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A DISTRIBUTIVE COMPARISON OF ENTERPRISE SIZE
IN KOREA AND TAIWAN

Makoto ABE
Momoko KAWAKAMI

INTRODUCTION

Republic of Korea (hereafter Korea) and Taiwan thereisabroad consen-

susthat the backbone of industrialization in Korea has been the chaebols
(conglomerate business groups) rather than small and medium-size enterprises
(SMEs) (Kuramochi 1992, p. 380), while in Taiwan's economic development,
SMEs have been the driving force for growth (Yu 1993, p. 338). In this special
issue as well, the article by Hattori (1997) analyzing Korea's economic devel op-
ment likewise focuses on the chaebols as central in carrying out the economy’s
development since the 1960s, while Numazaki’ s article (1997) analyzing Taiwan
depicts SMEs supported by horizontal networks of laoban (owner-managers) as
playing the major role in that island’ s economic development. In sum, the general
consensus in the research to date that has focused on the main players of industrial -
ization in the two economies is that “Korea is a big business economy while
Taiwan is an SME economy.” The purpose of this study is to verify by means of
statistical data the appropriateness of this general perception which sharply con-
traststhe sizes of the enterprisesthat have been central to economic development in
the two economies.

In Section | wewill utilize census data for the Korean and Taiwanese manufac-
turing sectors, the most comprehensive source for evaluating the actual conditions
of enterprises in both economies, in order to examine whether or not the above
genera perception reflects reality. This examination will entail comparing the
changes in the distribution pattern of the sizes of production units in both Korea
and Taiwan during atime series and at given points of time. This examination will
show that both economies have been moving away from large-scal e businesses, but
it will also show a noticeable dichotomy in the distribution of the sizes of enter-
prises in the two economies. In Section |1 we will compare the position of large-
scale business groups in both economies, as we consider that the contrasting per-
ception of a chaebol-centered Korean economy and an SME-oriented Taiwanese

WITHIN the existing research dealing with the economic development of the
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economy derivesin part from the much greater economic presence of large-scale
business groups (the chaebols) in Korea when compared with such groupsin Tai-
wan.! In Section |11 we will compare the share of exports that SMEs account for in
both economies, and will compare the relationship between enterprise size and the
ratio of export sales. Exports have played an extremely large part in the economic
development of Koreaand Taiwan; and the perceived dichotomy of the two econo-
miesisvery likely to be derived partly from the difference in the size of the enter-
prises that have been the important exportersin both economies: big businessesin
Koreaand SMEsin Taiwan. The last section presents our conclusions.

I. ANALYZING THE CENSUS DATA

Before taking up the intended examination of this study, we first need to check the
nature and compatibility of the census data for the manufacturing sectorsin Korea
and Taiwan and point out the limitations of such datafor comparing the size distri-
bution of production units (establishments¥enterprises) in both economies. After
clarifying these limitations, we will utilize this data to compare the changes that
took place in this distribution over time in each economy and the distribution pat-
tern of the sizes of production units at given pointsin time, in order to examine the
appropriateness of the general perception that contrasts the size of the enterprises
that were the main engines of growth in the two economies.®

A. The Nature of the Data

In Koreaatotal of ten censuses were conducted between 1958 and 1993.* These
weretaken at irregular intervals until 1968, then in 1969 it was decided to conduct
them every five years. To be compatible with the pertinent census datafor Taiwan,

1 Taniura (1988, p. 5) points out that (1) Taiwanese large business groups are smaller in number than
their Korean counterparts, and their position in the economy is less important than in Korea, and
(2) Taiwan has no general trading companies, which increases the role of SMEs in foreign trade.

2 An “establishment” means “a physical unit engaging in industrial activities such as a factory,
workshop, office, or mine.” (ROK, NSO, Report on Industrial Census, 1993).

3 Enterprise size can be determined by indices other than the number of employees; capitalization,
salesvolume, or the value of assets can also be used. At present in Taiwan capitalization isused; an
SME in the manufacturing sector is defined as a firm with capital of N.T.$40 million or less. In
Korea, firmsin the manufacturing sector with 20 employees or less are defined as small enterprises
while those with between 21 and 300 employees are defined as medium-size enterprises. In this
study we have used the number of employees for defining an SME.

