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Abstract

Investment not only affects current-year economic performance
but also has an impact on long-term economic growth. Therefore,
the recent decline in fixed capital formation growth in Taiwan has
drawn wide attention and extensive discussion. Since this has been
accompanied by a sharp rise in Taiwan’s outward foreign direct
investment (FDI), it is worthwhile to study the relationship between
the two, for the reference of government policy-makers. To study the
relationship between outward FDI and domestic fixed capital
formation, this paper first analyses statistical trends of the two and
reviews empirical research of major countries to obtain a general
picture of the relationship. It then evaluates the impact of outward
FDI on domestic capital formation, using OLS techniques and annual
data, including industry-level data, for the period 1981-2005. These
results provide the basis for policy recommendations made in the
paper’s conclusion.
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