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Introduction
During the past six decades, Chinese Taipei has registered a high level of economic growth. Between 1952 and 2008, the real growth rate of Gross Domestic Product averaged 7.6 percent, per capita Gross Domestic Product also increased at an average annual rate of 5.8 percent. 
In 1952 the economy had just recovered from the destruction of World War II confronting the problems of rampant inflation, serious unemployment, a huge fiscal deficit, insufficient capital for investment, and an extreme shortage of foreign exchange. The implementation of a series of Four-year Economic Development Plan began in 1952. Over the next two decades, the economy changed from a predominantly agricultural economy to an industrialized economy. The agricultural sector accounted for 36 percent of the net domestic product, 56 percent of the total employment, and 92 percent of the total export in 1952. By 1972, the same sector generated for only 14 percent of gross domestic product, 33 percent of total employment. This declining trend of agriculture and corresponding increasing importance of industry continued. In 2007, the agricultural sector generated for only 1.5 percent of gross domestic product, 1.5 percent of the total exports, and 5.3 percent of the total employment. 
Small and medium enterprises have been playing an important role in the process of industrialization and the economic transformation, contributing to employment generation, poverty alleviation and economic growth. In 1961, 99 percent of manufacturing firms were SMEs, defined as a company hiring less than 100 persons, which contributed to 61 percent of total manufacturing employment. In 2008, SME accounted for 98 percent of the whole 1,263,846 enterprises, contributing to 77 percent of total employment, 29 percent of total sales, and 17 percent of total exports, according to the registered business statistics by the Ministry of Economic Affairs. This means SME offer great job opportunity.

This present paper is to survey the development of SMEs in the economic transformation in the past decades and its role on poor empowerment particularly in the early stages of economic development, and in recent rural community industry development.
SMEs in the Economic Transformation
The development of Chinese Taipei 's SMEs is closely related to the economic, social and educational policies adopted by the government in the past. The "Land to the Tiller" program and the Economic Construction Plan, the implementation of which began in 1953, the beginning of compulsory education in 1968, and the Ten Major Construction Projects plan, which began to be implemented in 1973, along with other measures adopted in the areas of economic development, manpower resources, social stability and public construction, have all provided SME with an excellent environment in which to grow and develop. 
In the 1950s, the government policies geared toward import-substitution based on labor-intensive light industries, for which it had a comparative advantage. For the most part, the production technology used was relatively simple. With the measures adopted by the government including the ‘Land to the Tiller’ program, the Medium-term Economic Construction Plan, the privatization of state enterprises, the Statute for the Encouragement of Investment, tax incentives, and the Small Private Enterprise Loan Fund, etc., the development of SMEs speeded up, enterprises with ten or fewer employees came to account for over 90 percent of all enterprises in Chinese Taipei. Most of these enterprises were producing for the domestic market. Food processing and non-durable consumer goods industries, including textiles, apparel, wheat flour, wood and leather products, were main contributors to the manufacturing.

In the 1960s, the government policy shifted toward market orientation, giving more incentives for the exports as the small domestic market of consumer products gradually became saturated which had been developed during the 1950s as a result of import-substitution policies. With the implementation of the Regulations Governing the Establishment of Export Processing Zones, private enterprises began to display increasing vitality. Initially, most export-oriented firms were in the food and textiles industries. Later on, it was enterprises in the electromechanical, electrical appliance and plastics industries that had the highest production value and export growth. Large  enterprises played a key role in export expansion, and their growth stimulated the growth of SMEs producing components for them. The SMEs were flexible enough to take the advantage of changing circumstances rapidly and provided employment, helping to solve the surplus labor problem.

