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Exchange Rates Linkage and Foreign Direct Investment

— Evidence from Taiwan

Abstract

The most significant difference between Foreign Direct Investment and domestic
investment is that the former must involve the exchange risk of foreign currency. The past
studies have demonstrated that the firm’s Foreign Direct Investment is under the influnce
of the level and volatility of exchange rate. However, there were no consistent
conclusions with regard to the ways and directions of the influences. Some literatures
indicated that the difference was resulted from the firms’ different investment motivations.
However, the above literatures neglected that the places for Foreign Direct Investment is
an important factor in firms’ decision. When the firms consider at least two investment
places, the link between the currency of the host country and the third country should be
one of the important factors influencing the firms’ Foreign Direct Investment. In order to
find the influence of exchagen rate link on the firms’ Foreign Direct Investment, this
study allocated Taiwan businessmen’s Foreign Direct Investment, according to
investment motivations, into cost orientation by reducing production cost to maintain the
competitiveness and market orientation by expanding the market to increased the sales.
With regard to different investment motivations, this study estimates the influences of
exchange rate level volatility and link of the host country on Taiwan businessmen’s
Foreign Direct Investment to validate and compare the hypotheses of two investment
motivations in this study.

This study treated panel data of Taiwan businessmen’s Foreign Direct Investment in
U.S., Japan, Europe (Britain, France, Germany, the Netherlands), Malaysia, Indonesia, the

Philippines, Vietnam, Thailand and China from 1985 to 2006 as the research targets. The
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empirical result showed that as to market orientation, relative real exchange rate , relative
real exchange rate volatility and growth rate of real GNP and of host country export from
Taiwan to host country have positive and significant influences on Taiwan businessmen’s
Foreign Direct Investment. Relative real exchange rate volatility of the third countrys
reveal negative influence on Taiwan businessmen’s Foreign Direct Investmnet. As to cost
orientation, relative real exchange rate and relative real exchange rate volatility of the
host country reveal significant and negative influences on Taiwan bussinessmen’s FDI.
Relative real exchange rate of the third country, the cross product between dummy
variable of exchange rate linkage and relative real exchgange rate volatilty of host
country and export from Taiwan to host country reveal significant and positive influences

on Taiwan businessmen’s FDI.

Keywords: Exchange rate linkage, Foreign Direct Investment
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2001 2,880,323 1,550,938 523,339 2,221,201 7,175,801
2002 6,932,121 718,042 210,863 2,232,078 | 10,093,104
2003 8,340,071 615,641 298,100 2,413,560 | 11,667,372
2004 6,940,663 771,096 966,333 1,644,593 | 10,322,685
2005 6,006,963 659,835 264,145 1,523,469 8,454,412
2006 7,642,335 962,520 1,065,228 2,287,678 | 11,957,761
2007 9,961,542 1,783,395 2,094,481 2,592,102 | 16,431,520

EX N 67,095,447 13,750,473 11,222,206 | 28,093,093 | 120,161,219

£ B 55.84% 11.44% 9.34% 23.38% 100%

TR AREANKE ¢ TR TR EF

B FANARAERTA > BHREIRFTOE LR
*

Hoadck  HE L HEERE -

Ani XERURE - GUBFEOFHRFTAFRF bl g2 FRE T
FAARRE S AR FREZ L E P HNRBES BOFHRTALEARG B

Gt b o IR F § 32 2007 E S L AR FTAETHYRE (TAZ ) o
A

FHRFELERRY o BT BRI 12.46%

PR et g AR LR PP 2 R
b IE39%  HP A

EVR VR S

ERTRT RS AR LT BT AR LS
A gl
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2z CPHARTAEASBRFL
A ¥ 5 PO % R LB R e i Hw &2t
aErE 2,206 24 81 30 2.341
K 3,840 66 239 133 4,278
LB st
. 765 245 93 148 1,251
EIECR
L i |
# @ - 1,189 2 63 66 1,340
EIECR
P
_@, - 840 56 57 75 1,028
EIECR-
e BT
i _ 1,504 101 54 33 1,692
Bt ¥
£HEAS
- 2,482 30 71 23 2,606
i %
T+ R et
- 2,046 1,180 111 245 3,582
E/ECR-
T~ T A
AR Y & 2,605 1,015 92 185 3,897
TAKRHG
- 2,900 225 59 33 3,217
EIECR-
WHXE
i - 1,871 120 48 25 2,064
EIECR
EAl 3 -4 1 1,977 705 199 879 3,760
AR G E 188 281 108 1,028 1,605
i o & 24,413 4,070 1,275 2,921 32,661
(£ S| 74.75% 12.46% 3.9% 8.94% 100%

