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Abstract: 
This paper is a policy analysis research. The objective of this research is to theorize practical knowledge and draw a roadmap for future policies making. It marshals several ongoing SME financial supporting policies in Taiwan and maps out the linkage between these policies. By theorizing the policy practice experiences and developed the network relations between government policies, this paper illustrates that policy practices could be clearly shaped with visible framework. With the framework work efficiently, there may be an aggregating efficacy in SME financial supporting policies, which we called holistic efficacy.

Considering the holistic efficacy of financial supporting policies, the resources made available by the government for SME guidance should also be adopted in the framework. However, the simple review into the effectiveness of the framework thus is the questions that: whether the structure of the framework are appropriate to the effective operation in Taiwan and other countries; and whether the efficacy is sufficient to expedite economic development as well as assisting the development of industries.

Basically, Taiwan’s policy practice may provide a comparative case for other countries. By the framework addressed in this research, we hope policy makers and entrepreneurs may clearly find their position and make the most appropriate decisions whenever they need. We also do hope the preliminary finding in this work provides a pioneering direction for future multi-effects estimating researches and policy practice. 
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1 Background
Financing is the lifeline of an enterprise, and it’s particularly true for SMEs. The SMEs’ small size, limited earning ability, lack of collateral and unsound accounting systems, all make them difficult to secure financing from financial institutions. According to the Survey of Domestic Investment by Manufacturing Industry, 34.73% of small enterprises in the manufacturing sector felt that they were having difficulty in securing funds; 31.48% of medium-sized enterprises felt the same; meanwhile, only 19.45% of large enterprises felt having difficulty in securing funds.
 By regardless of the size of the enterprise, the top three reasons given by manufacturing enterprises as to why they had been experiencing difficulty in securing funds were: more rigorous loan application procedures by banks (52.99%); tighter bank lending policy due to a downturn in the industry (45.59%), and high interest rates (44.48%). Other reasons given included an inability to furnish adequate collateral (37.69%); banks being unable to process loan requests fast enough (15.81%), and low stock prices making it difficult to implement a public or private offering (8.31%).
Since 1950s, Taiwan government has tried to cope with the financial supporting problem for SMEs. A central element of the debates is that the private loans, venture capital, and a variety of assistance programs with State-funded investment banks and other government alternative scheme, should be available and co-ordinated to SMEs.  The governmental policies thus had it’s beginning in the Sino-American Fund to make Financing loans for SMEs. Then in 1966, the International Economic Collaboration Committee (the forerunner of Council for Economic Planning and Development, CEPD) established the Small and Medium Enterprise Guidance Team to handle matters relating to the provision of loans to meet SMEs’ working capital and other needs. Then, following the sideline industrial production by farming family and rapid growth in industrial production, Industrial Development Bureau (IDB) in Ministry of Economic Affair (MOEA) established the SME Joint Service Centre in 1970, in order to work in collaboration with the Credit Guarantee Fund and the Medium Business Banks, which at that time are administered by Ministry of Finance (MOF). Afterward, in 1974, a great number of SMEs suffered from the recession and inflation brought up by the oil crisis, the government provided funding support to establish the SME Credit Guarantee (SMEG) through the joint efforts of the MOEA, the MOF, and the Central Bank. Whilst the SMEs really suffer a big challenge at that time, some scholars even view the periods from the 1970s through the mid-1980s as “golden age” of SME in Taiwan.

Following the rapid economic liberalization, the government then established the Small and Medium Enterprise Administration (SMEA) to have responsibility for the provision of guidance to SMEs. The vision of the SMEA is to create an environment beneficial to the establishment and growth of SMEs. The strategies and key operational areas are as Integrating the SME Financing Mechanism; Building a Platform for Enterprise Start-up and Incubation; Strengthening the SME’s Management Guidance Function; Enhancing SMEs’ information technology capabilities; as well as Strengthening the SME’s Management Guidance Function. The agency is positioned to serve as a support for SMEs. 

