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Abstract 
The article uses data on Taiwanese investment in Guangdong and constructs a 
"counterfactual" synthetic Taiwanese investment by a weighted average of other 
countries and regions as control group. A quantitative assessment of the role of 
economic policy towards Taiwan in terms of the gap between real and synthetic 
Taiwanese investment. According to the evolution of the Taiwanese policy into three 
stages of policy discussion, the following conclusions were drawn as following: First, 
Taiwanese investment without policy intervention can be combined by three foreign 
investors - the United States, Japan and Singapore. Second, the role of economic policy 
towards Taiwan is more pronounced in the "Comparable Foreign Investment" phase, as 
measured by the gap between real and synthetic investment. Weaker attraction of 
investment during the “Equal Treatment” period. Third, the conclusion that the 
differences between Taiwanese and synthetic Taiwanese originate from the 
implementation of Taiwanese policies is robust. The policy towards Taiwan has stage 
effectiveness, and the new round of Taiwanese investment is less advantageous than 
foreign investment. 
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1. Introduction 

Among the policies involving cross-strait economic and trade, social, cultural and educational 
fields in favor of Taiwan, the economic policy toward Taiwan is an important initiative to 
deepen cross-strait economic cooperation and promote the peaceful development of cross-
strait relations, and has been the focus of efforts to promote peaceful reunification and one 
country, two systems. Economic policy toward Taiwan refers to the laws and regulations and 
policy measures introduced by mainland China to develop its economic and trade relations with 
Taiwan on the basis of adherence to the one-China principle when dealing with economic 
relations with Taiwan. Since the resumption of cross-strait economic and trade relations, the 
mainland has issued a series of economic policies toward Taiwan through legal promulgations 
and consultations between the two sides, which have played an important role in promoting 
cross-strait economic exchanges and peaceful reunification. However, due to the existence of 
multiple links in the transmission of policy benefits, the scientificity of the policy design and 
implementation process may be questionable, and the policy effects may not be as expected. In 
this scenario, it is important to recognize the effectiveness of economic policies toward Taiwan 
for policy adjustment in the new period and to promote the inflow of Taiwanese capital and 
cross-strait integration. 
The Law on the Protection of Investment by Taiwan Compatriots promulgated by the central 
government in 1994 was the first time to protect the legitimate rights and interests of 
Taiwanese businessmen in the form of law, and put forward the policy of "Comparable Foreign 
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Investment" to Taiwan, and various localities carried out diversified practices to encourage 
Taiwanese investment; based on this law, the State Council formulated the "Rules for the 
Implementation of the Law of the People's Republic of China on the Protection of Investment 
by Taiwan Compatriots" in December 1999. In December 1999, the State Council enacted the 
Rules for the Implementation of the Law of the People's Republic of China on the Protection of 
Investments by Taiwan Compatriots to clarify the specific measures for protection; after 2010, 
the SEF and the SEAA negotiated and signed the ECFA agreement and the Cross-Strait Insurance 
Agreement, which reduced the restrictions on the scope and objects of investment, enhanced 
the operability and convenience of Taiwan enterprises' investment, and entered a new stage of 
standardization, institutionalization and mechanism of cross-strait economic cooperation; in 
2018, the State Council Taiwan Affairs Office issued the In 2018, the State Council Taiwan 
Affairs Office issued "Several Measures for Promoting Cross-Strait Economic and Cultural 
Exchanges and Cooperation" ("Article 31 for Taiwan"), which further enriches the policy 
system of utilizing Taiwanese investment and preferential treatment for Taiwanese enterprises, 
and moves closer to the “Equal Treatment”. The policy on Taiwan investment (TDI for short) 
since the reform and opening up is generally divided into three stages, which are "regarded as 
foreign investment" and "Equal Treatment", based on the point of time when the policy of 
"Comparable Foreign Investment" and "Equal Treatment" were introduced. The first phase 
(1979-1994), the second phase (1994-2010), and the third phase (2010-present) have been 
"Equal Treatment". 
At the same time, TDI policies have been issued by the central government and implemented 
by local governments to maintain a consistent approach to Taiwan, which provides an effective 
quasi-natural experiment to assess the investment promotion effect of policies at the point of 
specific policy events. Therefore, the evolution of Taiwanese investment in the mainland can be 
explored in stages according to the developmental lineage of Taiwanese investment 
preferential policies. In this paper, we measure the impact of the TDI promotion policy on the 
increase of investment by comparing the actual TDI data with the foreign investment without 
this experiment, and construct a "counterfactual" reference group by weighting the average of 
other countries and regions, and the difference between the real level of TDI and the 
counterfactual investment is the effect of the policy. The second part of the paper follows the 
literature review; the third part is the design of the specific model and the description of the 
empirical results; and finally, the conclusions and policy recommendations.  

