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designs.  However, if the new foundries on the mainland experience massive 
overcapacity, they will have a continuing economic incentive to manufacture pirated 
designs -- knowingly or inadvertently, through lack of the necessary diligence -- in 
order to sustain their capacity utilization rates.  This concern is heightened by the fact 
that China has a decidedly mixed record with respect to the protection of intellectual 
property. 

The U.S. government should raise the VAT issue with China bilaterally and insist that China 
eliminate the discrimination against imported semiconductor devices by lowering the VAT on 
imports. 

- China is emerging as a major competitor for talented manpower.  A country’s 
success in international semiconductor competition depends in large part on its ability to attract 
and retain the most talented entrepreneurs, engineers, and researchers in the field.  The United 
States has traditionally been the world leader in this respect, but it is now being cha llenged by 
other countries.  The system of individual income taxation in Taiwan and China enables 
semiconductor personnel to receive company stock and options as compensation in a manner 
which results in little or no actual income or capital gains tax being paid when the stock is sold -- 
with the result that Taiwanese and Chinese firms have a competitive advantage (the lure of rapid 
personal accrual of substantial wealth) with respect to competition for talent that other firms 
cannot match.  China and Taiwan are offering other incentives to individuals in the 
microelectronics field, such as support for establishing a new business, and while they are not the 
only countries to do this, they have enjoyed the greatest degree of success.  While the migration 
of a considerable number of talented people to China and Taiwan is inevitable, it is not in the 
interest of the United States to lose its leadership as a desirable location for leading talent in the 
microelectronics field to China, Taiwan or any other country or region.  The U.S. government 
may not be able to match some of the incentives being offered by China, Taiwan, and other 
countries, but through increased federal spending on cutting-edge microelectronics R&D, 
particularly in the universities, it can ensure that the U.S. remains fully competitive in the 
intensifying global struggle over the limited pool of sophisticated talent. 

- No U.S. policy response exists with respect to the largely tax-free business 
environment for semiconductor manufacturing and design firms in China/Taiwan.  China is 
replicating Taiwanese policies which virtually exempt semiconductor firms from payment of 
corporate income tax.  Such tax rules were a primary factor underlying massive semiconductor 
investments in Taiwan in the 1990s and are now being implemented in China.  While it is 
virtually inconceivable that the United States would match such policies, the fact remains that 
differences in national tax policies are becoming an important factor underlying locational 
decisions in the semiconductor industry, and absent a U.S. policy response, such differences will 
increasingly determine where semiconductors are designed and produced. Some form of U.S. 
policy response is required. 
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TSMC's Tax Credits Have Boosted Reported 
Profits
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Source: TSMC financials.
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TSMC Enjoys Significant Tax Credits and 
Rarely Pays Taxes
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Source: TSMC financials.
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Figure 15 

Growth of Venture Capital 
Investments in Taiwan 

New Venture Funds Established Per Year (1984-2001)  

 

New and Accumulated Capital Levels (1984-2001) 

 
 
 
 
Source: Taiwan Venture Capital Association, www.tvca.org.tw/eindustry. 
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Figure 15

Some of TSMC's Acquired Assets Have
   Their Origins in Government
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Figure 19 

Graphic Depicting Industrial Linkages of Taiwan's 

Si-Soft Project 

 
"Building out the Taiwan electronic industry supply chain with Si-Soft" 

 
 

 
 
 
 
 
 
Source: Chun-Yen Chang and Charles V. Trappey, The National Si-Soft Project. 
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China VAT: Competitiveness Effects 
A Highly Simplified Example for Domestic Final Sales: Normal VAT on Domestic Goods

Suppliers

Labor
$100

Manufacturer

Equipment Post-VAT Profit

$100 $83

Raw Materials
$100

Figure 2

 + 17% rebatable

$17 

 No VAT

 + 17%

$68 
Price
$400  + 17% not  rebatable

$17 
$468 

The manufacturer's
 net payment to

 the government is
 $68 minus $17,

 or $51.

Given: Market Price
$400 
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