4 Censustitles have differed over the years. Between 1963 and 1978 they were published as Report
on Mining and Manufacturing Census (ROK, EPB, various years), while in 1983 and 1988 they
were published as Report on Industrial Census (ROK, NSO, 1983, 1988). Censuses are conducted
every five years, and in years when no census is taken, surveys are carried out (see ROK, NSO,
Report on the Mining and Manufacturing Census, various years). However in the surveys no data
appears on “small establishments’ with less than five employees.
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we used the six Korean censuses taken since 1968. However the 1968 census did
not contain statistics for small establishments with four workers or less which
caused problems for a strict comparison with Taiwan at given points of time. For
this reason, we used data since 1968 when looking only at the time-series changes
for Korea, and when making comparisons with Taiwan at given points of time, we
used only the data available since 1973.

Thefirst censusin Taiwan was carried out in 1954, then from the second onein
1961, they were conducted every five years, the eighth census taking place in 1991
(ROC, DGBAS, various years). We obtained the results of the last seven censuses.
However there is adiscontinuity in the data between the 1961 census and the later
ones. For this reason we used the data from the censuses since 1966 for our analy-
sis. We carried out our analysis of Korea using the data up to 1988, and that of
Taiwan using the data up to 1986. Changes which have taken place during the
1990s will be discussed in the Conclusion.

The categories of the census data, such as classifications for number of workers
and industries, for the two economies differs from year to year which put limita-
tions on the framing of the time-series data so that it would meet the purposes of
our analysis. The most severe limitation was the difference in the basic production
unit used in the statistics. The Korean statistical datatakestheindividual establish-
ment as the basic unit for which the most detailed information is available, while
the data for Taiwan takes the whole enterprise as the basic unit. There were other
less severe differencesin the data for which we aso had to make adjustments, but
we consider that our overall statistical results remain valid.

Theideal situation for comparing the pattern of distribution of the enterprisesin
the two economies would be to have data that is asidentical as possible. However
we found that if we attempted to analyze the distribution of the size of enterprises
in the two economies either based on “ establishments” or “enterprises,” there was
only onesimilar point in time prior to the 1990swherewe could comparethetwoin
the area of output; this was Taiwan-1981/Korea-1983. We carried out a compara-
tiveanalysisfor thispoint intime, and for the other pointsin time we decided to use
the data on establishments for Korea and that on enterprises for Taiwan. We will
discuss below the possible problems for our analysis arising from this differencein
the nature of the data.

Fortunately from the Taiwanese census data we were able to work out the size
distribution for the total number of enterprises, the number of employees, and the
expenses of labor compensation both on establishments and on enterprises (see
Table I-B). Through acomparison of these, we were able to make some inferences
about the differences between the results obtained from enterprise-based data and
from establishment-based data regarding the pattern of size distribution for Tai-
wan.

We concluded that in the case of Taiwan, utilizing the enterprise-based datagave
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TABLE |
ENTERPRISE AND ESTABLISHMENT SizE DisTRIBUTION IN KOREA AND TAIWAN

A. Korean Manufacturing Sector, 1973-93
(%)

Establishment-Base Data

No No. of Employee Production Value
Employees Remunerationa Output Added
1973
1-9 87.0 17.6 6.9 4.7 5.8
1049 9.3 12.3 10.3 7.3 72
50-99 16 7.4 7.6 6.5 6.5
100499 17 24.2 26.5 28.6 278
500— 05 385 48.2 52.8 52.7
1978
1-9 82.9 114 4.6 3.6 4.6
1049 113 12.2 10.6 74 7.9
50-99 25 8.6 8.2 6.7 6.9
100499 238 276 28.1 26.9 26.6
500— 0.6 40.2 484 55.4 54.0
1983
1-9 81.6 12.6 52 32 43
1049 13.0 16.5 141 8.1 9.2
50-99 2.6 10.6 10.2 7.3 75
100499 23 26.3 279 26.0 26.3
500— 04 33.9 428 55.4 52.7
1988
1-9 77.0 11.6 53 35 4.8
1049 17.3 20.8 16.5 113 132
50-99 3.0 115 10.5 8.7 9.0
100499 23 24.1 252 258 25.0
500— 04 321 425 50.6 48.0
1993
1-9 79.7 19.0 5.9 3.7 45
1049 16.7 27.3 245 171 183
50-99 21 114 118 9.9 101
100499 13 19.7 23.7 24.0 245
500— 0.2 225 341 453 426

