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勞力密集工業 輕工業

重化工業

1950

1973:

Manufacturing:Registered capital under 

NT$ 5 million and total assets not 

exceeding NT$ 20 million, or registered 

capital under NT$ 5 million and the number 

of regular employees in accordance with 

the standards as below: (1) under 300 

persons for garments, clothing and 

electronics industry; (2) under 200 persons 

for food products industry; (3) under 100 

persons for others. Commerce, 

transportation services and other 

services:No change.

1977:

Manufacturing:Paid-in capital under NT$ 

20 million and total assets amount not 

exceeds NT$ 60 million, and the number of 

regular employees not exceeds 300 

persons. Mining andquarrying: Paid-in 

capital under NT$ 20 million and the 

number of regular employees not exceed 

500 persons. Commerce, transportation 

services and other services: Annual 

operating revenue under NT$ 20 million; 

and regular employees under 50 persons. 

1979:

Manufacturing:No change. Mining 

andquarrying: Paid-in capital under NT$ 40 

million and the number of regular employees 

not exceed 500 persons. Commerce, 

transportation services and other 

services: No change.

light industry stage Heavy and chemistry industry stage labor intensive stage

1967

:

Manufacturing:Capital under NT$ 5 million; 

and regular employees under 100 persons. 

Commerce, transportation services and 

other services:Annual operating revenue 

under NT$ 5 million; and regular employees 

under 50 persons. 
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Abstract: 
For more than fifty years, small and medium enterprises (SMEs) have played an important role in Taiwan’s economic development. They help expanding exports, raising national income, providing jobs, and promoting the outstanding economic performance. Taiwan hence has once achieved the fame of “Taiwan Economic Miracle” with “Taiwan Experience” and is named as “the country of SMEs”.
When simply sorting the definitions in different countries and using the commonest definition of regular employees number as the standard for SMEs, we find that different countries applied different criteria to define SMEs. And by retracing the evolving definition for SME in Taiwan, we also find that the definitions for SME have showed trends as: from small to become large, then add flexible small; from narrow defined to broad and cross-sector; from old economy to new knowledge-economy; and still facing the dilemma of chasing to grow or keep flexible scale.

It needs to define the “large”, “medium”, “small”, “micro”, as well as “enterprise” and “business” more exactly in policy making and practice. How to deal with the multiple-items and cross-industry problems will remain to be a big challenge for strategy making. Not only in Taiwan but also in other countries, we highly recommend that it needs to do a further study to demonstrate the political debates and problems with a bottom-up research from SMEs. Moreover, it may need to do a long-term effect research with a historical perspective.

Taiwan’s policy practice may provide a comparative case for other countries. Meanwhile, we hope the preliminary finding in this work would provide a pioneering direction for future multi-effects estimating researches and policy practice. 
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1 Background

For more than fifty years, small and medium enterprises (SMEs) have played an important role in Taiwan’s economic development. They help expanding exports, raising national income, providing jobs, and promoting the outstanding economic performance. Taiwan hence has once achieved the fame of “Taiwan Economic Miracle” with “Taiwan Experience” and is named as “the country of SMEs”.
The history has showed that the small business policy in Taiwan has passed through different stages. In the late 1940s and early 1950s, Taiwan experienced severe shortages of resources. At that time, the government implemented a land reform program and focused on the development of three key industries, including electric power, fertilizer production, and textiles, which evolved into some primary big-size enterprise till now. By making effective use of US aid, the government finally was able to create the economic development. However, apart from a handful of large state-owned enterprises, a shortage of capital and a lack of experience in the management of large-scale enterprises both ensured that the economy was dominated by SMEs. Meanwhile, the development of sideline industrial production by farming families actually created large numbers of “embryonic” SMEs.
The rapid growth in industrial production later in 1960s helped to stimulate the economic development. As Taiwan’s exports grew, the government adopted a new strategy of “using trade to stimulate economic growth, and leveraging economic growth to stimulate trade.” It initiates the historic “trading-industrial-technologic administrative logic”. At that time, Taiwan’s SMEs leveraged the abundant supply of cheap labour, and successfully broke into international markets. Large numbers of new SMEs were established. Living standards consequently rose and an improved business environment led to rapid growth in the number of SMEs, and with that SMEs came to account for a large share of exports and the overall industrial production. 
Nevertheless, in 1970s, with the global economy in a highly unstable condition, the devaluation of the US dollar, galloping inflation, and war in the Middle East and the resulting two oil crises, Taiwan’s SMEs continued to grow. Whilst the SMEs really suffer a big challenge at the meantime, some scholars even view the period from the 1970s through the mid-1980s as the “golden age” of SMEs in Taiwan, 

