intensive industries contributed to the industrial upgrading of the first-tier NIEs, (Hong Kong, South Korea, Singapore and Taiwan) and their emergence as outward investors. Their successful restructuring helped create new home countries, and, with the liberalization of inward FDI policies in the region, their investment in turn helped in the restructuring of a second-tier of NIEs (Malaysia, the Philippines, and Thailand). This second group has since then also become a source of outward investment targeting lower income countries such as China and Vietnam. 

Kojima (1973) argued that Japanese firms started to invest abroad because of changes in macroeconomic conditions in Japan, which made it impossible for firms to continue producing at home. Home country drivers (“push factors”) were stressed as the key determinants of FDI outflows from Japan.  Moreover, outward FDI originated from Japan has been specified by Kojima and distinguished from outward FDI originated from the US. Kojima (1975) claimed that FDI originating in Japan was in line with the host country’s comparative advantages (“pull factors”) and resulted in a trade promotion effect. In contrast, FDI originated in the USA did not conform to the host country’s comparative advantages and resulted in a trade reduction effect. This is because most US FDI was concentrated in capital-intensive and high technology industries in which the USA has comparative advantages. On the contrary, Japanese firms invested in the host country’s comparative advantages sectors to employ low cost production factors. Since this leads to part of the production process being relocated to the host country, the semi-finished goods would have been re-exported from the host country to the home country or other regions for the final stage of production process. This inevitably increases trade between the host and the source country. The difference between Japanese and US outward FDI flows was that Japanese FDI emanated from competitive industries while the US FDI came from an oligopolistic industry. This is why Japanese FDI outflows were efficiency-seeking and “trade-oriented” while US FDI outflows were market-seeking and “anti-trade-oriented”. The differences in domestic market structures and FDI strategies led to the differences in the overseas operations, which in turn accounted for the various effects of FDI. 

The flying geese phenomenon highlighted the pattern of division of labor through outward
and inward FDI and trade. A similar pattern has emerged with respect to FDI from newer outward-investor economies from East Asia, such as Hong Kong and Taiwan that are investing within and beyond the region. Hong Kong and Taiwanese firms are similar to Kojima’s Japanese firms as far as they are highly competitive, involved in labor-intensive industries, and realizing efficiency-seeking FDI. In addition, like Japanese firms, they faced adverse conditions in the domestic economic investment environment. The expansion of labor-intensive manufacturing industries in the 1980s draw up the wage level as well as the land prices, compelling domestic firms to move into lower costs countries. Taking advantage of the open-door policy of China in the early 1980s, firms from Hong Kong and - in a lesser extent and only after 1987
 - Taiwanese firms were attracted by the abundant supply of cheap labor and available land and, invested a large amount of capital into China. Although Hong Kong and Taiwan faced quite similar push factors to invest abroad, it appears that they evolved along two different industrial restructuring paths: while Taiwan was trying to keep its lead in high-technology industries, Hong Kong has transformed itself into a financial and service-based economy. Alternatively, Antras (2005) argued that the sequence of events that happen over time in terms of trade and outward investment from the source country is as follows:  first the richer economies will only export finished products to the less-developed economies; then the source economies will invest in the less-developed country to take advantage of lower labor costs; and finally the source economies will outsource their production to the local firms in the poorer countries.  In the Hong Kong and Taiwanese cases, some products like electronics may follow a pattern similar to this trade- and FDI- related product cycle.

As far as Hong Kong is concerned, Qiu and Wu (2001) explained the development of outward FDI by the evolution of industrial restructuring in Hong Kong. They showed that the first wave of outflows to China led Hong Kong industrial firms to establish the labor intensive production process into China, in particular in the Southern China (in Guandong Province, in particular), while they kept and expanded the high value added economic activities in Hong Kong. At the same time, Chinese firms were also attracted into Hong Kong to set up “window” companies to take advantage of better infrastructure and faster access to the world market. Hong Kong became then the centre of corporate operations that could provide business services such as marketing, finance and transportation. The growing demand, from not only regional but also international firms, for those services led the evolution of industrial restructuring in Hong Kong during the 1980s and 1990s, and drove Hong Kong towards specialization of services. 