Source: ROK, NSO, Report on Industrial Census (various years).
a Includes salaries, wages, bonuses, and fringe benefits.

large-scale production units a greater weight in the economy than when using the
establishment-based data. This becomes apparent on examining Taiwan’ s statistics
for enterprises and establishments for 1981 and 1991, the only two years which
provide statistics for both categories (see Table I-B). Furthermore, it is possible to
estimate the distribution of the size of production based on the distribution of the
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TABLE | (Continued)

B. Taiwan Manufacturing Sector, 1966-91
(%)

Enterprise-Base Data Establishment-Base Data
Expenses Expenses
No.of o ahor FTodUC-  y/ge No.of o' ahor Produc:
No. Em- Compens- 19N Added No. Em- Compens- 1ion
ployees atigna Output ployees atigna Output

1966
19 721 12.8 9.4 14.2 na 71.6 134 10.0 na
1049 224 21.2 15.9 13.9 na 227 225 18.0 na
50-99 2.7 8.7 7.7 6.4 na 2.7 9.2 8.8 na
100499 2.3 225 20.2 19.9 na 25 26.9 26.9 na
500- 0.5 34.8 46.9 45.6 na 0.5 28.0 36.2 na

1971
1-9 687 9.4 7.3 7.9 6.0 n.a n.a n.a n.a
1049 230 17.0 13.7 11.9 9.9 n.a n.a n.a n.a
5099 38 9.2 8.0 6.9 57 n.a n.a n.a n.a
100499 3.8 28.2 26.7 26.0 20.5 n.a n.a na na
500~ 0.8 36.1 44.3 47.3 57.9 n.a n.a n.a n.a

1976
1-9 681 10.2 7.9 6.6 5.8 n.a n.a n.a n.a
1049 228 17.7 14.4 11.9 10.3 n.a n.a na na
5099 4.3 111 9.9 8.8 6.8 n.a n.a n.a n.a
100499 4.1 30.4 28.9 29.1 24.8 n.a n.a na na
500~ 0.6 30.6 389 43.6 52.3 n.a n.a n.a n.a

1981b
129 871 223 17.9 12.0 13.0 86.8 235 19.5 12.4
30299 118 39.7 36.9 329 28.3 12.1 42.6 41.2 37.0
300499 0.5 8.4 85 8.2 81 0.6 9.9 105 10.9
500- 0.5 295 36.7 47.0 50.6 0.5 241 28.8 39.7

1986
19 636 104 7.6 5.6 6.4 63.2 109 8.7 na
1049 277 240 19.2 16.7 15.1 28.1 25.6 221 na
5099 4.7 135 12.3 11.6 9.4 4.7 14.2 13.8 na
100499 35 281 29.2 29.0 251 3.6 30.8 333 na
500- 04 241 31.7 37.2 44.0 04 18.4 221 na

1991
19 661 141 105 7.3 85 65.7 14.8 114 81
1049 28.0 29.6 235 19.5 18.1 281 315 26.1 22,6
5099 3.6 12.8 115 10.9 9.0 3.7 13.9 13.1 12.9
100499 21 213 22.6 238 20.0 23 243 217 295
500- 0.3 222 31.9 38.5 444 0.3 15.6 218 26.8

Source: ROC, DGBAS (various years).
a Includes salaries, wages, bonuses, and fringe benefits.
b Size classification by number of employeesfor 1981 is broader than for other years.
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expenses of labor compensation at establishments.® Through this procedure we
found that the distribution of small-scale production units becomes greater when
relying on the establishment-based rather than enterprise-based statistics.

Thusin Section B when comparing the Taiwanese data based on enterpriseswith
the Korean data based on individual establishments, it is very possible that the
importance of large-scal e production unitsin the Taiwanese economy will be over-
emphasized than if we were able to analyze both economies using data for indi-
vidual establishments.

B. Evolution in the Sze-Distribution Pattern

Tablel presentsthe size-distribution pattern in the Korean and Taiwanese manu-
facturing sector for the number of establishments/enterprises, the number of em-
ployees, employee remuneration/expenses of labor compensation, production out-
put, and value added.® The table indicates, though not sharply, that big business
tends to predominate in the Korean economy while in Taiwan SMEs tend to be
more important players in the economy.

