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This paper investigates the interrelationship between the migration ofTaiwan's industries to China and the Taiwan's fundamentals. Theresults from cointegration test and VECM show that there exists along-run equilibrium relationship between the capital outflows toChina and the Taiwan's macroeconomic fundamentals. The co-movementsamong them are presented in Johansen's first model, with no linear andquadratic trend. The VECM also shows that, in the short-run, all thefundamentals are shown to be the factors influencing the activities ofthe industries migrating to China. The Granger causality, however,argues that the fundamentals in Taiwan cannot play the leading rolesof the activities of the industries migrating to China. From theimpulse response, we find that the migration of Taiwan's industry toChina responding to the shocks of GDP and interest rate issignificant. The final finding from the variance decompositionpresents that the key factor explaining the forecast error variance( FEV) of the capital outflows to China. Moreover, the stock price isfound to be the only factor which can exhibit an explaining power inFEV of the migration of Taiwan's industries.