As for Taiwan, the industrial restructuring offered a different path.  According to Hsu and Liu (2004), in the 1980s Taiwan started to make substantial FDI in Southeast Asia, and its most important export markets were the United States and Japan. In the1990s, Taiwan invested massively in China, to the detriment of ASEAN countries. Relocated Taiwanese firm in China produced intermediate goods for Taiwan-based firms in order to produce labor-intensive manufactured goods for the US and Japanese markets. Since 2000, China became gradually an important export market for Taiwan, and by 2002 China was the largest market for Taiwanese products. This points up the dependency of Taiwanese economy on China. According to the “2005 survey of the manufacturing sector investments abroad” conducted by the Ministry of Economic Affairs, Taiwanese choice of investments has seen a decline from the 5 ASEAN countries (Singapore, Malaysia, Thailand, Indonesia and the Philippines) to other countries, mainly to China. In terms of the industry choice, electric and electronics made up 41% and 8.5% respectively. 63% of the investors took the decision to invest abroad mainly due to the local market potential; 55% were taking the advantage of cheaper local labor cost and 28.6% of the investments were following their Taiwanese clients. Another key reason for behind investing abroad was the deteriorating Taiwanese business environment. 

To evaluate the trade and FDI links for these countries, we propose to determine the absolute and relative importance
 of trade and FDI flows between each of these two countries and their main partners. As for trade, we investigate the extent and intensity of bilateral East Asian trade for all goods and to other countries such as North America and the EU for the year 2005. We have illustrated our results in Table 8.  In absolute value, it can be seen that the main trade partners for Hong Kong in terms or its export value are China, Japan and Korea. In terms of the share of imports, Hong Kong’s share in Chinese import is 36% and Hong Kong represents the main importing source for China. Its share in Japanese import is 7.5% representing the third importing source for Japan. The major trade partners for Taiwan in terms or its export value are China, Hong Kong, Japan and Singapore. In terms of the share of imports, Taiwan’s share in Chinese import is 11.3% and Taiwan represents the fourth importing source for China. Its share in Japanese, Singaporean and Hong Kong’s import is respectively 7.4%, 7.8 and 2.5%.  It can easily be seen that China appears as the most important trading partner for Hong Kong and Taiwan; this underlines the dependence of these countries on the Chinese economy. 

We also examined the relative importance of bilateral trade using the trade intensity index. The trade intensity index is defined as: 
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Where, Xij and Xwj are country i and world exports to country j; Xi and Xw are country i and world total exports. The numerator indicates that the share of country i’s export to country j in total export of the country i, and the denominator indicates the share of world’s export to country j in its total export. If the bilateral trade intensity index has a value greater than one, the export of country i outperforms in country j. It implies that country j is relatively important to country i’s export. 

Results show that for Hong Kong, the most prominent trade partners are respectively: China (8), the Philippines (1.8) and Japan (1.3). The main trade partners for Taiwan are respectively: China (3.9), Hong Kong (5), the Philippines (4.4) and Singapore (2.6). These results show that the trade intensity with China is higher for Hong Kong than for Taiwan. 

	Table 8: Matrix of Intra-regional Trade in East Asia, 2005.

	

	
	
	
	
	
	    Exporting Country
	
	
	
	
	

	Partner (Importer)
	China
	Hong Kong
	Indonesia
	Japan
	Korea, Rep.
	Malaysia
	Philippines
	Singapore
	Taiwan
	Thailand
	E Asia (10)

	
	
	
	
	Export Value of Total Trade in All Goods ($million)
	
	
	

	China
	0
	130 426
	6 662
	80 074
	61 915
	9 302
	4 077
	19 757
	40 879
	9 134
	362 227

	Hong Kong
	124473
	0
	1 492
	35 960
	15 531
	8 242
	3 339
	21 522
	30 721
	6 128
	247 408

	Indonesia
	8 350
	1 265
	0
	9 214
	5 046
	3 322
	476
	22 103
	2 336
	3 960
	56 073

	Japan
	83 986
	15 304
	18 049
	0
	24 027
	13 184
	7 203
	12 532
	14 481
	15 029
	203 796