In the discussion below we will focus mainly on establishments/enterprises with
500 employees or more, and on those with lessthan 10 employees, to give ageneral
picture of the evolution in the pattern of size distribution for these particular pro-
duction units in the two economies.

1. Establishments/enterprises with 500 employees or more

(1) Trends

We will begin by comparing time-series changes in the position within both
economies of establishments/ enterprises with more than 500 employees. In both
Koreaand Taiwan the percentage of such large-scal e establishments/ enterprisesin
the total number of businesses is small and has decreased over time. In terms of
output, the decreasing trend has been even more pronounced. In Korea from 1973
to 1983, the share of output accounted for by large-scale establishments first rose
somewhat then level ed off, then dropped by about 5 points between 1983 and 1988.
In Taiwan the share of output by such large-scal e enterprises remained stablein the
40 per cent range between 1966 and 1981, then declined by 10 points between

5 For the enterprise-based statistical data, the adjusted coefficient of determination between the dis-
tribution of the expenses of labor compensation and that of production is as high as 0.944. Assum-
ing that a similarly high correspondence would be found for the establishment-based figures, we
can assume the distribution of production among establishments of different size. Table1-B shows
that the establishment-based data produces alarger distribution of expenses of labor compensation
among smaller businesses compared to the enterprise-based statistics, and it is presumable that the
same relationship holds for the distribution of production.

6 The Korean censuses do not provide output figures for establishments with less than five employ-
ees. Therefore for these small establishments we used “value of shipments’ instead.



388 THE DEVELOPING ECONOMIES

1981 and 1986. Thusin both economies since the 1980s, the share of total produc-
tion accounted for by establishments/ enterprises with 500 or more employees has
decreased somewhat.

Looking at this trend away from large-scale businesses in more detail and ana-
lyzing the factors that brought it about, Table Il shows the percentages of change
that took place in the number of establishments/enterprises and the output of these
production units, and attributes these changes to two factors: (1) changesin indus-
trial structure and (2) changes in the size distribution of establishments/enterprises
within (each) specific industry. Tablell presentsthe cal culationsfor the two econo-
mies for the two periods that are closest to each other in point of time for (1) Ko-

TABLE 11

FAcTors FOR CHANGE IN ENTERPRISE AND ESTABLISHMENT SizE DISTRIBUTION:
MANUFACTURING SECTOR IN KOREA AND TAIWAN

A. Korea
(Percentage points)
Change in Ratio Change Change
to Total Manu- Attributed Attributed
facturing Sector to Factor 1 to Factor 2
@ +(b) @ (b)
196878
Establishments with over 500 employees:
No. of establishments 14 0.3 11
Production output 10.0 -0.7 10.6
Establishments with 5-9 employees:
No. of establishments -16.7 -6.0 -10.7
Production output -3.6 -0.1 -35
1978-88
Establishments with over 500 employees:
No. of establishments -0.9 0.3 -13
Production output -4.9 0.1 -5.0
Establishments with 5-9 employees:
No. of establishments -6.7 -3.7 -3.0
Production output 0.0 -0.2 0.2

Source: ROK, NSO, Report on Industrial Census (various years).
Note: Change attributed to Factor 1 = change attributable to changes in industrial structure;
Change attributed to Factor 2 = change attributable to changes in establishment size in spe-
cific industries.

For example, the change in theratio between period t—1 and t for establishments with over
500 employees was as follows.

(1)-(%) =i pere=grio-im s -,

Y t -1 i i i i

where Y = total manufacturing sector output, Y, = production output of enterprises with over
500 employees, i = the ith industry, t = the tth period, |; = share of enterprises with over 500
employeesin theith industry, and I; = ith industry’ s share of total manufacturing sector pro-
duction.
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TABLE Il (Continued)

B. Tawan
(Percentage points)
Change in Ratio Change Change
to Total Manu- Attributed Attributed
facturing Sector to Factor 1 to Factor 2
@ +(b) @ (b)
196676
Enterprises with over 500 employees:
No. of enterprises 0.2 0.2 0.0
Production output -2.2 -0.1 -2.0
Enterprises with 1-9 employees:
No. of enterprises -3.8 -9.6 5.7
Production output =75 -4.9 -2.6
1976-86
Enterprises with over 500 employees:
No. of enterprises -0.2 0.1 -0.3
Production output -6.5 -1.0 -5.6
Enterprises with 1-9 employees:
No. of enterprises -44 -2.0 -2.3
Production output -10 -0.2 -0.8

Source: ROC, DGBAS (various years).