2. Literature review of Taiwan-funded policy evaluation methods 

Taiwan-funded policy is a unique policy to Taiwan compatriots on the mainland, and its motives 
and targets for its promulgation are specific. Research on the effectiveness of policies is more 
conducted with empirical analysis methods, and systematic and scientific policy evaluations 
are less.Among them, qualitative research on the effectiveness of policies includes: Wei Hao 
(2004) showed that the current foreign preferential policies at that time could no longer meet 
the needs of the development of the times, and new positioning and adjustments should be 
made. The principle of preferential system-industry guidance advantages-national treatment 
of foreign investment" is carried out; Ma Xiangdong et al. (2018) believe that China’s strategy 
for attracting foreign investment has gradually changed from mainly relying on preferential 
investment policies in the past to more relying on business in the new era Environmental 
optimization is divided into three stages; Fan Xiaoyu (2018) conducted an in-depth 
comparative analysis of the preferential foreign investment policies issued by 9 cities across 
the country, summarized the bright spots, and made suggestions for promoting foreign 
investment growth; Liu Zhentao and Dou Yong (2013) Taking the "Equal Treatment" Taiwan-
funded New Deal as a signal, it is believed that after Taiwan-funded enterprises receive the 
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same treatment, they can break through the previous market access barriers and enter the 
infrastructure and public utilities through sole proprietorship, joint venture, cooperation, etc. 
as social capital And other restricted industries and fields, in-depth industrial integration is 
carried out on a larger scale; Peng Li (2019) believes that most of the mainland Taiwan-related 
investment laws and regulations have lasted for many years, and many of them cannot meet 
the needs of the development of cross-strait relations. It is necessary to promote a more 
complete legal system for Taiwan-related investment. 
There are relatively many studies on the effects of specific economic policies on Taiwan, such 
as the policy effects of the ECFA agreement. In terms of political effects, Yanking (2012) used 
economic interdependence theory and dynamic game models to evaluate the impact of ECFA 
on political relations. He believed that as economic dependence deepens, trade conflicts will 
increase and the probability of war will decrease. In terms of economic effects research, it 
mainly involves discussions on the economic and trade promotion effects of ECFA, such as Deng 
Lijuan (2010), Wei Chengrong (2010), Tang Yonghong (2012), etc.; in addition, Zhu Jingyi 
(2009)’S research analyzes its impact on Taiwan’s economy from the perspectives of the 
content of ECFA, and outlines the new cross-strait relations after the signing of ECFA; Quan Yi 
(2016) discusses the benefits of the five years after the signing of ECFA and points out its 
effectiveness It is not satisfactory, and at the same time affirmed that it has made positive 
progress in four areas: investment protection and promotion, implementation of economic 
cooperation, trade in goods, and early harvest list of trade in services, which has brought 
substantial benefits to cross-strait economic and trade relations and the people on both sides 
of the strait; Jianguo (2017) research shows that the implementation of ECFA does have a 
positive impact on cross-strait trade, but the dividend space for relevant policies and measures 
at this stage is gradually shrinking, and it is necessary for the authorities on both sides of the 
strait to sign a broader reciprocal policy to release policy dividend space. 
Regarding the quantitative and qualitative comprehensive evaluation of Taiwan’s economic 
policies, Zhang Chuanguo (2007) used more than 20 years of central and local measures to use 
Taiwanese capital as the research object, and evaluated the effectiveness of policies in a 
qualitative and quantitative manner. The degree of preference, credit preference, industry 
preference, and supporting preference is set to score standards, and comprehensive policy 
preference indexes are designed to establish a test model for the central and local governments 
to utilize Taiwan-funded policies. It is believed that the central government’s policies are very 
effective for Taiwanese capital. Not valid; Jiang Hanming and Li Fei (2012) evaluated the impact 
of ECFA on the cross-strait economy based on the GTAP model; Shi Zhengfang (2019) took the 
expansion of Taiwan procurement policy in 2009-2012 as an example, Established a policy 
effectiveness evaluation model, and pointed out that the Taiwan procurement policy has 
achieved specific policy goals and strengthened cross-strait cooperation, but the policy 
operation cost is relatively high. There are few other quantitative studies on the effects of the 
implementation of Taiwan’s economic policies. The current studies are mostly based on 
constructing effectiveness evaluation models, discussing the degree of completion of policy 
objectives with a single policy or dividing the central and local perspectives, and lacking the 
causality of policies for expanding investment effect research. Therefore, this article tries to 
find a breakthrough from this aspect, introduces the synthetic control method to evaluate the 
effect of attracting investment, and uses the direct investment of Taiwanese businessmen as 
the dominant economic indicator to examine the promotion effect of the Taiwan policy on 
investment from a regional macro perspective; non-parametric is used for the first time The 
method quantitatively evaluates the effectiveness of Taiwan's economic preferences, the 
evaluation period covers the nearly 30 years of Taiwan-funded development, discusses the 
implementation mechanism of Taiwan's economic policies, and serves to evaluate the 
effectiveness of the policy. 
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3. Methodology 