	Korea, Rep.
	35 108
	6 540
	7 086
	46 630
	0
	4 739
	1 391
	8 052
	5 575
	2 250
	117 371

	Malaysia
	10 606
	2 419
	3 431
	12 531
	4 608
	0
	2 457
	30 385
	4 154
	5 685
	76 277

	Philippines
	4 688
	2 635
	1 419
	9 057
	3 220
	1 974
	0
	4 184
	4 220
	2 050
	33 448

	Singapore
	16 632
	6 046
	7 837
	18 436
	7 407
	22 009
	2 706
	0
	7 656
	7 459
	96 187

	Taiwan
	16 550
	6 769
	2 475
	43 578
	10 863
	3 912
	1 887
	8 976
	0
	2 694
	97 704

	Thailand
	7 819
	3 001
	2 246
	22 451
	3 381
	7 586
	1 169
	9 402
	3 718
	0
	60 773

	East Asia (10) 
	308 213
	174 405
	50 698
	277 932
	135 997
	74 272
	24 704
	136 913
	113 739
	54 390
	1 351 264

	EU (27)
	145 613
	42 942
	10 347
	87 819
	44 354
	16 614
	7 008
	27 907
	22 124
	15 019
	419 745

	Nam (13)
	192 173
	53 088
	11 478
	158 201
	54 543
	29 879
	7 945
	26 411
	33 272
	19 702
	586 691

	World
	761 953
	292 119
	85 660
	594 941
	284 418
	140 963
	41 221
	229 652
	189 393
	110 110
	2 730 431

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Share of Intra-Regional Trade in All Goods from Importer (%)
	
	

	China
	0
	36,0
	1,8
	22,1
	17,1
	2,6
	1,1
	5,5
	11,3
	2,5
	100,0

	Hong Kong
	50,3
	0
	0,6
	14,5
	6,3
	3,3
	1,3
	8,7
	12,4
	2,5
	100,0

	Indonesia
	14,9
	2,3
	0
	16,4
	9,0
	5,9
	0,8
	39,4
	4,2
	7,1
	100,0

	Japan
	41,2
	7,5
	8,9
	0
	11,8
	6,5
	3,5
	6,1
	7,1
	7,4
	100,0

	Korea, Rep.
	29,9
	5,6
	6,0
	39,7
	0
	4,0
	1,2
	6,9
	4,7
	1,9
	100,0

	Malaysia
	13,9
	3,2
	4,5
	16,4
	6,0
	0
	3,2
	39,8
	5,4
	7,5
	100,0

	Philippines
	14,0
	7,9
	4,2
	27,1
	9,6
	5,9
	0
	12,5
	12,6
	6,1
	100,0

	Singapore
	17,3
	6,3
	8,1
	19,2
	7,7
	22,9
	2,8
	0
	8,0
	7,8
	100,0

	Taiwan
	16,9
	6,9
	2,5
	44,6
	11,1
	4,0
	1,9
	9,2
	0
	2,8
	100,0

	Thailand
	12,9
	4,9
	3,7
	36,9
	5,6
	12,5
	1,9
	15,5
	6,1
	0
	100,0

	East Asia (10) 
	22,8
	12,9
	3,8
	20,6
	10,1
	5,5
	1,8
	10,1
	8,4
	4,0
	100,0

	EU (27)
	34,7
	10,2
	2,5
	20,9
	10,6
	4,0
	1,7
	6,6
	5,3
	3,6
	100,0

	Nam (13)
	32,8
	9,0
	2,0
	27,0
	9,3
	5,1
	1,4
	4,5
	5,7
	3,4
	100,0

	World
	27,9
	10,7
	3,1
	21,8
	10,4
	5,2
	1,5
	8,4
	6,9
	4,0
	100,0

	
	
	
	
	Trade Balance of Total Trade in All Goods ($ million)
	
	
	

	China
	0
	-4 540
	819
	-28 403
	23 267
	-3 871
	1 026
	-759
	20 951
	-2 024
	6 466

	Hong Kong
	112 248
	0
	1 201
	34 389
	13 488
	5 390
	1 344
	17 314
	28 834
	4 626
	218 835