Note: Change sttributed to Factor 1 = change attributable to changes in industrial structure:
Change attributed to Factor 2 = change attributable to changes in enterprise size in specific
industries.

rean establishments and Taiwanese enterprises with more than 500 empl oyees and
(2) Korean establishments with 5-9 employees and Taiwanese enterprises with
less than 10 employees.” The Korean side of the table shows that during the decade
of 1968-78, establishments employing 500 or more workers increased their share
of production by 10 points due to the increase in output by establishments in this
specific size category in each specific industry. This indicated an overall trend to-
ward large-scal e production units during the ten years. However during the decade
of 1978-88, the change in the size-distribution pattern in each industry, which had
trended toward large-scal e businesses during the previous decade turned negative
resulting in adrop of 4.9 pointsin total output.

In Taiwan the share of total output for enterprises with 500 workers or more
declined dlightly during the decade of 1966—76, then dropped by a significant 6.5
points during the ten years of 1976-86. This trend away from large-scale enter-
prisesin Taiwan could also be attributed mainly to the second factor; changein the
size distribution of enterprises within each specific industry. In sum, Korea experi-
enced a move toward large-scale establishments during the late 1960s and early
1970s followed by a move away from such large businesses in the 1980s, whilein

7 Since the Korean 1968 census data does not contain data on establishments with 4 workers or less,
we had to use data for those with 5-9 workers for Koreain Tablell.
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Taiwan there was a gradually accel erating trend away from large-scal e enterprises
during the same decades.

(2) Sizedistribution at given points of time

In this sub-section we will ook at the pattern of size distribution at similar given
points of time in the Korean and Taiwanese economies and compare the share of
total manufacturing output accounted for by establishments/ enterprises with 500
employees or more. First we will compare the data for Korea-1983 and Taiwan-
1981, the only two points for which data on establishments is available for both
economies. The share of total output accounted for by establishments with 500
employees or more was 55.4 per cent in Korea in 1983 compared with only 39.7
per cent in Taiwan in 1981. Furthermore, when comparing the size distribution of
output for the two economies at the same pointsin time, we can seethat for Taiwan-
1981 small-scale establishments with 49 employees or less has a larger distribution
than in Korea. In this particular instance the data clearly shows the dichotomy be-
tween Kored sbig-business-centered economy and Taiwan's SM E-oriented economy.

In order to compare the distribution of large-scale production units in the two
economies at more points in time, we will now utilize data for establishmentsin
Koreaand for enterprisesin Taiwan. As shown in Table, the share of production
for Korean establishments with over 500 empl oyees continuously surpassed that of
Taiwanese enterprises of the same size category, and the gap widened markedly
especially in the late 1980s; in Korea the share was 50.6 per cent in 1988 whilein
Taiwan it wasonly 37.2 per cent in 1986. Thus the data attests to the much greater
importance of big businessin Korea. Moreover, the enterprise-based datafor Tai-
wan tends to overstate the presence of large businesses in the economy than does
the establishment-based data, as noted earlier. Thus the actua difference between
the two economies in the share of output produced by large-scale establishments/
enterprisesislikely to be greater than what the above figuresindicate.

2. Establishments/enterprises with less than ten employees

() Trends

Asshownin Tablel, up to the end of the 1980sthe position in both economies of
establishments/enterprises employing less than ten workers followed a long-term
decline. In Korea the position in the economy of establishments employing be-
tween five and nine workers continued to decline during both the 1968-78 and
1978-86 periods. As seen from Table I1-A, this decline was most apparent in the
number of establishments. The causes for this decline were the changes taking
place in the industrial structure of the economy and changes in the distribution of
the size of establishments within each industrial sector aswell .

