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A Study of Capital Flows across the Taiwan Strait
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Abstract

Owing to the indirect mode adopted for cross-strait financial
transactions in the past, as well as the restrictions that the government
still imposes on investment in China, private businesses have
frequently resorted to a variety of circuitous methods for remitting
capital to China. Such practices have made it extremely difficult for
the government to accurately keep track of capital outflows to China.

In this paper, the author attempts to identify as many as possible
of the channels of cross-strait capital flows, and to estimate the state
of such flows as of the first half of 2004 on the basis of the limited
data available. Using the international-balance-of-payments approach,
the author estimates a net capital inflow to Taiwan, mainly due to the
huge surplus accruing in its favor from trade with China. The author
also discusses the impacts of cross-strait capital flows on the Taiwan
economy and makes related policy recommendations.
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