From the late 1980s onwards, the process of political and social liberalization accompanied by rapid economic liberalization including trade liberalization, the privatization of state enterprises, the opening up of the financial sector, and the lifting of restrictions on overseas investment, SMEs in Taiwan continued to thrive, the growth of SMEs within the electronics and other hi-tech industries was particularly pronounced. Although the state enterprises are still very powerful, with the “SME development statute” was first promulgated in 1991, the government began to pay more attention to the survival and the development of SMEs. 

The SME Protection Clause was incorporated into the constitution in 1997, at the meantime, public construction was stepped up and tax incentives were used to stimulate R&D, manpower training, automation of production, and pollution prevention for SMEs. SMEs gradually upgrade and transform themselves to knowledge-intensive, technology-intensive, innovation-intensive industry and service sectors. The term, SME, then have a broad interpretation with historical and practical perspective. 

However, Past SME researches often highlight remarkable success on single enterprise or single industry. This paper thus will inspect the inspiration of SME definition and marshal SME policies in Taiwan with recommending the governmental measures should be coordinated and integrated more actively. 

2 Definition of SMEs 

Compared with big enterprises, a small business may have no superiority in all respects. However, the total amount of small enterprises would probably exceed the amount of big enterprises, thus through networks and alliances, SMEs can increased their efficiency and win the competition. The shopping streets, chain stores, franchises, trading corporation, and clusters, all are feasible strategy for SMEs. Actually, a small business may be simply defined as a business with a small number of employees, while the legal definition of “small” often varies by countries. Some countries base their definition of SMEs on the amount of capitalization, while others base theirs on annual sales revenue or number of regular employees. Some scholars suggested that SMEs are relative small scale enterprises, and correspondingly some scholars had an idea that we should use several criteria together to measure the size of enterprise. Each method has its own strength and weakness. However, due to the convenience for administration, many countries use the number of regular employees to identify SMEs. 
When simply sorting the definitions in different countries and using the commonest definition of regular employees number as the standard for SMEs, we find that different countries applied different criteria to define SMEs. For example, in Europe, the SMEs often means the enterprise with employees under 100 persons, especially in Belgium, Denmark, Sweden, Austria, Switzerland, Norway, and France. However, there still are some European countries such as Germany, Britain, Luxembourg, Finland and Spain adopted a standard of employees under 300 persons. For example, the UK defines SMEs as enterprises with 250 or fewer employees, while Russia has no clear definition of what constitutes an SME. 
Except Hong Kong, countries in Asia were generally classified into the Medium SMEs countries. In Japan, Korea, Singapore and Taiwan, the cut-off point is set at below 300 employees, and reduced for other sectors. For example, In Japan, the cut-off point is set at 300 employees, although this is reduced for 100 employees for firms in the wholesale and service sectors, and to 50 employees for firms in the retail sector. In South Korea, for most industries those firms with 300 or fewer employees are classed as SMEs, although a cut-off point of 200 employees applies in seedling transplantation firms and in the broadcasting sector, and a cut-off point of 100 employees applies to some other industries. 
Meanwhile, in Hong Kong, enterprises in the manufacturing sector with 100 or fewer employees are classed as SMEs, while for firms in the non-manufacturing sector the cut-off point is 50 employees. New Zealand has the most stringent criteria, setting the cut-off point for SME status as 19 employees. Contrarily, Canada and Mexico have the broadest definition of SMEs. In these two countries, any enterprise with 500 or fewer employees is classed as a SME. And in America, the cut-off point is set at 500 employees, although this is reduced for 100employees for firms in the wholesale sector with average annual operating revenue of less that US $ 6 million for other sectors. 

Here we may differentiate these countries with three kinds of classification. By the criteria of employees these countries adopt, they are classified into small SMEs countries, medium SMEs countries, and big SMEs countries showed as follow (see table 1). 