8 The declinein the number of establishments with between five and nine employees was especially
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In Taiwan the position in the economy of enterprises employing between one
and nine workers also continued to decline during both the 1966—76 and 197686
periods. During the 196676 period in particular, the share of output of these small-
scaleenterprisesfell by 7.5 points due mainly to the overall changeintheindustrial
structure (Table 11-B). The decline in the position of the food processing industry,
in particular, where small-scale manufacturers played alarge role, contributed sig-
nificantly to the steep drop in the share of output by small enterprises.

(2) Sizedistribution at given points of time

When comparing at given points of time the position in both economies of estab-
lishments/ enterprises with less than ten employees, Table | shows that although
the percentage of the number of small-scale establishmentsin Korea exceeded that
of enterprises of the same size in Taiwan by amost 10 points, the share of output
accounted for by these small enterprisesin Taiwan was higher than K oreaemploy-
ing less than ten people. Thus the scale of production for Korean establishments
employing between one and nine workers was comparatively smaller than that of
similar-sized enterprisesin Taiwan.

C. Summation

As shown in the patterns of size distribution of establishments/enterprises in
Korea and Taiwan, there has been a clear trend away from both large- and small-
scale businesses. Since the 1980s this trend has been particularly marked in the
share of output accounted for by large-scale businesses in both economies. L ook-
ing at the factors behind this phenomenon, during the 1970s just before the move
away from large-scale businesses began in both economies, Korea and Taiwan
both passed through a transition point marking a change from a surplus of labor to
a scarcity of labor in their economies. Previous studies show that this transition
took place around 1970 in Taiwan and around 1975 in Korea.® Following this tran-
sition large-scal e businesses were confronted with a scarcity of labor and concomi-
tant rising wages. In response they began to subcontract production to SMEs, while
at the same time automating their production processes and shifting to non-labor-
intensiveindustries. Several studies have reported the rise of subcontracting during
the 1980s,'° and the results of our research showing a decline in the output of large
businesses concur with these findings. The rise in subcontracting a ong with grow-

marked in the food processing and machinery manufacturing industries during 1968-78 and in the
apparel industry during 1978-88.

9 For example, Kuo et al. (1981) and Sumiya and Liu (1992) date the transition in Taiwan in 1968,
and Bai (1982) dates the transition in Korea around 1975.

10 For Taiwan, Ka (1993) and Wei (1993) found that subcontracting started to increase from the
1980s in response to growing labor scarcity. According to Levy (1991), in Korea the footwear
industry showed a steady shift from internal production to subcontracting to SMEs during the
1980s.
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ing scarcity of labor and rising wages in both economies since the 1980s seems to
be one of the important factors that has brought on the trend away from large-scale
businesses.

The present section has relied on census data to examine the appropriateness of
thewidely held perception that the main drivers of the Korean economy have been
large-scale businesses while in Taiwan they have been the SMEs. However, as
mentioned earlier, acomparative analysis of the two economies based on this data
has definite limitations, the most critical being the absence of establishment-based
statistics for both economies prior to the 1990s with the sole exception being two
comparable datesin the early 1980s. Therefore werelied on data on establishments
in Korea and on enterprises in Taiwan.'* Thus the results presented in this section
have been affected to some degree by theincompatibility of the categoriesfoundin
the data.

In the following section we will examine the generally perceived dichotomy
between the two economies by comparing and contrasting, first, the size of busi-
ness groups and their position in their respective economies, and second, the size of
the major exporters in both economies. As was mentioned earlier, the research to
date on the Korean economy has directed most of its attention at the chaebol groups
whilethat on Taiwan hasfocused on SMEs. We consider that such differing points
of focusisdueto the contrast in the positions that |arge-scal e business groups have
in their respective economies and the contrast in the size of the major exporters.

1. A COMPARISON OF THE SIZE OF BUSINESS GROUPS

A. TheData

A chaebol, or Korean conglomerate, is defined in the Monopoly Regulation and
Fair Trade Act and its Rules for Implementation as a “large-scale business
group.”*? Certified chaebols must report to the Fair Trade Commission about their

11 Also we had to use arather loose classification for size categoriesfor establishments/enterprisesin
order to standardize categories for comparing the number of employees. For example, if the cat-
egory of establishments/establishments with 100499 employees could be broken down into
smaller segments, we could probably see the contrast between the two economies more clearly.
Also, in pre-1973 Korea, establishments employing five workers or less were excluded from the
census making it impossible to do an adequate comparison for the 1960s, a decade when both
economies experienced accelerated economic growth.

