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Investments by Japan and Taiwan in China
—A Study of the Hollowing-out Issue—

Lim Hua Sing, Ph D

China started implementing open door economic reform policies in 1978 and since then foreign
direct investments pouring into the country have contributed greatly to China’s economic develop-
ment. Among these foreign direct investments, a large proportion originates from Japan and Taiwan.
Our main concern here is whether these investments in China have led to the hollowing-out in Japan
and Taiwan.

The hollowing-out issue has its roots in the manufacturing sectors in Japan and Taiwan. The
decreasing size of the manufacturing industries, the drastic drop in the total manufacturing work-
force, an increase in the unemployment rate, the decrease of manufacturing industries among the
industrial sectors, and shrinking production in the manufacturing industries, have undoubtedly
prompted concerns over the hollowing-out issue in Japan and Taiwan.

Besides the shift of manufacturing industries from Japan and Taiwan to China, the hollowing-out
issue can also be witnessed through examining the following changes:—

1. Exports to China decreased due to the localization of manufactured products.

2. Exports to other countries decreased due to international competitiveness.

3. Imports of related manufactured good increased due to the reversed imports’ from China.

Nevertheless, it should be pointed out that the hollowing-out phenomenon is an inevitable reality
for the industrialized nations. Japan and Taiwan should not refrain from investing in China just to
avoid shifting their domestic manufacturing industries. Nowadays, economic globalization has
enabled capital to move swiftly across borders. The industrialized countries will benefit from making
these investments in China. Many manufacturing industries would lose their international competi-
tiveness should they not have moved some of their operations to lower cost locations.

In fact, in order to increase the competitiveness of their manufactured products on international
markets, as well as to tap the vast 1.3 billion market of China, Japanese and Taiwanese enterprises
should be moving ahead to explore new opportunities to invest in China.

The main task then, is how to tackle the hollowing-out issue in their home countries. It is not to
prevent manufacturing industries from going out but to positively implement policies to fill the
domestic vacuum. Both Japan and Taiwan have to restructure their industries to upgrade their
industrial standards, to increase the production of higher value-added manufactured goods through
technological innovation, increasing domestic productivity and, at the same time, to lure foreign
direct investments.
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Japan was particularly concerned about the hollowing-out issue in the 1980s. A few years ago,
Taiwan was also similarly concerned. However, Japan created the 'bubble economy’ while Taiwan
successfully engineered the ’economic miracle’. Both Japan and Taiwan succeeded in economic
development without hollowing-out. The hollowing-out issue surfaced again simply because Japan
has been suffering from the collapse of the bubble economy since 1991 and Taiwan has been
experiencing an economic downturn over the last 3-4 years. The hollowing-out issue in Taiwan is
also more complicated as it involves not only economic, but also political factors.

This paper examines some of the hollowing-out issues in Japan and Taiwan, and provides
solutions and counter-measures toward tackling these issues in different dimensions.
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