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Abstract

With the bursting of the U.S. and European credit bubble, the global economic
attention has shifted to the Emerging Markets. Subsequently, Taiwan’s government has
put out its “Golden Decade” economic plan. However, Taiwan is currently facing an
economic recession and potential problems to future industrial growth. According to
reports, Taiwan possesses advantages in its geographic location and human talent;
however, given the detrimental impact of a worsening global economy on Taiwan’s
export-driven and labor-intensive industries, Taiwan’s government must play a paramount
role in the transformation and upgrading of Taiwan’s economy as a whole, particularly
the small-to-medium sized enterprises that form Taiwan’s main economic foundation.
Apart from attracting foreign capital into Taiwan, the government must also help
Taiwan’s industries look outwards, such as through regulations that facilitate the use of
mergers and acquisitions (M&A) or similar financial transactions that will increase
Taiwan’s international competitiveness. The question of how the government can help by
not only bringing investments to Taiwan, but also facilitating a global Taiwanese
economic expansion, is therefore, an important one. This paper’s main conclusions and
recommendations are as follows:

1. The Investment Environment

While Taiwan already possesses a comparative advantage and global
competitiveness in its high tech industries, there are still tremendous potential for growth
in the biotechnology, medical, and cultural sectors. Here, the government should
implement a clearer policy and play a more active role in the promotion and development
of these industries. Moreover, Taiwan must actively seek to integrate itself into the
regional economy as more Asian countries sign preferential trade agreements. Taiwan’s
geographic and cultural proximity to Mainland China offers many investment
opportunities for foreign investors to enter China via Taiwan. Thus, when the
opportunities arise, Taiwan’s businesses must actively work with foreign investors and
PE funds to invest in China, acquiring established and financially sound, yet undervalued
entities, and consolidating value-generating businesses. Furthermore, with regards to
cross-strait economic exchanges, while Taiwan has allowed Chinese investments into 230
sectors, most are considered “sunset industries.” Despite signing a Memorandum of
Understanding aimed to promote greater economic cooperation in the financial sectors on
both sides of the Taiwan Strait, there still lacks institutions and mechanisms that facilitate
Chinese capital investments in Taiwan’s financial industry. Ultimately, the government
needs to relax its regulations towards Chinese capital in order to deepen cross-strait
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economic cooperation, expand common economic interests, and promote an
expansionary path for Taiwan to access the global market. To prevent economic
marginalization, Taiwan must abandon its isolationist policies and adopt a more macro
perspective; and this is the principal concept and focus of the report.

Foreign Capital
(PE Fund, Sovereign Wealth Funds, and
Foreign Investors/Enterprises)

4 N

Mainland China <:‘> Taiwan’s Enterprises
(Chinese Capital, Chinese (Taiwan’s investors, National
Investors/Enterprises) Development Fund, Taiwan’s

Industries/Enterprises)

2. The Proposed Business Approach

Traditionally, when attempting to draw foreign investors, Taiwan has started from a
self-protectionist perspective, opening up only the sectors that are already in decline. This
report proposes that the government should permit foreign investments in more attractive
industries in order to draw in more foreign capital. At the same time, the government
must also develop a comprehensive and consistent regulatory framework that will
facilitate foreign investment in Taiwan, as well as alleviate compliance concerns, reduce
the cumbersome regulatory review process, and ultimately demonstrate the value-added
of investing in Taiwan.

3. The Regulatory Policies and Law

The Investment Commission of the Ministry of Economic Affairs (MOEAIC)
applies strict demands on foreign investors coming to Taiwan. With an unclearly defined
legal and regulatory system, coupled with the lack of institutions and forums for investors
to engage in discussions with the competent authorities, the current investment process is
both lengthy and inconsistent in nature. This will subsequently affect the willingness of
investors to invest in Taiwan. Therefore, the government should establish a stronger
review mechanism that is both transparent and predictable. This will encourage PE Funds



and Mainland Chinese investors, both of whom are the most willing and able to invest in
Taiwan, to invest. Moreover, the government should adopt a more innovative approach
when dealing with minority shareholders as well as the privatization of listed companies.
And finally, we must emulate the governments of Singapore and Korea in their ability to
allow Singapore-based Temasek and Korea’s Korea Investment Corporation to use
investment funds to strengthen their national development. Liberalization in Taiwan’s
investment policies will create the means to support the domestic enterprises and

transform Taiwan’s economy into an Asia-Pacific trade hub.
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( investors )

Management
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Investment

* (1%
Capital repayment,
T Firm name. return on invested Investment
2. Office equipment capital, management £ 99%. » Capital repayment
3. Payroll system fees, carried interest return on invested

4, Staff relationships capital

Fund
( limited partnership)

Portfolio
companies

Fd-1l 3P tui
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Global’ private-equity investments?
$ billion

814
766
| 68 | 248
= = CAGR? (%)
== 2003—07 2009—10
323 323

288 gmr -
27 J 479 . 46 | )

’ 127 145 424 143 184
147 45 5 e3> 1

Asia—

Europe 60 71
P 134 137 127 144 Q1

North America’ 69 68
2003 2004 2005 2006 2007 2008 2009 2010

Mk D D @ D O O O @

1 Includes Asia, Europe, and North America.

2 Includes buyouts, tumaround, PIPE (private investment in public equity), expansion, pre-IPO, and mezzanine.
3 US and Canada.

4 Compound annual growth rate.

Seurce: Capital 1Q; AVCJ; Recof M&A; McKinsey analysis

B 4-6 &7 & PE 3 Sl Tt £ i80S &
F 4L % & : McKinsey Company (Private equity Asia-Pacific) .

Value of PE investments!
$ billion
South Korea
Greater China? 6.5

214 44
181

187 144 1456 -
9.8 T

-

05 06 07 08 09 2010 p;

India 3 :
147 \’1| P

. 9.2 NS

; Uy

40 923

1.3

08 09 2010

i 6.9
46

2.4

)
05 06 07 08 09 2010 S e - 05 06 07 08 09 2010
N 7§ = B —
Southeast Asia® e
outheast Asla ~FZ rg\ Australia/New Zealand
s ~
121 =
197
178
64 T4 85 80 . A \
N \ »—
) — / 80 74 85
~ \\4\ / 32
05 06 07 08 09 2010 S
v} 05 06 07 08 09 2010
1 Includes buyouts, expansion, PIPE (private investment in public equity), pre-IPO, mezzanine, tumaround.
2 Greater China consists of China PRC, Taiwan, Hong Kong, and Macau.
3 Southeast Asia consists of Brunei, Cambodia, ia, Laos, , My , the P , Singapore, Thailand, and Vietnam

Source: AVC.J; Recof M&A; McKinsey analysis
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7 %k : McKinsey Company (Private equity Asia-Pacific)
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Growth of Asian Private Equity Fund Pool (2000 - 2009)
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2000 2001 2002 2003 2004 2005 2008 2007 2006 2009
I I Agia (axcluding Japan) II Japan only
Fig.1 souwrce. Asia Private Equity Review
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1IPO
Trade sale

Total value of private-equity exits in Asia Private-equity exits in Asia

% billion Number
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Global MEA Activity - Quarterly
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Global Cross Border M&A Analysis - Deal Value
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Global Mid-Market M&A Activity - Ciuarterly
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Investing in companies with future earning potentials
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