In the 1970s, the overall growth rate for labor-intensive light industries rose to new heights, the economy as a whole continued to grow, and trade surplus began to develop. The government then launched its Ten Major Construction Projects and Twelve Major Construction Projects in order to promote the development of Capital-intensive basic industries such as iron and steel, petrochemicals, textiles, machinery manufacturing, and auto manufacturing, etc. In early 1970s, a great number of SMEs suffered from the recession and inflation bought up by the oil crisis. The SME Credit Guarantee Fund of Taiwan was established to provide credit guarantees to the SMEs which are short of collateral for loans. The SMEs weathered two oil crises occurred during the 1970s and registered significant growth of production and employment generation. The sub-contracting system which grew up amongst SMEs acted as stabilizing mechanism for the economy as a whole, and helped to soften the impact of business.
In the 1980s, as wages rose and the NT dollar appreciated against the US dollar, workers were hard to find, and real estate prices rose dramatically, making it difficult to find land for industrial use. At the same time, people in Taiwan were becoming more aware of the environment. The government thus started to promote the development of strategic industries that were characterized by a high level of technology, high value added and low energy consumption. The Science-based Industrial Park was established to facilitate the hi-tech industries. Enterprises were encouraged to increase their R&D activities, improve productivity and quality, and enhance their international competitiveness. Enterprises began to transform and upgrade themselves, and to invest overseas in particular the SMEs in labor-inensive industries. While the importance of SMEs continued to increase, a structural transformation toward technology-intensive industries was taking place.
Industries producing labor-intensive products with low added value gradually lost its competitive advantage due to the trend of global trade liberalization since the early 1990s. The government was working hard to improve the investment environment. Being aware of the importance of the SMEs the government began to pay more attention to the survival and development of SMEs, thus promulgated the Statute for Small and Medium Enterprise Development, along with the Statute for Upgrading industries and the Six-year National Development Plan. In 1997, the SMEs Protection Clause was incorporated into the Constitution. Public construction was stepped up, and tax incentives were used to stimulate R&D, manpower training, the automation of production and pollution prevention. SMEs gradually upgraded or transformed themselves so that they became more knowledge-intensive, technology-intensive and innovation-intensive. Following the outbreak of the Asian financial crisis in the late 1990s, Chinese Taipei's SME stood up to the impact of the crisis. From the 2000s, the application of the internet, e-commerce and IT, has provided SMEs with a new operating model and has enhanced the speed and efficiency of business operations. SMEs continue to play a critical role in the economy. Through the interaction of a well-developed network of business associations and government agencies, and through strategic clustering, they have formed tightly meshed alliances with large enterprises
Policy Leading to Economic Transformation with SMEs
There are many factors that have contributed to the success in the industrialization and economic transformation with SMEs over the past decades. Following are considered as major driving forces among others. 

1. Infrastructure
In the initial stage of economic development, large investments in electric power, transportation and communications were made to improve and expand the existing infrastructure. The expansion continued to meet the needs of economic development. Electric power is the prime mover for industrial growth, while adequate transportation and communications help reduce freight cost, enlarge the markets for agricultural and industrial products and facilitate the dissemination of new know-how and skills.

In the meantime, education, vocational training, public health were also promoted to improve the quality of labor. In general, the labor force was largely literate and easily trainable.

2. Economic development policy

The government made clear at the very beginning its policy to ‘develop industry through agriculture and expand agriculture through industry,’ agricultural –led growth, and proceeded with a well coordinated program with due emphasis on both agriculture and industry, realizing that the agricultural sector is not only a source of food but also a source for investment capital and raw materials required by the industrial sector. 
In agricultural development, government efforts have not been confined to improving production techniques and facilities, but have also been directed toward the improvement of institutions. A series of land reform measures was enforced to provide incentives for increasing farm production. Farmers’ associations were re-organized and strengthened to serve as a bridge between the government and the farmer and to provide a wide spectrum of extension, marketing and credit services in the interest of farmer. This combination of incentives, investment in physical facilities, institutional improvement and technical and financial assistance has contributed greatly to the rapid growth of agricultural production in the 1950s and 1960s. this contribution to the expansion o labor-intensive light industries which have a comparative advantage at the time. 
The increasing demand for farm labor generated by the export-oriented industrial development policy in the 1960s absorbed a significant amount of surplus labor which was released by the farm sector. The quickly expanding industrial sector exerted pressure on the agricultural factor and product markets was accelerated, which in turn contributed to a stronger agricultural foundation. Without such macroeconomic forces, the demand for labor would be weak and the absorptive capacity of the surplus workers would be low. 