3.1. Model assumptions 
This article will use the synthetic control method to study the influence of Taiwanese 
investment preferential policies on investment growth. This article first uses other  𝑗 foreign 
investment as the control unit, and then uses the non-parametric method to select the weight 
of each foreign investment, and finally uses the weighted average 𝑗  foreign investment to 
synthesize a control group of Taiwanese capital, making it suitable for Taiwanese capital 
enjoying the Taiwanese policy Contrast. Assuming that it is possible to collect N+1 foreign 
capital and investment growth panel data for the T period, only Taiwanese capital is subject to 
the natural experiment of super national treatment compared to foreign capital in the T0 period, 
and the other 𝑗 capitals belong to the control unit and are not affected by Taiwan. Y1it represents 
the potential result when foreign capital 𝑖 is interfered by Taiwanese capital policy in period T0, 
and Y0it represents the potential result when foreign capital 𝑖 is not interfered by Taiwan capital 
policy in period T0. Therefore, the causal effect of policy implementation is 

                                       (1) 
Then the effect size of TDI policy impact among Taiwanese businessmen is 𝜏 = 𝑌 − 𝑌  
Each foreign investment control unit in the synthetic control group is not affected by the natural 
experiment, and their investment changes are predictable, so Y0it can be reasonably estimated 
by a weighted average. 
In order to assess the impact of the special treatment of Taiwanese investment on their 
development investment, it is necessary to estimate the outcome of Taiwanese investment 
without policy intervention 𝑌 . The synthetic control method can estimate this outcome by 
considering a J × 1 dimensional weight vector W = (w2,…,wN+1), which satisfies that for any J, 
wj ≥ 0 and w2 +...+wJ+1 =1 , and a control group is synthesized using weights weighted relative 
to the other J foreign investments that do not receive special treatment. 
Each vector W of specific values denotes a specific synthetic control amount, and thus the 
synthetic control outcome variable for which W is used as a weight is 

∑ 𝑤 𝑌 = 𝛿 + 𝜃 ∑ 𝑤 𝑍 + 𝜆 ∑ 𝑤 𝜇 + ∑ 𝑤 𝜀                              (2) 

Suppose there exists a vector group W* = (w2* , ... , w*J+1) such that 
∑ 𝑤∗𝑌 = 𝑌 ,…,∑ 𝑤∗𝑌 = 𝑌 ,∑ 𝑤∗𝑍 = 𝑍                                 (3) 

If ∑ 𝜆 𝜆  is non-singular, then we have 

𝑌 − ∑ 𝑤∗𝑌 = ∑ 𝑤∗ ∑ 𝜆 ∑ 𝜆 𝜆 𝜆 𝜀 − 𝜀 − ∑ 𝑤∗ 𝜀 − 𝜀        (4) 

Abadie et al. (2010) [1] demonstrated that under general conditions, the right-hand side of 
Equation (4) tends to 0. Therefore, for 𝑇 < 𝑡 ≤ 𝑇 , the synthetic Taiwanese capital of the 
synthetic control group can be approximated to represent the unbiased estimate of  𝜏  and 
thus the estimated effect of Taiwanese preferential policies is �̂�  