	Indonesia
	-87
	-659
	0
	-11 603
	-3 139
	-1 052
	-610
	11 656
	-2 202
	832
	-6 865

	Japan
	-16 421
	-17 732
	11 143
	0
	-24 376
	-3 450
	-827
	-6 702
	-31 460
	-11 020
	-100 845

	Korea, Rep.
	-41 713
	-6 723
	4 217
	22 215
	0
	-946
	-887
	-548
	-7 629
	-1 622
	-33 635

	Malaysia
	-9 487
	-4 935
	1 283
	-2 138
	-1 403
	0
	685
	3 050
	-1 039
	-2 404
	-16 388

	Philippines
	-8 182
	-2 506
	1 097
	1 357
	904
	-1 246
	0
	-464
	1 435
	168
	-7 437

	Singapore
	118
	-11 374
	-1 634
	11 741
	2 089
	8 594
	-1 024
	0
	2 716
	2 078
	13 304

	Taiwan
	-58 131
	-14 874
	1 134
	25 514
	2 813
	-2 419
	-1 561
	-4 347
	0
	-1 808
	-53 679

	Thailand
	-6 173
	-3 049
	-1 201
	6 893
	692
	1 544
	-489
	1 888
	851
	0
	956

	East Asia (10) 
	-27 827
	-66 393
	18 059
	59 966
	14 335
	2 544
	-2 345
	21 089
	12 457
	-11 173
	20 712

	EU (27)
	71 641
	20 169
	4 488
	28 976
	16 940
	3 260
	3 328
	4 612
	4 599
	4 211
	162 224

	Nam (13)
	110 889
	34 689
	5 809
	69 776
	14 849
	13 045
	-1 154
	552
	7 622
	8 528
	264 606

	World
	102 001
	-8 042
	27 959
	79 074
	23 183
	26 379
	-5 732
	29 602
	7 801
	-8 054
	274 171

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Trade Intensity Index of Total Trade in All Goods
	
	
	

	China
	--
	8,0
	1,4
	2,4
	3,9
	1,2
	1,8
	1,5
	3,9
	1,5
	2,4

	Hong Kong
	5,1
	--
	0,5
	1,9
	1,7
	1,8
	2,5
	2,9
	5,0
	1,7
	2,8

	Indonesia
	1,5
	0,6
	--
	2,1
	2,4
	3,1
	1,5
	12,8
	1,6
	4,8
	2,7

	Japan
	2,7
	1,3
	5,2
	--
	2,1
	2,3
	4,3
	1,4
	1,9
	3,4
	1,9

	Korea, Rep.
	2,2
	1,1
	4,0
	3,8
	--
	1,6
	1,6
	1,7
	1,4
	1,0
	2,1

	Malaysia
	1,3
	0,8
	3,6
	1,9
	1,5
	--
	5,4
	12,1
	2,0
	4,7
	2,5

	Philippines
	1,2
	1,8
	3,3
	3,0
	2,2
	2,8
	--
	3,6
	4,4
	3,7
	2,4

	Singapore
	1,4
	1,3
	5,8
	2,0
	1,6
	9,9
	4,1
	--
	2,6
	4,3
	2,2

	Taiwan
	0,8
	0,8
	1,0
	2,6
	1,3
	1,0
	1,6
	1,4
	--
	0,9
	1,3

	Thailand
	1,1
	1,1
	2,8
	4,1
	1,3
	5,8
	3,1
	4,4
	2,1
	--
	2,4

	East Asia (10) 
	4,9
	7,3
	7,2
	5,7
	5,8
	6,4
	7,3
	7,3
	7,3
	6,0
	6,1

	EU (27)
	1,7
	1,3
	1,0
	1,3
	1,4
	1,0
	1,5
	1,1
	1,0
	1,2
	1,3

	Nam (13)
	2,2
	1,6
	1,2
	2,3
	1,7
	1,8
	1,7
	1,0
	1,5
	1,5
	1,9

	Source:  Computations based on UN COMTRADE statistics.          