Meanwhile, in order to strengthen the overall synergy for SME assistance, in 2003, MOEA strategically replace MOF to become the competent regulatory agency for SMEG and Joint Assistance Fund.  The changes of regulatory authority truly imply some political debates in the evolution of policy strategies. Actually, past policy researches often highlight remarkable success in single policy or single industry. This paper thus hopes to marshal several ongoing SME financial supporting policies with mapping out the linkage between governmental measures, and to underscores the co-operation in the governmental financial supporting policies with developing the framework for emphasizing the holistic efficacy. We’ll set Taiwan as a case study and take an overview for financial supporting measures in Taiwan at first. 

2 Overview

Despite the broad range of finance sources and the fact that interest rates are rather low, SMEs continue to report difficulties in obtaining sufficient finance. According to the 2005 Survey of Domestic Investment by Manufacturing Industry, more than 70% of Taiwanese manufacturers (both large enterprises and SMEs) make use of loans from domestic banks to provide funding for operations and investments. 38.58% of large enterprises and 14.81% of medium-sized enterprises obtained funding from the issuance of commercial paper, depository receipts and corporate bonds, 0.74% for large enterprises and 6.18% for medium-sized enterprises of funding from friends and relatives, and from revolving credit associations. Contrarily, as for small-size enterprises, 35.01% of funding was from friends or relatives and from revolving credit associations. Small-sized enterprises in Taiwan are thus still heavily dependent on personal relationships when it comes to securing funding, and as a result have a much weaker financial leveraging ability than large or medium-sized enterprises.
Actually, Taiwan has robust financial and capital markets that offer a wide variety of funding sources for businesses. Besides, not only in Taiwan but also in other country, governments have provided a range of financial supports to SMEs, such as investment, grant aid, and subsidy. The sources of financial supports for SMEs & Start-ups are illustrated as figure 1. 

Figure 1: The Sources of Financing for SMEs & Start-ups
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Source: The website of Taiwan SMEA, /www.moeasmea.gov.tw/
The sources of financial support, especially those provided by governmental policies include the Development Fund (DF), the SME Credit Guarantee Fund (SMEG), SME Development Fund, SME Investment Companies, and other government departments was illustrated as figure 1, with Private Funds, Market Capital, VC and Incubation Fund Account. Other Government Departments also join the SME financial supporting measures by reward and expenditures. Via investment, loans, and guarantee, by Development Fund, SME Development Fund, SME Investment Companies, SMEG, Incubation Fund Account, and Private Funds with Capital Markets & venture capital, the sources of SMEs & Start-ups financing are truly multiple and the government actually provides a range of financial supports. How to deal with the multiple policy instruments thus is a big challenge for policy maker and practiser. Here we will pick up some part of this figure at first as follow:

(1)Development Fund (DF)

The DF was established in 1973, it’s currently governed by “Statutes for Upgrading Industries”, that was initially enacted in 1990, to replace the then expiring “Statute for Encouragement of Investments” enacted in the early 1970s. The Development Fund is one of the tools for implementing Taiwan’s industrial policies, and with the aim of promoting industrial upgrading and improving the structure of industry, with a view to expedite Taiwan’s economic development and to strengthen the nation’s competitiveness through investing and financing.

The governing regulation is §21, it illustrates that FD is:

◆
To set aside an appropriate percentage of the development fund in support of projects relating to providing necessary assistance to the development of medium and/or small enterprises; 
Meanwhile, the financial source of the DF thus shall be the appropriations from National Treasury. In addition, the operating balance of the DF, if any, may be put into the fund after due budget approval procedures for continuous use. The uses of the fund include:
◆
Extension of loans, in line with industrial policy, to assist in the healthy development of industries as well as small and medium-sized enterprises.
Thus, the DF may directly invest SMEs, or indirectly via VC. It could also invest SMEs through SME Investment Companies or provide loans for SMEs through domestic banks. Due to the character of public capital, DF actually not often invests SMEs directly, but often invest big or strategic company positively. And that’s the primary complain regularly discussed by the SMEs.