= 𝑌 − ∑ 𝑤∗𝑌  

Next, in order to estimate �̂�,we need to determine the optimal weights W*. In order for the set 
of equations (3) to hold, the eigenvectors of the synthetic control group need to be restricted to 
a convex combination of the control group eigenvectors to reduce the extrapolation bias due to 
excessive differences between the intervention and control groups. Let X1 be a number of linear 
combinations of observable covariates and ex ante outcomes of the intervention group, forming 
an M × 1-dimensional vector; X0 is the ex ante characteristics of the control group, which is an 
M × N matrix. Thus, the synthetic control weights W* = (w2* , ... , w*J+1) the minimization distance 
∥ 𝑋 − 𝑋 𝑊 ∥ 𝑉 = (𝑋 − 𝑋 𝑊)‘𝑉(𝑋 − 𝑋 𝑊) can get W*(V) and V*, and substitute V* into the 
first optimization problem to get W*. At this point, the value of V* is related to the explanatory 
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power of each predictor variable for the outcome variable, and V is given the best weight by 
minimizing the mean square error of the synthetic control value. 
The purpose of this study is to more objectively evaluate the effectiveness of the 
implementation of economic policies toward Taiwan by comparing Taiwan with synthetic 
control countries and regions to measure the effectiveness of policies toward Taiwan in terms 
of whether there is a significant change in the amount of investment. The synthetic control 
method is a method proposed by Abadie, Diamond, and Hainmueller [1] to evaluate the effects 
of policy interventions based on data selection of control groups, which can determine the 
weights based on the similarity of the data characteristics of the economies and constitute a 
counterfactual estimation of the contribution in the control group. Compared with the double 
difference method and the propensity matching score method, the synthetic control method is 
more suitable for analyzing the assessment of the effect of the policy on Taiwan: first, the 
economic policy on Taiwan is an ecology that contains a wide range of contents and is 
constantly evolving, and if the DID method is used, the impact of this policy cannot be accurately 
identified simply by classifying it according to whether or not it is set up, and if the synthetic 
control analysis is used, even if the economic policy on Taiwan enacts impact will also be 
reflected in the control group, the counterfactual path synthesized by the model also contains 
the impact of this policy, so that this part of the interference is eliminated from the difference 
between the synthetic and actual values; second, the double difference method requires the 
intervention and control groups to have the same time trend, however, different foreign 
investors enter the mainland at different times, and the change in their respective investment 
amounts is likely to have different trends, which may not satisfy the double difference method's 
Third, the effects of the same economic policy toward Taiwan are inconsistent when 
implemented in different places and at different times, and the synthetic control method can 
simulate the counterfactual development path of Taiwanese investments in different 
environments without policy intervention, which is conducive to differentiated research to see 
which policies are effective and further analyze the factors behind the policy effects. 
At the same time, there are limitations to the model in this paper. For example, the synthetic 
control method requires a long time series to achieve the best results, and requires more than 
15 years of panel data before and more than 5 years after the exogenous shock, while only 4 
years of foreign investment data are currently available before the specific introduction of the 
"Comparable Foreign Investment" policy for Taiwan, and it is not possible to study the 2018 
introduction of "The lack of data will have an impact on the robustness of the estimated effects. 
In addition, the synthetic control method can solve the "what" but cannot answer the "why" 
question, so the reasons for the results can only be discussed in the context of the literature.  
According to existing research results, Taiwan, as an industrialized region, is a "factor-driven" 
type of foreign investment, with market-seeking and efficiency-seeking types of investment 
behavior, investing in the mainland in order to occupy the mainland market, utilize local 
resources and meet mainstream investment trends on the one hand, and looking at the cheap 
labor or research potential in the mainland to develop export markets on the other. Considering 
various factors, this paper assumes that Taiwanese investment in China is influenced by 
preferential policies, regional market potential, industrial agglomeration, production costs and 
transportation costs. 
First, model considerations include tax burden level and openness level. The reform and 
opening up have formed different opening gradients, and the degree of preferential policies 
given to foreign investment varies from region to region. Taking into account the profit-seeking 
nature of enterprises, the level of tax burden should have a negative impact on Taiwanese 
investment; the opening policy causes a higher level The level of opening to the outside world 
has a strong attraction for foreign investment. The higher the degree of openness of investment 
sites and the higher the degree of market development, the more likely it is to reduce 
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investment uncertainty and transaction costs. As an export-oriented Taiwan-funded enterprise, 
it mainly adopts the business model of OEM production and often undertakes processing and 
assembly links. The level of regional openness has a positive impact on the investment choices 
of Taiwanese companies. 
Second, market size and growth potential have a positive impact on international investment 
operators to obtain economies of scale and grasp market demand. The economies of scale after 
agglomeration in areas with larger market scales are also very impressive. At the same time, in 
order to grasp the market initiative, companies will choose locations with greater market 
potential to invest. It is generally believed that the primary incentive for Taiwanese 
businessmen to invest in the mainland is the mainland’s low-cost labor. With the continuous 
deepening of market development, the market size and its growth potential also have a positive 
effect on Taiwanese businessmen’s investment choices. 
The third is about Industrial clustering. Agglomeration economy and market factors are the 
most important factors affecting Taiwanese investment. The economy of scope brought about 
by agglomeration means a better investment environment and lower investment risks, and it is 
also one of the factors that promote foreign investment. As an international foundry 
manufacturer, Taiwanese companies often have a tendency to congregate in overseas 
investment places for the efficiency of delivery, and are highly dependent on the production 
network. Therefore, the level of agglomeration should also be included in the model that affects 
Taiwanese investment. 
Forth, labor cost. Multinational companies are pursuing cost minimization as the goal to carry 
out global production layout. Therefore, the wage level of labor and the level of local tax burden 
directly affect the profits of enterprises and must be considered as a key consideration in 
investment decisions. The low labor cost in the early mainland was the primary incentive to 
attract Taiwanese investment. In addition, due to the trend of industrial agglomeration, the 
correlation between labor cost and investment behavior is still uncertain. 
The geographical location is accompanied by social connections, which will have a huge impact 
on the choice of investment location. Information such as preferential policies related to 
location will also be implicit in the transportation distance. Taiwanese investment in the 
mainland is mainly concentrated in the eastern and southeastern coastal areas. It is a 
comprehensive reflection of geographical location and transportation costs. It should be 
equipped with corresponding indicators to indicate in the model. 
In addition, capital and facilities supporting capacity. The availability of funds, local finance and 
the ability of supporting funds for liquidity supply have laid the foundation for the development 
of regional infrastructure. The infrastructure will affect the agglomeration of foreign capital, 
and its supporting capabilities will affect the preliminary construction, daily operation and 
communication costs of foreign investment. Whether the supply level of land, sea, and air 
transportation, and the communications industry is perfect, affects the final investment choices 
of Taiwanese businessmen. There is a positive correlation between the two. 