Table 1: Three Kind of SME Definitions Used in Different Countries and Regions

	Small SMEs countries (standard of employee is under 100 person) 
	Medium SMEs countries (standard of employee is under 300 person)
	Big SMEs scale countries ( standard of employee is under 500 person)

	Netherland (100:10), France (100:50), Belgium(50:20), Denmark(20), Sweden(50), Norway(20), Austria(50), Switzerland(50), Hong Kong(100&50), New Zealand (19)
	Japan(300), Korea(300), Taiwan(200), Singapore(200), Thailand(200), Philippine(200), Malaysia(150), Germany, Britain, Luxembourg, Spain, Finland, Australia (*Britain seems still having another definition as the Small SMEs country)
	Canada(500), Mexico(500), America (500:100), Italy*


Source: this research, idea from White Paper On Small and Medium Enterprises in Taiwan, 2006.
It inspires us to ponder that: should there be some specific reasons for different countries to adopt different indicators? What background would affect the standard adopting process? May countries in the same area and economic circumstance or with similar territory adopt the same criteria? In order to comprehending the distinctness of the definition, we’ll retrace the evolving definition in Taiwan at first.

3 the Evolving Definition in Taiwan

From 1967, Taiwan uses two different standards for determining whether a firm should be classified as a SME or not; one mode is based on the number of regular employees by the firm, while the other is based on annual sales revenue or capitalization. Following the “Registering Measure for Small Factory” enacted in 1957, SME sector in policy making and practicing was simply identify as manufactures in the early age. With the industry terms extending, and the criteria for employees were changed several times, the definition for SME in Taiwan actually get wide. To date, if the number of employed persons is used, then SMEs are defined as enterprises with 200 employees in some industries, or fewer employees in manufacturing, construction & mining & quarrying industries, and as enterprises with 50 or fewer employees in all other industries. If sales revenue or capitalization is used, then SMEs are defined as enterprises with paid-in capital of less than NT$80 million in the manufacturing, construction, and mining and quarrying industries, and as enterprises with annual turnover of less than NT$100 million in other industries. 
The definition revised in Taiwan with timeline sheet is illustrated in figure 1. Here we may see, for matching up with the purpose of policy, the definition could be adjusted in some specific era. Meanwhile, in accordance with some operational needs and for making guidance available to a broader range of enterprises, agencies in the government that engaged in providing guidance for SMEs have drawn up different standards for SMEs. In short, since 1967, Taiwan government has revised the definition of SMEs for nine times (see Figure 1). The capitalization and total operating revenue were adjusted from NT$ 5 million, NT$20million, NT$40million, NT$60million, NT$80million, to NT$100million. And the number of regular employees is under 500, 300, 200, 100, or 50persons by different industries.

Figure 1: SME Definition Revised in Taiwan with Timeline
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Source: this research, idea from White Paper On Small and Medium Enterprises in Taiwan, 2006.

Actually, early in 1967, the debates has showed that when in determining what constitutes a small business, the definition was argued that it should vary from industry to industry, country to country, in order to reflect industry and country differences accurately. It is because that the definition may influence the privileges and benefits of SMEs and that’s why in 2000 an additional clause (Article 12-1) was added to the SME development Statute in Taiwan, stipulating that, whenever government agencies at any level were engaged in drawing up or revising laws or regulations that would affect SMEs, they should take the special characteristics of SMEs into consideration, to prevent a situation where SMEs were forced to compete in a disadvantageous legal and regulatory environment.
However, in 1999, the term of micro business was first discriminated in the standard list. It’s a term used by international organizations such as the World Bank, the International Finance Corporation, and APEC, and it often means the smallest businesses located in private homes, such as convenience stores, other small shops, restaurant, hairdressers, tradesmen, lawyers, SOHOs, and so forth. These types of SMEs are common in Taiwan’s society, too. Thus, we find that SME definition is facing a dilemma with policy making and practicing that whether to focus on strong, large SME, or flexible small ones. 

When judged by the number of employees, it is said that the American and the European definitions are the same, under 10 employees. The APEC’s definition is less, under 5 employees, that may be why Taiwan’s criteria for identifying micro business adopted 5 employees in commerce and service sector. The criterion for identifying Taiwan’s SMEs & micro business, were showed as follow (see table 2). Apparently, the complicated definition of SMEs shows that the authorities are aware of the importance of the precise distinction of enterprise scale and business type. However, in the policy practice, these specific terms may not work effectively. For example, when micro-enterprise start-up loans in 2002 is launched and claimed for people who are high-aged and want to create a new business, the purpose of this measure just turned to resolve the high-unemployment problems of the high-aged. The policy neither gets the point of what micro-enterprise concerns about, nor emphasizes creating an innovative environment for enterprises, but just concentrates the policy goal in reducing the high-unemployment problem.