	          East Asia (10) = China, Hong Kong, Indonesia, Japan, Korea Rep., Malaysia, Philippines, Singapore, Taiwan and Thailand
	

	          EU (27) = European Union 25 members plus Bulgaria and Romania.
	
	
	
	
	
	

	          Nam (13) = Canada, United States, Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, Uruguay and Venezuela.


After taking a look at trade between Hong Kong, Taiwan and their principal partners, we now turn to examine the absolute and relative importance of bilateral direct investment for Hong Kong and Taiwan with their major partners. In absolute values, the main recipient countries for each country under study are examined previously. Apart from offshore financial centres, we found the same Asian partners for trade as for outward investment. For a more detailed study, we focus on several important investment recipients. For Hong Kong, we have selected: China, Japan, Singapore, and as an outside region’s destination, the United States. In the case of Taiwan, selected countries are: China, Hong Kong, Japan, Singapore and the United States. Figures 7 and 8 indicate the share of recipient countries’ in total outward of Hong Kong and Taiwan. As usual, China appears as the most important recipient country far above the others for both countries. Its importance in total outward FDI of each country has grown over the years, in particular for Taiwan. This evidenced the growing dependence of Hong Kong and Taiwan to China, as far as outward FDI is concerned.
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Figure 7: Share of selected recipients of outward FDI from Hong Kong
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Figure 8: Share of selected recipients of outward FDI from Taiwan


Source: Authors’ own calculations.  


As far as FDI is concerned, there is no indicator in the literature to evaluate direct investment in relative values. We propose then to use trade intensity index as a reference, and to build an equivalent index for FDI. The FDI intensity index can be defined as follows:
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where, Yij and Ywj  are the country i and world direct investment towards country j; Yii and Yw , are country i  and world total outward FDI. The numerator indicates that the share of country i’s outward FDI to country j in total outward FDI of the country i, and the denominator indicates the share of world’s outward FDI to country j in its total outward FDI. If the bilateral FDI intensity index has a value greater than one, the outward FDI of country i outperforms in country j. It implies that country j is relatively important to country i’s total outward FDI. 

In Figures 9 and 10, we present calculations of the FDI intensity indices for Hong Kong, Taiwan and partners
. We have found many cases of low FDI intensity indices between Hong Kong, Taiwan and their respective partners (see Tables 10 and 11 for more details). The indices for Hong Kong-USA, and Taiwan-USA are respectively 0.04 and 0.24 only in 2005. This supports the idea that the United States cannot be considered as an important recipient country even though the United States is high up in ranking of main destinations for outward FDI from Hong Kong and Taiwan. 
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Figure 9: FDI Intensity Index for Hong Kong
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Figure 10: FDI Intensity Index for Taiwan


Source: Authors’ own calculations.

The favourable ranking of the United States as recipient country can partly be explained by large M&A in recent years. In fact, an increasing number of mega deals have been realized in the United States. For example, in 2005 a group of Hong Kong investors acquired Bank of America Center in San Francisco for USD 1 billion. The index for Hong Kong-Japan in 2004 is 1.43, which implies that Japan is not a very important FDI recipient for Hong Kong, although it may not be unimportant. In the case of Taiwan, it is noteworthy that indices for Taiwan-Japan and Taiwan-Singapore were relatively high from 1999 to 2001. Since 2000, these indices fell down to 0.53 and 0.65 in 2005. The highest indices are those related to the FDI outward to China and are compatible to those on outward FDI in absolute terms. It can be easily observed that the high indices for China exhibited a sharp upward trend since 2002 for both Hong Kong and Taiwan, with a peak in 2004. The Hong Kong-China index was 6.87 in 1999, reaching 11.76 in 2002 and 16.26 in 2004, before falling at 13.57 in 2005. The Taiwan-China index was 7.67 in 1999, reaching 17.97 in 2002 and 28.28 in 2004, before falling at 22.57 in 2005. It is worth mentioning that, for the period of our study, there is a general trend showing the decreasing importance of most major recipient countries, and a rising importance of China for outward direct investment from Hong Kong and Taiwan, since 2002. One can easily conclude that China is a substitute for other destinations for FDI outflows. According to “2002 survey of the manufacturing sector investments abroad”, conducted by Taiwanese Ministry of Economics Affairs, early Taiwanese investments to China have reaped the benefits of China’s labor cost advantage. This led to increased productivity and an enlarged base of manufacturing. The early investors were mostly small- and medium-sized firms investing in labor-intensive industries. Input components were exports from Taiwan. However, the survey conducted in 2005, showed that this model has changed. 40% of the orders in Taiwan were filled in China. 