3.2. Description of data and variables 
Table 1 lists the top ten major economies with direct investment in China in recent years and 
their percentages, with Hong Kong taking the first place in absolute terms and the other nine 
fluctuating around 20% of the overall investment. In order to reduce the interference of 
heterogeneity and achieve a better fit, this paper excludes the Hong Kong investors with 
obvious size difference and selects 9 foreign investors from South Korea, Singapore, the United 
States, Japan, Germany, France, the United Kingdom, the Netherlands and Taiwan for the 
Taiwan preferential policies evaluation. 
Since the PRD is a densely populated area for Taiwanese businessmen, and since preferential 
policies for Taiwanese businessmen in Guangdong are many and comprehensive, their 
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implementation is consistent with central policies. Therefore, this paper selects Guangdong’s 
TDIs as a whole to evaluate the effect of its regional policy implementation, and sets the years 
before 1994 and before 2010 (excluding the current year) as the time periods for synthesis. 
 

Table 1 the top ten major economies with direct investment in China 

Area 
Annual Investment 

2012 2013 2014 2015 2016 2017 2018 
Hong Kong 655.61 733.97 812.68 863.87 814.65 945.09 899.17 

Taiwan 28.47 20.88 20.18 15.37 19.63 17.72 13.91 
Korea 30.38 30.54 39.66 40.34 47.51 36.73 46.67 

Singapore 65.05 72.29 58.27 69.04 60.47 47.63 52.10 
United States 25.98 28.20 23.71 20.89 23.86 26.49 26.89 

Japan 73.52 70.58 43.25 31.95 30.96 32.61 37.98 
Germany 14.51 20.78 20.71 15.56 27.10 15.41 36.74 

France 6.52 7.52 7.12 12.24 8.70 7.90 10.11 
United Kingdom 4.10 3.92 7.35 4.96 13.54 10.03 24.82 

Netherlands 11.44 12.75 6.39 7.52 5.56 21.74 12.73 

Total without Hong Kong 
Total 259.97 267.46 226.64 217.87 237.33 216.26 261.95 
Ratio 23.3% 22.7% 19.0% 17.3% 18.8% 16.5% 22.6% 

 
In addition to policy shocks, other factors affecting investment should also be considered in the 
synthesis. For example, Dunning (2001) [2] has included the level and mode of trade in his 
theory of the investment cycle by considering the existence of substitution or complementary 
effects between trade and investment amounts. In addition, Pöyhönen’s gravity model (1963) 
[3] argues that the amount of trade between two economies is positively proportional to their 
respective GDP totals and inversely proportional to the distance between the two economies. 
Therefore, GDP and the distance between economies are also factors that influence investment. 
In this paper, considering the above factors, the fixed effects of Abadie and Hainmueller's study, 
and the data availability, the FDI volume is chosen as the indicator of investment change, the 
import and export trade volume, the measured economic distance, the per capita GDP of foreign 
invested places, the ratio of industrial value added to credit GDP, and the total FDI volume in a 
given year are used as the indicators of investment change in the synthetic control model. 
Explained variables. The data for each indicator are from the Guangdong Statistical Yearbook 
1991-2019, CEIC database, Statistics Division of the Executive Yuan of Taiwan, and UNCTADstat 
database. The economic distance is calculated with reference to the economic gravity model 
constructed by Jing Sun and Chongzheng Hsu (2011)[4], which takes into account the time and 
monetary costs of inter-regional travel, and measures the cost of transportation between 
investment sources and investment destinations. 