Table2: Criterion for Identifying SMEs & Micro Business

	Sectors
	SMEs
	Micro Business

	
	Basic
	Exception
	

	Manufacturing, construction, mining, quarrying
	Capital

<NT $80million
	Employees

<200 persons
	Employees

<20 persons

	Commerce, service
	Preceding year revenue

<NT $100 million
	Employees

<50 persons
	Employees

<5 persons


Source: The website of Taiwan SMEA, /www.moeasmea.gov.tw/
4 Inspiration from the definition of SME

Actually, there are several terms in Chinese interpretation indicate small and medium size business, such as cottage industry, small agribusiness, small manufactory, micro-enterprise, not to mention ”knowledge-intensive industry”, “cultural & creative industry”, ”traditional & special local industry”, and “service industry”. Basically, enterprise and business may introduce a different concept in Chinese interpretation. And western concept of minority business is also appearing in policy practice in Taiwan. Thus we think it needs to define the “large”, “medium”, “small”, with “micro” more exactly in practice. They are specific different since different governmental agencies adopt different guidance and measures for SMEs.

Indeed, countries all around the world are struggling to provide efficient policy for supporting their SMEs. Since 1950s, Taiwan government has applied the Sino-American Fund to make Financing loans for SMEs. In 1966, The International Economic Collaboration Committee (the forerunner of Council for Economic Planning and Development, CEPD) established the SME Guidance Team, to handle matters relating to the provision of loans to meet SMEs’ working capital and other needs. As 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 Center in 1970, in order to work in collaboration with the credit Guarantee Fund (SMEG) and the Medium Business Banks, which are all at that time administered by Ministry of Finance (MOF). Till 1981, following the rapid economic liberalization, MOEA established the SME Administration (SMEA), to have responsibility for the provision of guidance to SMEs. Nevertheless, 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. 

These Changes truly imply some political debates in the evolution of policy strategies. In policy practice, whether to expand the SME definition always induced a debate with controversial opinion. Some people consider that loosening the restrictions would increase the enterprises to join the preferential measures provided by the government. While some others consider it would result in unfair competition in resource allocation. Actually, failure to obtain the government resource may result in SME managers resorting to a steady-state or low-growth strategy. These all are approved by Taiwan’s Experience that whenever SME definition was discussed to be revised. 

Meanwhile, when micro-business was introduced, the micro-enterprise start-up loan was then launched in 2002, and it just claimed for people who are high-aged and want to create a new business. The purposes of the measure thus go far from creating an innovative environment for enterprises. In the meantime, many small businesses in Taiwan also face a problem that they are not eligible for the governmental supporting scheme, including almost all self-employed artists such as authors, composers, playwrights, musicians, actors, theatrical companies, and so forth. It provided us an inspiration that SME policy should broaden the sector range and define the criteria more specifically and exactly for SMEs really need support. 

Therefore, since 2000, Taiwan government has set several national plans to give fresh impetus for SMEs. In 2001, the government first held the Economic Development Advisory Conference (EDAC). The meeting concluded in 322 consensuses, relating to 8 directly relative to SME, such as “promoting the traditional industry and strengthening R&D in SME”. It comprised the suggestions of technology, e-enablement, strategic alliance for SME, and additionally proposed that Taiwan should refer to the European Innovation and SME Program for encouraging the international technological exchange and cooperation of SMEs. 
And in 2002, facing a loss of investment with skilled managers to the Mainland China, by focusing on economic growth and environmental protection, the Cabinet approved the “Challenge 2008 Six-year National Development Plan” and formulated ten major areas of emphasis, comprising “Developing the Cultural Creativity Industry”, “Double the number of Tourists visiting Taiwan”, ”Construct New Hometown Communities” and the others. Major effort of the internet use is directly correlating with the SME policy. However, the four major investments including cultivating talent; research & development & innovation; international logistics; and a high-quality living environment, all are important agenda relative to SMEs.
In 2004, the CEPD held the national conference for service industry, the Cabinet then approved “Guidelines and Action Plans for Service Industry Development” with strengthening the 12 categories of SERVICES. Indirectly responding to the gradually upgrading and transforming of SMEs to knowledge-intensive, technology-intensive, innovation-intensive industry and service sector, then in 2006, with globalization intensifying international competition and the rapidly changing socio-economic environments, the government held the national Conference on sustaining Taiwan’s economic development (COSTED). The meeting concluded in 516 consensuses, relating to 2 directly relative to SMEs, such as strengthening aid for SMEs as SERVICE SECTOR, and concerning about the interests of SMEs while reforming the structure of banking market. Whilst emphasizing the service sector, there were several suggestions indirectly relative to SMEs, such as developing the important, emerging strategic industries, supporting the green industries, and emphasizing cultural, sports and leisure services industries and so forth.
At the end of 2006, acting upon the conclusions of the COSTED, Taiwan government formulated the “Economic Development Vision for 2015” and mapped out its “First-Stage Three-Year Sprint Program” (from 2007 to 2009). The program approved five package plans for industrial development, industrial human resources, financial markets, social welfare, and which together with the public infrastructure scheme. In the Industrial Development Scheme, the “Industrial upgrading and transformation” appeals to the provision of assistance to link SMEs with large enterprises. By developing common technologies and materials, the chapter of “Balanced industrial development” appeals to assisting disadvantaged industries and SMEs, supporting local industries, and setting up the vision with goal for SMEs in 2009.
5 Conclusion