The development policy of export expansion of labor-intensive products is also believed critical for the economic transformation. Export expansion helps enlarge markets is particularly important to the economy as domestic markets are extremely small due to low levels of national income in the early stages of economic development. The growth of many of our industries has been made possible because of the development of overseas markets. In 1966, the cotton textiles industry exported 66 percent of its output; the glass industry, 47 percent; and the plastics industry, 44 percent. In the heavily export oriented industries such as sugar, canned products and plywood, the ratios were higher than 90 percent. With increase production and markets, the economy can gradually step into a higher level of technology and more capital-intensive industries. 
3. Government assistance to SMEs

SMEs face more obstacles than large enterprises and are not well equipped to overcome them, the greatest challenges that SMEs face are obtaining financing and meeting regulatory mandates. Collateral requirements and credit ratings are key elements of access to finance. To improve access to finance for SMEs, the SME Credit Guarantee Fund was established in 1974 as a non-profit organization with an object to provide credit guarantees to those SMEs that are in normal operation but are short collateral for external financing. The SME Development Statute promulgated in 1991 provided further assistance. The statute has been drawn up to help SMEs to improve their operational environment, promote mutual assistance and collaboration, and provide advisory assistance. Based on the Statute, a SMEs Development Fund was set up to fund assistance programs supervised by the Small and Medium Administration under the Ministry of Economic Affairs, including start-up assistance and incubation, management, marketing, quality upgrading, finance assistance, information management, mutual assistance and collaboration,  regulations assistance, and innovation assistance. The SME service centres were established to provide consultancy services to SMEs. Since it was established, the SME Credit Guarantee Fund has helped 278 thousand enterprises receive NT$66trillion loans. Among these SMEs, 254 enterprises have become large enterprises. In recent years, the fund helped about 140 thousand SMEs a year.    
Employment generation and income improvement

Along with rapid structural change, the economy performed well and contributed to provide job opportunities and improve income for people over the past decades. The contribution from the SMEs is rather important, particularly in the 1950s and 1960s; the SMEs by virtue of their labor-intensive nature and flexibility were able to make use of the comparative advantages, helping to absorb the surplus labor in rural areas. The employed population in non-agricultural sectors increased from 1.28 million persons in 1952 to 7.22 million persons in 2000, and to 9.87 million persons in 2008, the average annual growth rate was 3.8 percent in 1950s, the annual growth rate increase to 5.3 percent in 1960s, 6.2 percent in 1970s, showing an annual growth rate of 3.8 percent in 1950s, 5.3 percent in 1960s, 6.2 percent in 1970s, and lowered since 1980s.

Income rose for both farm and non-farm families. But the rise was marked by an increase in income equality as income increased the most for those in the lowest brackets, and the least for those in the highest brackets. In 1953 the Gini coefficient was about 0.56, while this dropped to 0.32 in 1964 and 0.29 in 1972. 

The redistribution of income was partly because of the land reform program. SMEs also contributed to equitable income distribution. The rapidly expanding of SMEs in labor-intensive manufacturing industries, which were able to absorb large numbers of surplus rural labor and provide them with wage income, also contributed to improving income equity. The government’s policy of promoting labor-intensive, rather than low capital –intensive industries was evidenced crucial for improved income equity. This sort of development allowed the benefits of growth to be spread more evenly throughout the population, especially to the lower-income brackets. In the 1970s, the labor force was more rapidly absorbed into the industries that were more labor-intensive and less capital-incentive. 