𝐸𝑅 = 𝛽 𝑇 𝐶  

In the above equation, 𝑓 represents the transportation mode 𝑓 between region 𝑖 and region 𝑗, 
𝛽 epresents the weight of choosing transportation mode 𝑓, 𝑇  represents the transportation 
time of transportation mode 𝑓 between region 𝑖 and region 𝑗, and 𝐶  represents the monetary 
cost of transportation mode 𝑓 between region 𝑖 and region 𝑗. In order to calculate the economic 
distance between the capital city of Guangzhou and each region, it is necessary to calculate the 
freight and transportation time. Taking the major foreign investment flows in Guangdong 
Province as an example, the freight and transportation time required for the calculation of the 
economic distance can be found on the Logistics Baba website, and the economic distance 
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between Guangzhou, the capital of Guangdong Province, and each region can be calculated by 
weighting shipping and shipping.  
The following table shows the descriptive and descriptive statistics for each variable. 
 

Table 2 Descriptive statistics of variables 
Variable Number Averages Standard error Min Max 

investment 252 34713.89 61491.32 128 564561 
lntrade 252 228.69 284.1445 0 1322.9 

lnper_gdp 252 10.29 0.46 8.93 11.08 
lnfdi_stock 252 12.91 1.52 8.11 15.87 
lnfdi_flow 252 123.52 72.85 1 249 

lnindustry_value 252 8.27 1.21 5 10.53 
credit_ratio 252 144.34 80.29 17.76 348.69 

eco_distance 9 143.05 132.76 3.19 307.37 
investment(1993) 9 17982.22 20082.83 338 59843 
investment(1998) 9 18595 13704.54 3516 39033 
investment(2009) 9 21492.22 19410.51 3405 63389 

 

4. Results and discussion 

4.1. Weights and synthetic TDI 
 

Table 3 Country weights in the synthetic TDI 
Country USA Japan Singapore 

1994 weights 0.433 0.165 0.401 
2010 weights 0.579 0.187 0.234 

 

The synthetic control weights 𝑊 , (ℎ)  and finally take the mean value of 𝑊 , (ℎ) =

∑ 𝑊 , (ℎ), which is given in Table 3 to construct the synthetic Taiwan-invested foreign 

source weights. Among the nine major sources of foreign investment selected, the United States, 
Japan, and Singapore are the sources of weights for the two syntheses. Among them, the U.S. 
has the largest weight, accounting for 43% in the first synthesis, 57% in the second synthesis, 
and Singapore has the second largest weight. Meanwhile, Table 4 presents a comparison of the 
main economic variables of real, synthetic, and other foreign investments before the 
implementation of the two policies in 1994 and 2010. The characteristics of real Taiwanese 
investment in Guangdong are close to those of the synthetic TDI. The synthetic TDI better fits 
the characteristics of real Taiwanese investment, such as investment flow and distance, which 
are directly related to investment behavior. In specific years, the synthetic values are generally 
higher than the average values of other foreign investments, and in 1993 and 1998, they are 
closer to the true values than the average values of foreign investments. Accuracy. In general, 
this method is a good fit to the development curve of Taiwanese investments in Guangdong 
over the past 20 years, and is suitable for assessing the effectiveness of the implementation of 
Taiwanese policies. 
From Figure 1, it can be seen that before the special status granted to Taiwanese investors in 
1994, actual Taiwanese investment almost coincides with synthetic Taiwanese investment, 
suggesting that synthetic Taiwanese investment better controls for the influence of unobserved 
confounding factors. The difference between the two post-1994 curves can be seen as a policy 
effect of the TDI Protection Act (TIPA); similarly in Figure 2, after ECFA granted Taiwan-
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invested enterprises a special status in 2010, the synthetic Taiwan-invested enterprises' 
investment can be expressed as a counterfactual estimate of the actual Taiwan-invested 
enterprises' investment. Before "Equal Treatment", the overlap between actual and synthetic 
Taiwan-funded enterprises was high, and the difference between the curves after 2010 is the 
policy effect of ECFA. The difference between the two curves after 2010 is the effect of the ECFA 
policy. Combining the two figures, we can see that although the weights chosen are different, 
the trends of the investment amounts of actual and synthetic Taiwan-invested enterprises are 
more or less the same. In terms of the overall fitting effect, the ECFA policy has a significant 
effect in the period of ten years after its announcement in 1994. There is intertwining in 2000. 
After 2004, the gap between the two curves reverses to negative, with the synthetic Taiwanese 
investment exceeding the real one. And after 2010, the gap gradually widens. 
 

