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Abstract

The domestic market consequences of firms’ investing abroad have attracted attentions both of
economists and policymakers. This paper investigates the impact of FDI towards China on plants’
productivity and employment, using Taiwanese representative manufacturing plant-level data and
exploiting an FDI regulation change in China in 2002 as a significant variation. Our difference-in-
differences estimates reveal a heterogeneity in the response of Taiwanese plants to this change in the
regulation: plants in deregulated industries which newly invested in China after 2000 experienced a
increase in their productivity, employment and operating sales while plants in those industries which
had already invested in China at 2000 decreased both employment and operating sales. We do not find
any differential trends between plants in deregulated industries and those in other industries before
the regulation change. We also found that the regulation change resulted in increased capital inflows
and net sales generated by Taiwanese subsidiaries in China. Overall, we do not find a statistical

evidence on the hollowing out effects of FDI on domestic market outcomes in deregulated industries.

JEL Code: F23; F62; 025
Keywords: Foreign direct investment; Domestic market outcomes; Heterogeneous impacts; Regulation

change

*We would like to thank Kensuke Teshima for his continuous suggestions in this project. We are also indebted to
Yoshihiko Nishiyama, Ryo Okui, Jinji Naoto, and Hiromi Yamamoto for their guidance and suggestions. We are grateful
to Tomoo Ando, Atsuyuki Asami, Seiichi Fukui, Mototsugu Fukushige, Keisuke Kondo, Hisaki Kono, Tatsuhiko Kono,
Deqgiang Liu, Shuli Liu, Kentaro Nakajima, Koji Shintaku, Toshiaki Takita, Tau Xu, Go Yano, Takahisa Yokoi, Dao-Zhi
Zeng, Hongyong Zhang, and the seminar participants at Kyoto University, Tohoku University, the Kobe meeting of the
Kansai Econometric Society, and the 1st meeting of the Japanese Association for Chinese Economy and Management Studies
for their useful comments. The authors acknowledge funding from a Grant-in-Aid for Japan Society for the Promotion of
Science Fellows. This work was supported by JSPS KAKENHI Grant Numbers 13J01709.

TDivision of Natural Resource Economics, Graduate School of Agriculture, Kyoto University, and Research Fellow of
Japan Society for the Promotion of Science, Email: inada.mitsuo.84z@st.kyoto-u.ac.jp

fDepartment of International Business, National Taichung University of Science and Technology, FEmail:
kaku@nutc.edu.tw