o (DF RS 2007 # 50k o
Q" WA Br FRFT e W2 48 LAERRE HER
PAGABERFHORERG I oAbl FW R
QF KR AT § TR TR ES -

A E A N FOFER

VARG o
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1980 & w0 » B e T {7 & A% I E 72 (net present value; NPV)ig 7 4 45 »
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FRF DAL A T R LT PR E R o F 4 1980 E 2 (5 i g
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PRI MARDT N EFIFALERT o AT FTERRERY RARFT =B
# & 3 8:(Dixit 1994):
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R T R T R BT & 256 (Campa,1993;Goldberg,1993) 5 £ 1"1}%
PAE T RF TR, F R AR F AT Bl o bl R SR A
FHDPERET  CERI AL A RMDAs TRFEFKT > 7 2 §ERHLER
FEFAHEF o FPL LT Br ARRFL G 2B U VERRTH AR (FEY=
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2w CREFHRFTEEFZLHFBOG ®Y)
BET L4
B OE 2004 & 2005 & 2006 &
ga | S| FEN | T :lf;' | o :lf;'
s LA | Moy s A s L
MR | A R 5 - R 5 =
iR 164 | 488 | 4146 | 89 | 337 | 3596 | 100 | 7.00 | 34.00
de £ & 3 - 3333 | 2 - - 4 - 50.00
Lo B 1 - 100.00 | 1 - 100 1 | 100.0 | 100.0
L ST 13 | 5385 | 1538 | 10 | 50.00 | 20.00 | 22 | 63.64 -
B/ R 21 - 5238 | 18 | 556 | 50.00 | 80 | 68.75 | 13.75
L/% % 6 | 1667 | 50.00 | 2 - 100 3 - 33.33
5 # 37 | 1892 | 2432 | 24 | 3333 | 5833 | 49 | 36.73 | 2041
P& 31 - 3226 | 14 | 2857 | 25 12 32
5k I 12 | 5833 | 41.67 | 10 | 60.00 | 40.00 | 9 | 66.67 | 33.33
Frde i 14 | 7.14 - 12 | 833 | 833 | 12 | 3333 | 833
3R 11 | 6364 | 3636 | 10 | 80.00 | 50.00 | 16 | 68.75 | 18.75
Er R 12 | 8333 | 3333 | 13 | 84.62 4615 | 10 | 90 30
EE R 12 | 5000 | 41.67 | 9 | 6667 3333 | 5 | 60.00 | 40.00
A% 36 | 91.67 | 41.67 | 28 | 9643 | 53.57 | 28 | 75.00 | 39.29
% & - 100.00 | 1 = - 100.0 -
B e E _ 25.00 | 1 - - - -
2 50.00 - 2 | 50.00 | 50.00 83.33 | 16.67
MR 49 | 3061 | 1224 | 30 | 40.00 1333 | 63 | 76.19 | 6.35
¢ R 730 | 7397 | 5521 | 644 | 80.43 | 65.68 | 694 | 74.78 | 64.12
AL % R:2004~2006 & R P TF EFERRD A ST (LA EF E)
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BT A AR R S o E A s SR A RETRLE S AR RRLE o F
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H__ Pl

. -Xexchange rate (1)
taiwancpi

Mz #(2005)% ) > ' F B3 > % ¥ (real effective exchange rate ,REER)q #ic ; &

Bh- MRS HEEES N G HuF bR hE B A A NS ko © 2

s 7 s o e ko e 0 R R QAR R R T R B
(competitiveness) 38 H £ i & o F]p AFTF L R R R L R

o M REAF FEPRFT o r LR ARPET T I T5E 5 10090 HE L
181 2 A AESRRY # A RFHARPHF FRFTHEL 1175 FF L5

206 (04T B4 A)o

TR R B AR AT R (200D D R G RSP DA FRART MRS
M2 Fenl feakd 4 > B FEend Wi oY b Ml edpdice R E WS 5 AR T
af—gm it fapdies 45 oA B fdpde § A F R (WPD i ¥ Fdp o Bp 2 AL 37 (GDP)T R
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Yormmondp o ST ERES .
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23 HE B RS RHAE R E
B Bl Eye P

FDI 109,2 0.23 173.6 233.3
Rl 155.38 71.427 100.9 18.126
RS 154.08 71.427 100.3 16.372
ol 0.1434 0.0182 0.0555 0.0265
i 0.1245 0.0183 0.0483 0.0245
Pir 0.9656 -0.8080 0.1779 0.5389
GDP, 6.80 0.020 2.4386 1.7589
Wi, 1.5478 0.7213 1.0005 0.1577
Export;, 34,814 2,140 15,645 8,228

ECHAGERKT(FDI)E N v S (Export; )E =R FHE AR A AL S

Hixipaw

£ 3 (GDP,)

17 S hEY ARE PERATELS G

Hixspaw
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R B B BE L
FDI 7,699 0 472,1 1,463
RH 278.99 47.468 117.53 29.61
RS 278.99 81.933 112.07 25.78
oll 0.9046 0.0181 0.0683 0.1075
o5 0.3181 0.0212 0.0658 0.0531
Pit 0.9878 -0.9364 0.3655 0.6177
GDP, 16.20 -13.10 5.8391 4.433
Wi 6.8677 0.0985 1.4708 1.4827
Export;,, 51,808 0.088 3,188 6,911
R B F(FDIE v (Export; )E 5 F W E A > B4 A LS £ F(GDP,)




2H BT ERLTE A R(Y = B)HARAHF FRI(R)
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