(2)SMEG
In early 1970's, a great number of SMEs suffered from the recession and inflation brought up by the oil crisis, at that time the financial institutions turned to be conservative and requested very stringent collateral requirements on SMEs' loan applications. SMEs thus encountered great difficulties in obtaining financing. To cope with these situations, the Taiwan SMEG was established in 1974 to strengthen the financing assistance to small and medium enterprises. The objectives of the SMEG are simply to provide credit guarantees to SMEs, especially those in normal operation but are short of collateral for external financing. With guarantees provision, the SMEG helps SMEs to smoothly secure financing from financial institutions. Essentially, the operation of the SMEG is in line with the government's financial and economic policies to assist SMEs.
Governing regulation of the SMEG is “SME Development Statute”, it illustrates that: 

Article 13

 In order to help SMEs to secure financing, the regulatory authority at the central government level shall coordinate the activities of financial institutions and credit guarantee institutions to strengthen the provision of financing and guarantees to SMEs. 
In order to increase the funds available to SME credit guarantee institutions, the regulatory authority for the financial sector shall allocate donations to these institutions. Financial institutions shall collaborate in this allocation of donations to SME credit guarantee institutions. And the regulatory authority shall proactively help SMEs to secure bank loans, and shall report the annual results in this area to the Cabinet.
Up to the end of July 2007, the donations for regular credit guarantee programs have totaled NT$67.8 billion (83.87% of which are from the central and local governments, and 16.13% from the contracted financial institutions) and the separate funds for special guarantee programs have totaled NT$2.85 billion. 
 (3) SME Development Fund
The SME Development Fund seems playing a similar role as the DF. However, it didn’t invest SMEs & Start-ups directly but indirectly via SME investment companies. It could also provide loans for SMEs & Start-ups through domestic banks, which are clearly illustrated in figure 1. And the SME development Fund also helps SMEA to provide expenditure for SME supporting measures, such as subsidies for establishment of incubation centers by public and private institutions. 

The SME Development Fund has for many years been providing support for a variety of SME guidance policies and measures; its role in this respect has been of the utmost importance. However, because of the limited size of the Fund, and the difficulty in developing new sources of income with the current low level of interest rates in Taiwan, the Fund’s interest income has not been sufficient to meet its steadily increasing expenditure. As a result, the Fund has been in the red for several years. The loans and investment that the Fund provide, fall under the category of long-term financing, with little chance of making a significant return on investment in the short term, so the Fund’s ability to use profits from previous investment to support new investment is limited.

(4) SME Development Companies

Although the four SME Development Corporations’ business areas include seven other areas besides investment and advisory services, in reality most of their operating revenue is derived from investment activity. However, the investment activity for SMEs is vulnerable to the ups and downs of the business cycle, and in the last few years the SME Development Corporations’ operational performance has been disappointing. Actually, SME Development Companies are more like VC. They invest SMEs or other enterprises, and of course have a top priority to SMEs. This is quite essential to understand the difference between SMe Development Companies and VC. 

(5) Incubation Fund Account

More than 90% of the incubator centers currently operating in Taiwan receive funding from the SME Development Fund; on average, the SME Development Fund pays out around NT$180 million in subsidies to these incubators each year. The SME Development Fund itself suffers from restricted funding sources; as a result, it has been making a loss for several years. There is thus an urgent need to review the funding mechanisms used to support incubator center operation in Taiwan. 
3 the Framework and Holistic Efficacy