Many SMEs were located in rural areas or within commute distance to the rural people, this made the rural families be able to supplement their incomes with non-employment. Non-agricultural income in farm-family income was 34.1 percent in 1966 and 53.7 percent in 1979. More importantly, the lower income farm family relied much heavily on the non-agricultural income to which SMEs have made significant contribution.

Rural Community Industry Development 
The strong growth of non-farm sectors drew farm labor away from agriculture and drove up farm wages and agricultural production costs resulting in decreasing competitiveness of agricultural production. While some farms are doing good business, some are not making profit from farming and leaving their farmland idle.

More than half of townships experienced losing population in last decade. To revitalize the rural economy is of critical concern in these areas. According to the experience learned in recent years, it is found that the development of local cultural products or unique products fitted together with agro-tourism is an effective way to help SMEs grow generating job opportunities for local people and attract people back to hometown. The Seshui community situated in Yu-chih township, central part of the island, is one of the successful cases. The community was devastated by the 921 Earthquake a decade ago. The reconstruction process united the residents together to discuss how to rebuild their community and in what form. With the assistances from different institutions together, including the consultant service in brand development and packing design provided by a company commissioned by the SMEA, the community restored itself with prosperous development of black tea, ceramic crafts, tourism, organic farm produce. It evidenced that traditional industries could explore new market through innovation in brand development and packing design and integration with other industries of the community or neighbour communities. It also evidenced that community’s participation and the community’s organization are critical to success. The council of agriculture is implementing a program of ‘ LOHAS’ to promote such a pattern of  rural community development to provide a comfortable and happy life as the name of the program means..     

Table1  Gross Domestic Product by Kind of Activity

Unit：％
	
	
	
	
	Industries
	
	
	
	Services
	
	

	Year
	Total
	Agriculture
	Subtotal
	Manu-

facturing
	Construc- tion
	Electricity, Gas and Water
	Subtotal
	Commerce
	Transport, Storage and Communica-

tion
	Government Services
	Finance, Insurance & Business Services

	1952
	100.0
	36.0
	18.0
	10.8
	4.4
	0.6
	46.0
	18.7
	3.9
	10.9
	9.0

	1956
	100.0
	31.6
	22.4
	14.5
	4.9
	0.8
	46.0
	17.0
	4.0
	12.7
	9.8

	1960
	100.0
	32.9
	24.9
	16.8
	4.5
	1.3
	42.2
	14.3
	4.1
	12.6
	9.0

	1964
	100.0
	28.3
	28.9
	20.9
	4.4
	1.8
	42.8
	15.1
	4.4
	12.4
	9.1

	1968
	100.0
	22.1
	32.5
	24.0
	5.1
	1.7
	45.4
	15.1
	5.7
	13.5
	9.4

	1972
	100.0
	14.2
	40.3
	32.3
	4.6
	2.1
	45.5
	14.9
	6.1
	12.6
	9.6

	1980
	100.0
	9.2
	44.7
	34.0
	7.3
	2.3
	46.1
	14.6
	6.2
	11.6
	11.6

	1988
	100.0
	6.1
	46.2
	38.1
	4.9
	2.6
	47.7
	15.7
	5.5
	11.3
	11.2

	1990
	100.0
	4.0
	38.4
	31.2
	4.2
	2.6
	57.6
	12.1
	5.9
	11.0
	15.1

	2000
	100.0
	2.0
	29.1
	23.8
	3.0
	1.9
	68.9
	16.3
	6.3
	10.9
	18.6

	2007
	100.0
	1.4
	27.5
	23.8
	2.2
	1.2
	71.0
	18.6
	5.9
	10.2
	18.2


Soruce: Statistical Data Book, Council for Economic Planning and Development, Executive Yuan
Table 2  Employment by Industries

Unit：％
	
	
	
	
	