Appealing to supporting local industries and SMEs, the “Balanced industrial development” also claims to assist the development of “one town one product” (OTOP), which is the primary achievement of SMEA in the past years. By establishing special zones for traditional industries, setting up a databank of business start-up knowledge, promoting SME digitization and formation of industrial e-clusters with setting up common marketing websites, these all are what the SMEA has worked hard for the past 15 years. 

Actually, the vision of Taiwan government is to create an environment beneficial to the establishment and growth of SMEs. The strategies and key operational areas are as:

◆ Creating a Healthy Environment for the Development of SMEs

◆ Strengthening the SME’s Management Guidance Function

◆ Enhancing SMEs’ information Technology Capabilities

◆ Building a Platform for Enterprise Start-up and Incubation

◆ Integrating the SME Financing Mechanism

Since SME supporting policies are still scattered in different governmental agencies, and the guidance and measures for SMEs are multiple. We highly suggest that it need to be coordinated and integrated by the governmental measures more actively. 

Will SME supporting policies work? According to the White Paper On SMEs in Taiwan, the SMEs’ share of all enterprises rose from 97.30% in 2004 to 97.80% in 2005, and the number of SMEs in 2005 rose to 1,226,000. However, we we still wonder that SME supporting policies semms to face an eternal dilemma as:

◆ should they become stronger, or larger, or flexible small one?

◆ should they become international or keep lifestyle orientated and localizational?

◆ should they remain technologic orientated or become a more humanly enterprise?

The amount of SMEs is surely plenty and the items for SMEs are manifold, thus the guidance for SMEs can’t be single and simple. There are lots of articles discussing the role that SMEs played in Taiwan’s economic development. However, researches in this field tend to focus on the performance of single enterprise or single industry. Not many studies considered the role of policy making, therefore, this research tries to display a preliminary top-down policy discussion. 

As what we mentioned, there are several terms in Chinese interpretation indicate small and medium size business, such as cottage industry, small agribusiness, small manufactory, and micro-enterprise. And even enterprise and business may induce a different concept in Chinese interpretation, thus they all have different translation in daily policy practice. Not to mention minority business, and the “knowledge-intensive industry”, “cultural & creative industry”, “traditional & special local industry”, and “service industry”, therefore, it provided a profound ideation evolving in Taiwan that the definitions for SME have showed trends as:

◆ From small to large, then add flexible small;

◆ From narrow defined to broad and cross-sector; 

◆ From old economy to new knowledge-economy; and 

◆ still facing the dilemma of chasing to grow or keep flexible scale;

It needs to define the “large”, “medium”, “small”, “micro” , as well as “enterprise” and “business” more exactly in policy making and practice. How to deal with the multiple-items and cross-industry problems will remain to be a big challenge for strategy making. Not only in Taiwan but also in other countries, we highly recommend that it needs to do a further study to demonstrate the political debates and problems with a bottom-up research from SMEs. Moreover, it may need to do a long-term effect research with a historical perspective.

Taiwan’s policy practice may provide a comparative case for other countries. We do hope the preliminary finding in this work would provide a pioneering direction for future multi-effects estimating researches and policy practice. 
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