As last paragraph, we have illustrated an ecological analysis to the governmental SME financial supporting policies. However, we’ll try to explain the framework and elucidate the holistic efficacy that the SME financial supporting policies may contribute. Actually, failure to obtain growth capital may result in small business managers resorting to a steady-state or low-growth strategy, and may also result in business owners exiting a company before it has realized its growth potential. Nevertheless, the higher level of risk that financial institutions have to bear when granting loans to SMEs, leads to the imposition of rigorous screening procedures for SME financing. The need to pay higher financing costs thus constitutes a significant extra burden for SMEs. To ensure that SMEs continue to receive the help they need, a proactive, flexible policy coordination and management mechanism should be established. 
In 2002, the government launched the Firefly Counterpart Guarantee Fund (FCGF), which we think may connect the DF & other agencies for providing financial support for SMEs with promoting the holistic efficacy. As the name of the project implies, the leading companies are expected to exert the spirit of fireflies, which glow in the dark, symbolizing the meaning of sharing, mutual benefit and coexistence of all enterprises involved. The network force in cluster and relations between companies are confirmed. Complying with promoting enterprises' innovation and R&D, the FCGF project aims to help raise the enterprises' production value and competitiveness. Under the mechanism, the SMEG joins the leading companies of various industry sectors in appropriating counterpart funds for providing credit guarantees for their production/supply SMEs. 
The fund hopes to be raised from the leading companies of various industry sectors. The SMEG will then provide counterpart fund to help the production/supply chains of the donating companies. The donation for each enterprise is NT$50 million in principle, however, which can be adjusted by the industrial traits, and the minimum is NT$20 million.  

The operation flowchart of the FCGF is as figure 2: 

Figure 2: Operation flowchart of Firefly Counterpart Guarantee Fund (FCGF)
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Source: The website of SMEG, /www.smeg.org.tw/
Up to present, the FCGF has successfully set 3 cases, including Chunghwa Telecom, China Steel, and Lih Pao Construction Co., LTD. There still are some arranging cases, such as Women Enterpriser Fund (by Council of Labor Affairs of the government), international co-investment of Japanese large companies (forthcoming cross-national investment), and digital content with cultural creative industry by incognito leading company (forthcoming, too).

The FCGF seems has innovative strategy to cope with the public and private capital. However, due to various sector have different industrial strategies, it seems need to do further researches for the cases study about what we mentioned as well as check the operation flow chart. We may also see the holistic efficacy illustrated in figure 3 as interaction of financial supporting policies for SMEs. 

Here we unite the DF as an upper policy instrument to expedite economic development and to assist the sound development of industries. The SMEG here is put in the below, and the institution such as banks, venture capitals (VC), traditional industry (TI), Leading Company (LC), and the newly emerging digital contents & cultural creative industry (CCI), all play their roles in the framework. 

Obviously, SMEG play a simple role that is providing credit guarantee for SMEs. Nevertheless, the Leading Companies and banks here may join the mechanism via FCGF. Moreover, private fund, market capitals, and VC all join the mechanism via LC or co-invested with DF. Thus we may observe that the DF provides three kind of program relative to SMEs’ financial supporting. It invests DC & CCI, provides loans to assist the upgrading of SME, and invests SME directly or through VC. Although investments for DC&CCI and VC are indirectly relating to SME, considering the industrial trait, we put them into the holistic effect framework, showing that the government’s strategy by investment is important to SMEs as well as heavy industries.

Yet SMEs are seldom picked up for being investing case, simply because of SME’s small size, limited earning ability, lack of collateral and unsound accounting systems. Take DC&CCI for example more exactly, in our framework, IDB, GIO, and CCA, all can invest small DC&CCI companies with a budget of 0.5 billion by each. The cases are eligible for those investments not exceeding 100 million. Accordingly, cases exceeding 100 million were invested directly by DF, and so is augmenting investment in venture capital programs. 

Figure 3: the interaction of financial supporting policies for SMEs
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Here we may see: investment is the major task that DF bears. However, SMEs often got the image that SMEs could only get loans, or get guarantees from banks with government agencies. Through the interactivity of government’s investment, loan, and other measure, the goal of financing support, industries upgrade, enterprises grow, or go international may be achieved by policy interaction and holistic effect. This is what we said that policy maker should chase for the economy development and take concerns with the multiple-effect and holistic efficacy between financial supporting policies. And in addition to coordinating the allocation of resources for SME management by different government agencies, this mechanism should also be used for appraising the results achieved in existing SME guidance programs, ensuring that there is no duplication of effort, and making sure that the resources made available by the government for SME guidance are used efficiently.
4 Conclusion

Entrepreneurs need finance to translate ambitions into reality. In order to improve the access of small enterprises to financial services, the European Community has promise to identify and to remove barriers to the creation of market. By improving the relationship between the banking system and small enterprises, and by creating appropriate access conditions to credit and to venture capital, with improving the access to the structural funds and welcome initiatives by the European Investment Bank to increase funding available to start-ups and high-technology enterprises, the European Charter for Small Enterprises illustrate the tax systems should be adapted to reward success, encourage start-ups, favour small business expansion and job creation, with facilitating the creation and the succession in small enterprises. So is Taiwan government and it’s policies. 