	Industry
	
	
	
	Services
	
	

	Period
	Total
	Agriculture
	Sub-Total
	Mining
	Manufac- turing
	Construc- tion
	Utilities
	Sub-total
	Commerce
	Transpor-tation
	Other 

Services

	1952
	100.0
	56.1
	16.9
	1.9
	12.4
	2.4
	0.2
	27.0
	10.6
	3.4
	13.0

	1956
	100.0
	53.2
	18.3
	2.0
	13.2
	2.8
	0.3
	28.5
	10.0
	4.1
	14.4

	1960
	100.0
	50.2
	20.5
	2.3
	14.8
	3.1
	0.3
	29.3
	10.0
	4.4
	14.9

	1964
	100.0
	49.5
	21.3
	2.2
	15.4
	3.3
	0.4
	29.2
	9.6
	4.6
	15.0

	1968
	100.0
	40.8
	25.4
	2.0
	18.6
	4.4
	0.4
	33.8
	13.0
	4.8
	10.0

	1972
	100.0
	33.0
	31.8
	1.2
	24.6
	5.6
	0.4
	35.2
	14.0
	5.2
	16.0

	1980
	100.0
	19.5
	42.4
	0.9
	32.6
	8.5
	0.4
	38.1
	16.0
	5.9
	16.2

	1988
	100.0
	13.7
	42.6
	0.3
	34.5
	7.3
	0.4
	43.7
	19.0
	5.3
	19.4

	1990
	100.0
	12.8
	40.8
	0.2
	32.0
	8.1
	0.4
	46.3
	19.6
	5.3
	21.4

	2000
	100.0
	7.8
	37.2
	0.1
	28.0
	8.8
	0.4
	55.0
	22.8
	5.1
	27.1

	2007
	100.0
	5.3
	36.8
	0.1
	27.6
	8.2
	0.9
	57.9
	23.9
	6.0
	28.0


Soruce: Statistical Data Book, Council for Economic Planning and Development, Executive Yuan

Table 3  Composition of Exports

	
	Value（US＄million）
	Percentage Distribution（％）

	Year
	Total
	Agricultural

Products
	Processed

Agricultural

Products
	Industrial

Products
	Total
	Agricultural

Products
	Processed

Agricultural

Products
	Industrial

Products

	1952
	116.5
	25.7
	81.3
	9.5
	（100.0）
	（22.1）
	（69.8）
	（8.1）

	1956
	118.3
	21.9
	76.3
	20.1
	（100.0）
	（18.5）
	（64.5）
	（17.0）

	1960
	164.0
	19.7
	91.3
	53.0
	（100.0）
	（12.0）
	（55.7）
	（32.3）

	1964
	433.0
	65.0
	184.1
	183.9
	（100.0）
	（15.0）
	（42.5）
	（42.5）

	1968
	789.2
	87.8
	161.7
	539.7
	（100.0）
	（11.1）
	（20.5）
	（68.4）

	1972
	2,988.1
	203.6
	295.5
	2,489.0
	（100.0）
	（6.8）
	（9.9）
	（83.3）

	1980
	19,810.6
	712.2
	1,108.7
	17,989.7
	（100.0）
	（3.6）
	（5.6）
	（90.8）

	1988
	60,585.4
	836.7
	2,482.0
	57,266.7
	（100.0）
	（1.4）
	（4.1）
	（94.5）

	1990
	67,214.4
	431.4
	2,578.7
	64,204.2
	（100.0）
	（0.7）
	（3.8）
	（95.5）

	2000
	151,949.8
	371.9
	1,766.8
	149,811.2
	（100.0）
	（0.2）
	（1.2）
	（98.6）

	2007
	246,677.3
	411.2
	1,869.5
	244,396.8
	（100.0）
	（0.2）
	（0.8）
	（99.0）


Soruce: Statistical Data Book, Council for Economic Planning and Development, Executive Yuan
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