5. Concluding remarks

In this paper, we investigate the trend, magnitude and rationale of outward direct investment from Hong Kong and Taiwan for the period 1999-2005. 

We have shown that the geographical composition of FDI from developing economies has changed significantly since1990, reflecting the growing importance of Asian countries as outward investors. In the 2000s, Hong Kong led the list of top FDI sources, and as a whole the Asian NIEs, China and Malaysia improved their position, being among the top 9 sources. Apart from offshore financial centers, China is the most important destination for Hong Kong’s outward FDI. Analysed by economic activity, outward FDI engaged in investment holding, real estate and various business services was the most prominent. Taiwan’s outward FDI outpaces its inward FDI in the whole period under study showing that it is a capital-exporting country. The immediate destination for Taiwanese outward direct investment is China in the whole period under study. Apart from China, the favorite destination of outward FDI from Taiwan is East Asia. The drivers of these outward direct investments are analyzed, and have been viewed as the continuation and extension of the “flying geese” phenomenon. The newer outward-investor economies from East Asia, such as Hong Kong and Taiwan, are investing within and beyond the region. In these countries, labor costs and land prices have become relatively high, compelling domestic firms to move into lower costs countries, in a context of regional integrated production systems. FDI outflows and trade are thus positively linked. In this context, we have used the same kind of indicators to evaluate the expansion and the intensity of trade and outward FDI, namely trade and FDI intensity indices; we have shown that China is the largest partner for trade and direct investment for both Hong Kong and Taiwan. Its importance went up since 2002, mainly as favorite destination for direct investment flows, to the detriment of other East Asian recipient countries. China’s performance can be explained by the emergence of Greater China as a de facto economic integration among the three economies. The dynamics of East Asia has shift drastically since China initiated the “open-door” policy in the late 1970s. The economic reform and opening up policy has made China a center for both FDI and trade. This integration has resulted in a mass departure of the manufacturing sector from Hong Kong and Taiwan to China. In addition, it has driven Hong Kong towards specialization of the services and Taiwan to the high-technology industry, with a relocation of labor-intensive production into China.  

Table 4 bis: Stock of outward direct investment of Honk Kong by major recipient countries
 (Million USD)

	Destination
	1999
	
	2000
	
	2001
	
	2002

	BVI
	180403300
	BVI
	201282540
	BVI
	184301650
	BVI
	147255700

	China
	80222337
	China
	129742200
	China
	108246760
	China
	108104640

	Bermuda
	12047569
	Bermuda
	11401821
	Bermuda
	11786584
	Bermuda
	9848679.1

	Cayman Is.
	11129782
	Cayman Is.
	9118891.8
	Panama
	4155444.4
	Panama
	5001282.3

	New Zealand
	4071871.7
	New Zealand
	3475695.7
	Malaysia
	3680902,9
	USA
	4129263.9