12 Article 2, Section 2 of the Act defines a “business group” as a collection of companies whose
business affairs are under the control of asingleindividual. A detailed definition is also given for
the meaning of “control over business affairs.” A large-scale business group isdefined in Article 3
of the Rules for Implementation as a business group with total assets ranking within the top thirty
groups, and the government imposes various restrictions on the groups certified as being large-
scale. Those large-scal e business groups with adispersed sharehol ding structure are excluded from
the definition, as the Korean government offers incentives to promote the dispersion of
shareholding in large-scale business groups.
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financial situation and who their present stockholders are, and the following analy-
sisis based on a portion of this reported information which is published in “The
Financial Analysis of the Korean Thirty Largest Chaebols, 1996” (NIMA 1995;
hereafter referred to as“ Korean Chaebols’). Regarding businessgroupsin Taiwan,
we relied on surveys which the China Credit Information Service has conducted
continuously since 1974 and published as “Research on Business Groups in the
Taiwan-Fukien Area’ (CCIS, various years, hereafter referred to as “ Taiwan Re-
search”).

The criteriaused in “ Taiwan Research” for including business groupsin its sur-
vey have been revised over the years. In the 1996/97 issue, the criterion for inclu-
sion isto have either (1) total assets and total sales of over N.T.$400 million,* or
(2) asum of assets and sales exceeding N.T.$1 billion. For determining the physi-
ca size of a group, “Taiwan Research” uses “objective’ criteria such as capital
investment and managerial relationships among theindividual member companies,
and “subjective’ criteriasuch as the existence of amutual identity among the busi-
nesses that they belong to the same group.**

B. Comparison of the Top Groups

Using the information in Tables I11 and 1V, we will first look at the change that
has taken place in the position of large-scale business groups in the economies of
Korea and Taiwan. Table I1l presents the shares for the top 5, 10, and 20 Korean
business groups in the nominal GDP; and in Table IV we calculated total salesfor
the approximately 100 groups surveyed in “Taiwan Research” as a percentage of
nominal GDP. Here it should be mentioned that in Table IV these absolute values
have no specia economic meaning themselves. First, total sales does not theoreti-
cally correspond to nominal GDP, the total amount of value added, and second,
since a business group’s total sales include the value of transactions among its
member companies, the ratio of these total sales to GDP has little significance it-
self. However we have no alternative, and since our aim is to see how the position
of large business groups in Taiwanese economy has changed, this indicator is suf-
ficiently useful for the purpose.

13 During 1995, N.T.$26.49 averaged U.S.$1.

14 “Taiwan Research” listsfive “objective’ criteria: (1) the parent company owns at least 50 per cent
of itssubsidiaries’ stock, or member companies of the group mutually own at least 25 per cent or
afair percentage of each other’ sstock; (2) the sameindividual investsover half of the capital inthe
parent and subsidiary companies; (3) the majority of director (dongshi), general manager
(zongjingli), and auditor (jiancharen) positions in the parent and subsidiary companies are as-
sumed by the same individuals or immediate family members, i.e., spouses and relativeswithin the
third degree of kinship; and (4) the group is directed and supervised under the same managerial
organ. The “subject” criterion means the commonly shared identity among the affiliated compa-
nies. If acollection of companiesfulfills one of the “ objective’ criteriaand meets the “ subjective’
condition, it is classified as a*“business group” in “Taiwan Research.”
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TABLE 1l
KoreaN CHaesoL VALUE ADDED AS A PErcenTacE oF GDP, 1973-94
(%)

1973 1978 1983 1989 1994
Top 5 groups 35 8.1 10.0 84 84
Top 10 groups 51 10.9 13.0 104 11.2
Top 20 groups 7.1 14.0 16.0 135 135

Sources: For 1973-89, Hattori (1994); for 1994, NIMA (1996).

TABLE IV

Economic PosiTioN oF TAIWANESE BusiNEss GRoups. ToTAL SALES oF BUsINESs
GRroups As A PercenTAGE oF GDP, 1970-94

Total Group Sales Nominal GDP
(N.T.$ Billion) (N.T.$Billion)  No. of Groups® @/ (0)
@ (b) )
1970 54.7 226.8 100 24.1
1975 165.5 580.7 106 28.1
1980 456.9 1,491.1 100 306
1985 735.4 2,473.8 97 20.7
1990 1,688.6 42220 101 40.0
1994 2,700.7 6,376.5 115 425

Source: CCIS (various years).
a The number of groups surveyed by the table's source. Criteria for their inclusion in the
survey are detailed in footnote 14.