Table 4 Predicted variable means 

Variable 
FDI of year1991 to 1993 FDI of year1991 to 2019 

TDI Synthetic TDI Other FDI TDI Synthetic TDI Other FDI 
lntrade 3.90 7.91 4.50 196.03 273.72 122.64 

lnper_gdp 9.24 9.99 9.91 9.54 10.39 10.22 
lnfdi_stock 10.45 11.72 11.57 11.14 13.44 12.62 
lnfdi_flow 168.67 120.38 9.29 187.79 129.00 10.29 

lnindustry_value 7.61 7.83 7.89 7.92 8.92 8.16 
credit_ratio 19.21 133.06 121.12 18.79 181.37 144.73 

eco_distance 3.84 91.62 160.46 3.84 121.09 160.46 
investment(1993) 26700 26660.9 16892.50 26700 32691.1 16892.5 
investment(1998) - - - 35115 29938 20787.5 
investment(2009) - - - 25545 35819.9 20985.6 

 

 
Figure. 1 Growth of actual Taiwanese capital in Guangdong compared to synthetic Taiwanese 

capital, using 1994 as a benchmark 
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Figure. 2 Growth of actual Taiwanese capital in Guangdong compared to synthetic Taiwanese 

capital, using 2010 as a benchmark 
 

 
Figure. 3 The gap between actual and synthetic Taiwanese investment in Guangdong 
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As shown in Figure 3, the gap between TDI and synthetic TDI before and after the 
implementation of the second synthetic TDI policy is selected here to observe the impact of the 
TDI policy on investment volume more visually. The figure shows that after 1994, the gap is 
positive, and then fluctuates around zero with small fluctuations; around 2010, the gap 
continues to reverse to negative, which is also the year when Taiwanese investment changed 
from "super national treatment" to "Equal Treatment". In short, the policy of TDI has enabled 
the development of TDI in Guangdong Province during the period of supranational treatment, 
which is "Comparable Foreign Investment".The overall difference between real and synthetic 
investment in the period of "Equal Treatment" fluctuates between plus and minus 200 million 
USD. The next part of the paper will discuss the policy in the context of Taiwan policy to examine 
the effect of the policy on investment promotion in specific periods. 

4.2. Intervention group transformation test 
In addition to transforming the method for robustness analysis, a placebo test can be conducted 
for foreign investors who do not benefit from Taiwan's policy by transforming the intervention 
group, i.e., randomly selecting one other foreign investor as an intervention individual and 
using the synthetic control method for validation. If it is concluded that the policy has no effect 
on other foreign investors and only provides a significant incentive to Taiwan, then the original 
hypothesis is valid, and the difference between Taiwan-invested and synthetic Taiwan-invested 
is due to the implementation of the policy, and the "Comparable Foreign Investment" policy has 
an incentive effect on Taiwan-invested firms, then the empirically estimated path of the effect 
of the policy is likely to occur. The test is larger than the control group. 
The implementation of the test is based on the control group weights, and the United States and 
Korea are selected as the intervention group to test the effect of the implementation of the 
"mutatis mutandis" policy. The largest weight indicates that U.S. and Taiwanese firms are the 
most similar among the nine selected economies; a weight of zero indicates that the 
characteristics of Korean firms differ significantly from those of Taiwanese firms. Figures 5 and 
6 show that, for U.S. firms, the actual U.S. and synthetic U.S. capital flows had the same trend 
during the period 1994-2010, with fluctuations around synthetic U.S. firms; for Korean firms, 
there was almost no difference between Korean and synthetic firms before the preferential 
policy was implemented. After the implementation of the policy, the curves of real and synthetic 
Korean investment still overlapped, and no significant gap was created in 2010, which indicates 
that the policy did not have a significant incentive effect on the investment activities of 
Taiwanese investors. This suggests that the policy has not had a significant incentive effect on 
Taiwanese investment activities. This can be confirmed to some extent by the fact that the 
preferential policies in this period have contributed to the growth of Taiwanese investment in 
Guangdong, and other coincidental factors have not been the dominant force. 