	Panama
	3994312.3
	Singapore
	3321790,4
	USA
	3180710,5
	Malaysia
	3577840.4

	UK
	3360910
	USA
	3116583.3
	Singapore
	3142234.1
	Singapore
	3334188.2

	USA
	2908479.8
	Panama
	3013979.7
	Thailand
	2642041.8
	Thailand
	2667350.6

	Singapore
	2443123
	UK
	3013979.7
	UK
	2642041.8
	UK
	2628879.2

	Japan
	2249224.4
	Japan
	2347056,5
	Japan
	1474926.2
	Japan
	1526032.3

	Others
	20320579
	Others
	18519943
	Others
	27343850
	Others
	21364452

	Total
	323151490
	Total
	388354481
	Total
	352597150
	Total
	309438308













Continued

	
	2003
	
	2004
	
	2005
	

	BVI
	163635190
	BVI
	180357600
	BVI
	207010540
	

	China
	119953620
	China
	155852840
	China
	190043730
	

	Bermuda
	11387350
	Bermuda
	16683817
	Bermuda
	16220735
	

	UK
	6093005.2
	UK
	7113455.1
	UK
	7666580.9
	

	Singapore
	3864485.3
	Japan
	5415487.5
	Singapore
	5145356.3
	

	Malaysia
	3117351.5
	Singapore
	4399279.6
	Japan
	3820427
	

	Panama
	3117351.5
	Panama
	3678929.7
	Panama
	3820427
	

	Thailand
	2782429.4
	Thailand
	3190120,9
	USA
	3383071.7
	

	USA
	2627850
	USA
	2907126.3
	Cayman Is.
	3228711
	

	Japan
	1958005.9
	Malaysia
	2855672.7
	Thailand
	2958579.8
	

	Others
	21100090
	Others
	20632878
	Others
	26717262
	

	Total
	339636729
	Total
	403087210
	Total
	470015430
	


Source: External Direct Investment Statistics in USD, Authors’ calculations.

Table 9:  Approved outward FDI from Taiwan, Unit: US$ 1,000

	Year
	Total
	China
	No China Total
	Asia
	North America
	Europe

	1999
	4521793
	1252780
	3269013
	836378
	9141
	82382

	2000
	7684204
	2607142
	5077062
	851065
	4921
	125432

	2001
	7175801
	2784147
	4391654
	814981
	248983
	46870

	2002
	7228803
	3858757
	3370046
	530055
	4227
	154416

	2003
	8563573
	4594985
	3968588
	1063915
	761
	76724

	2004
	10322685
	6940663
	3382022
	1275089
	2817
	61913

	2005
	84544025
	6006953
	2447449
	430673
	3334
	299314


Source: Investment Commission of the Ministry of Economic Affairs.

Table 10: FDI Intensity Index for Hong Kong

	
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	HK-China
	6.87
	10.62
	9.92
	11.76
	13.50
	16.26
	13.57

	HK-Singapore
	1.46
	0.11
	0.48
	0.57
	0.68
	0.67
	0.62

	HK-Japan
	0.77
	0.73
	0.54
	0.46
	0.56
	1.43
	0.85

	Hong Kong-USA
	0.04
	0.03
	0.04
	0.07
	0.04
	0.05
	0.04


Table 11: FDI Intensity Index for Taiwan

	
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	TW-China
	7.67
	10.78
	12.53
	17.97
	20.51
	28.28
	22.57

	TW-Hong Kong
	0.28
	0.08
	0.20
	0.50
	1.71
	0.30
	0.25

	TW-Singapore
	3.65
	1.56
	2.84
	0.18
	0.18
	4.92
	0.65

	TW-Japan
	3.01
	4.96
	3.07
	0.30
	1.14
	1.54
	0.53

	TW-USA
	0.53
	0.56
	0.74
	0.43
	0.34
	0.37
	0.24
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� The outward FDI performance index measures the world share of an economy’s outward FDI as a ratio of its share in world GDP. The index in Table 3 has been calculated on the basis of outward FDI stocks.


� In 1995 a plan to make Taiwan an Asia-Pacific regional operation centre was approved. The purpose was to promote Taiwan to become a regional financial hub for business, following Hong Kong and Singapore.


� Total amount of outward FDI includes outward FDI to China.


� Asia excluded China: USD 430673 millions. Asia included China: USD 6006653 millions.


� Americas = North America (Canada + USA, sub-total : USD 317969 millions) + Middle-south America (Bermuda + Caribbean Sea + Panama + Brazil + others, sub-total: USD 1261566 billions).


� Europe = United Kingdom + France + Germany + Netherlands + Others, sub-total: USD 299314 millions.


� The year when foreign exchange control was liberalized and Taiwanese dollar largely appreciated. 


� The comparison of countries in terms of trade or FDI in absolute values tends to overestimate the role of large countries; this is why it is interesting to consider also relative values taking into account the importance of individual countries in world’s total direct investment outflow. 


� Our calculations are based on outward FDI stocks. In the case of Taiwan, total outward FDI includes outward FDI to China.
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