Taiwan government has launched a lot of expenditures for SME guidance. The entire expenditure of the SMEA, only NT$1.4 billion, was allocated to SME guidance and most of which were subsidies. By the way, in 2005, the amount of contribution to the SMEG was NT$4.75 billion, far more than the expenditures of the SMEA. According to the statistics for government’s resources allocated to SME guidance, the DoIT actually made the single largest contribution, of NT$6,770 million, followed by the IDB with NT$2,000 million, and the Bureau of Foreign Trade with NT$1,822 million.
 

Obviously, the SME affairs are still under the historic “Trading-Industrial-Technologic” administrative logic. And this is what Graham Review into the effectiveness of the Small Firms Loan Guarantee (SFLG) in England discussed that there are currently exclusions to the SFLG scheme that need to remove, especially when mention about creative industries sector. Many people are still not eligible for the financial supporting scheme, including almost all self-employed artists such as authors, composers, playwrights, musicians, actors, theatrical companies, and so forth. This is why we design the framework with the DC&CCI sector to illustrate the newly emerging industries. 
By the end of 2006, the SMEG with limited finance and human resources has helped over 200,000 SMEs successfully get external financing. Nearly 502 of them have developed and are traded on the stock market or over-the-counter (OTC) market, including some world-known electronic enterprises such as Acer Co., Honhai Co., Giga-Byte technology Co., etc. Actually, the role of credit guarantee system is not only a way to enhance the creditworthiness of SMEs but is also one of the key policy instruments for economic development. 
But the SMEG is still facing the challenges of “How to build a self-sufficient operational system” and “How to reduce the default rate and expand the guarantee business at the same time”. This is why we recommend the holistic framework and efficacy by uniting DF with the FCGF. And in addition to coordinating the allocation of resources for SME management by different government agencies, this mechanism should also be used for appraising the results achieved in existing SME guidance programs, ensuring that there is no duplication of effort, and making sure that the resources made available by the government for SME guidance are used efficiently.
The problem is that the effect of FCGF is partly depending on the LC’s project or investment. With the goal of the holistic efficacy is to promote the industry but considering that some sectors are still immature, and in which large company at the same time may not appear, the government thus should take the responsibility to play the leading role. Meanwhile, the market for venture capital and incubation Fund Account also remains immature. Continued support for the venture capital market, through co-investment and partnerships with the private sector in future seed and venture capital programmes thus are as important as governmental financial supporting measures. 

Considering the holistic efficacy of financial supporting policies, the resources made available by the government for SME guidance should also be adopted in the framework. The simple review into the effectiveness of the framework thus is the questions that:

· whether the structure of the framework are appropriate to the effective operation in Taiwan and other countries; and 

· whether the efficacy is sufficient to expedite economic development as well as assisting the development of industries.

Basically, Taiwan’s policy practice may provide a comparative case for other countries. By the framework addressed in this research, we hope policy makers and entrepreneurs may clearly find their position and make the most appropriate decisions whenever they need to. We also do hope the preliminary finding in this work provides a pioneering direction for future multi-effects estimating researches and policy practice. 
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� Here, large enterprises are those with 200 or more employees; medium-sized enterprises are those with 100–199 employees; and small enterprises are those with less than 100 employees. The data source is from Statistics Department, Ministry of Economic Affairs, Survey of Domestic Investment by Manufacturing Industry, October 2005.


� The DoIT has launched Taiwan's SBIR (Small Business Innovation Research) promoting program since 1999, which mostly referred to the SBIR of US version.
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