5. Conclusion 

This paper selects other foreign capital as the control unit as a suitable comparison for 
Taiwanese investment, and uses the synthetic control method as the identification method of 
event assessment to evaluate the investment promotion effect of Taiwan's economic policies 
and measure the investment incentive effect in different periods. Main research conclusions 
and shortcomings: 
First, the economic policy of Taiwan in the "Comparable Foreign Investment " has a more 
significant effect, but the investment promotion effect in the recent "Equal Treatment" period 
is weaker. This basic conclusion is also corroborated by some studies that the effect of ECFA is 
weak. The "Comparable Foreign Investment" policy of TDI has greatly encouraged and 
promoted Taiwanese businessmen’s investment in mainland China for a considerable period of 
time. However, as the mainland’s market reform and various systems continue to evolve and 
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improve, In recent years, the dominant position of Taiwanese capital relative to foreign capital 
has gradually diminished, and the old economic policies may become the threshold for 
Taiwanese capital to further develop in the mainland. During the period of "Comparable 
Foreign Investment", the difference between Taiwanese capital and synthetic Taiwanese 
capital was significant and showed a trend of expansion; entering the stage of "Equal 
Treatment", the growth momentum of foreign capital was more obvious than that of Taiwanese 
capital. This paper also verifies the positive effect of Taiwanese-funded preferential policies on 
the increase in investment through the robustness tests such as double difference and 
replacement intervention groups. 
Second, the stage of the Taiwan policy is confirmed by the empirical results. At the same time, 
there is also the fact that it is difficult to obtain specific policy implementation data for 
Taiwanese capital, so this paper cannot introduce a good mechanism analysis test for the time 
being. With reference to the areas involved in Taiwan's economic policy, subsequent analysis 
of the Taiwanese capital treatment mechanism can focus on taxation, subsidies, monetary 
policy and other areas. 
Third, this article evaluates the development of Taiwanese capital in Guangdong under the 
economic policy towards Taiwan. Guangdong Province has become a place where Taiwanese 
businessmen are intensively engaged in activities due to the convenient transportation and 
economic conditions for investment and development. The implementation of policies and the 
effectiveness of the results may have a magnifying effect and cannot be equated with There is 
still a lack of discussion on the effect of policies in other provinces on the heterogeneity of 
provinces and cities; at the same time, in future studies, the sample of foreign investment 
control groups can be further expanded. 
The investment behavior of Taiwanese businessmen at different stages is deeply affected by 
their own motivations and policy interventions. The incentive effect of Taiwanese 
businessmen's special treatment has shown a parabolic evolution from insignificant to 
significant to weakened. This is because facing the ever-changing political and economic 
situation, The effect of policy incentives received will be interfered by specific implementation 
procedures and external economic events. In the early stage of reform and opening up, the 
effectiveness of "Comparable Foreign Investment" as an institutional innovation to attract 
Taiwanese investment has been tested in practice; however, as for the new policy of turning to 
"Equal Treatment", as a "rational man", Taiwanese businessmen The round’s investment 
decision considers the possibility of obtaining profits and the avoidance of risks. The expansion 
or reduction of the original investment scale depends on the possibility of gaining a foothold in 
the competition and the degree of localization. In the new era, Taiwanese capital is facing the 
trend of share adjustment within the economic composition of the mainland. The economic 
policies implemented for Taiwanese capital should be aimed at helping Taiwanese companies 
remove obstacles to investment in mainland China, and meet the investment needs of 
Taiwanese capital as much as possible, so as to promote investment in the regional economy. 
Spillover effect. 
In order to better achieve investment incentives for Taiwanese businessmen, specific economic 
policy adjustments to Taiwan should be made in accordance with the current investment 
difficulties of Taiwanese businessmen, taking into account policy support mechanisms such as 
land, taxation, finance and currency. For example, the obstacles to Taiwanese businessmen’s 
investment in mainland China reflected in the White Paper for Taiwanese businessmen in the 
mainland include land laws—the 2011 “Regulations on Expropriation and Compensation of 
State-owned Land and Houses” and the “Investment Protection Law of Taiwanese Compatriots” 
conflict. The issue of “Equal Treatment” has not been achieved in land expropriation, which 
urgently needs to be coordinated and revised by specific laws; secondly, in response to the 
“removal of tax incentives and increase in taxes” reported by Taiwanese businessmen, 
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transitional measures can be added to the tax policy to slow down The increase in the threshold 
of tax incentives has strengthened the adaptability of Taiwanese enterprises to the cancellation 
of the "Comparable Foreign Investment" treatment; in addition, in response to the decline in 
gross profit and shrinking orders of Taiwanese enterprises in recent years, corresponding loose 
monetary support policies can be deployed to ease Taiwan enterprises' response to the RMB 
The investment is sluggish due to the impact of appreciation; specific policy adjustments should 
be determined by the needs of local Taiwanese businessmen. In short, Taiwan-funded policies 
need to have a certain degree of flexibility, timely adjustment of Taiwan-funded preferential 
policies, better cater to the needs of Taiwanese businessmen, and incorporate them into the 
local government-enterprise cooperation system, which is conducive to the integration of the 
regional economy. Properly develop cross-strait relations and economic exchanges and 
cooperation. The management of TDI policy is in urgent need of a change from extensive to 
intensive, from experience to science. Scientific evaluation of policy effectiveness and policy 
adjustments for problem governance are key factors to promote this transformation. 
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