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The Effect of Investmentsin China and Brand-Expanding Potential
on Operating Performance— The Case of Taiwan’s
I nfor mation-Electronic Industry

Jwo-Rong Lin, Chi-Sheng Hsu,
Abstract

This paper explores the effect of investments in China and brand-expanding
potential on operating performance (measured by technical efficiency, return on
assets (ROA), and Tobin’s Q) by using the data of all publicly traded firms in
Taiwan’s information —electronics industry during the period of 1999 to 2003. Our
empirical results are: (1) While technical efficiencies of the sample firms have
increased year by year, Tobin’s Qs have declined. In addition, there exists an
S-shaped relationship between ROA and time (years). (2) Sample firms with both
investments in China and brand-expanding potential have lower technical
efficiencies and ROAs than those without investments in China or/and
brand-expanding potential. However, on average, the former have higher Tobin’s Q
than the latter, suggesting investments in China and brand- expanding potential
factors would enhance sample firms’ growth opportunities. (3) In addition to
reallocating inside resources to increase their technical efficiencies, the sample firms
can improve their long-run performance through investments in China and brand
expanding. To improve their long-run performance, however, the sample firms have
to bear the risk of declining short-run performance because of the expenditures of

foreign investments, advertisements, and researches and developments.

Keyword: Investments in China, Brand-Expanding Potential, Technical Efficiency,

Return on Assets, Tobin’s Q
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