Tablelll showsthat the position of the top chaebol s within the Korean economy
grew in importance throughout the 1970s; however, in the mid-1980s this impor-
tance reached its peak and started to decline. Table IV indicatesthat in Taiwan the
position of large business groups within the economy has been rising continuously
since the 1970s.

We will now compare the position of business groups in the two economies
during the past few years. Table V shows the ratio of total sales for the top thirty
business groups to the nominal GDP in both economies. The figures for the latest
available year, 1994—73.7 per cent in Korea and 31.3 per cent in Taiwan—are
strikingly different, and an even larger difference can be seeninthe calculationsfor
the five top groups—49.0 per cent in Korea and 12.3 per cent in Taiwan. Clearly
the importance of the chaebolsisfar greater in the K orean economy than isthat of
large business groups in the Taiwanese economy.

The remarkably larger presence of Korean chaebols in the economy shown in
Table V ismainly dueto the very large scale of the top chaebols. For example, the
total salesand assets expressed in U.S. dollars of the Cathay Group, Taiwan’slarg-
est business group in 1994, would rank only ninthin salesand fifth in assetsfor that
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TABLEV

TotAL SaLEs oF Tor BusiNEss GRouPs AS A PERCENTAGE OF
GDP: Korea AND TAalwaAN, 1994

(%)

Korea Taiwan
Top 5 groups 49.0 12.3
Top 10 groups 60.4 19.7
Top 30 groups 73.7 313

Sources: For Korea, NIMA (1995). For Taiwan,
CCIS (1996/97).

year among Korea's business groups. Furthermore, the number of corporations
comprising Korean chaebols is considerably greater than the number of member
companies making up Taiwanese business groups. In 1994 twelve groupsin Korea
had more than twenty companies while in Taiwan there were only three such
groups. Research to date has often referred to chaebols as “world-class big busi-
nesses’ (Watanabe 1986, p. 116) while Taiwanese business groups are described
as “small-scale conglomerates mainly under the control of family management”
(Liu 1992, p. 137). One can see that thereisindeed amarked contrast in the size of
business groups in the two economies.

In this section we have seen the substantially clear contrast between the position
of the chaebols in the Korean economy and that of large business groups in the
Taiwanese economy. It is very likely that this dichotomy has been an important
factor behind the general perception that big business has had afar moreimportant
position in Korea s economy than in Taiwan’s.

1. EXPORTERS AND BUSINESS SIZE

A. TheData

Table VI-A providesthe export sales ratios (export sales/ total sales) for Korean
SME manufacturersby size, and Table VI-B shows export salesratiosfor SME and
non-SME manufacturersin Taiwan. Table VI shows the share of exports shipped
by SMEsto total exports.?®

The definition of “SME” in Taiwanese statisticsis based on capitalization while
for Korea it is defined by the number of employees. To determine whether the
Korean data was sufficiently comparable to the Taiwanese data, we calculated the

15 Table VII includes not only SME manufacturers but also SME trading companies. Therefore
goods exported by SME trading companies, whether produced by large-scale enterprises or not,
areincluded as SME exports, while goods manufactured by SMEs and exported by large trading
companies may beincluded in SME exports.
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TABLE VI
ENTERPRISE SiZE AND EXPORT SALES RATIO
A. Export Sales Ratio of Korean SMEs

(%0)

Enterprise Size (No. of Employees)

59 10-19 2049 5099  100-199 200-299 Total
1977 6.0 19.1 104 12.8 28.0 429 218
1979 0.4 124 9.5 17.2 22.9 30.3 191
1981 2.7 16.3 19.3 299 29.3 314 255
1983 37 6.5 224 31.6 32.6 334 26.6
1989 7.6 11.7 16.0 21.7 26.6 33.0 21.3
1993 13.6 19.0 209 25.0 30.2 285 23.7
Source: ROK, KFSB (various years).
Notes: 1. Export salesratio = export sales/ total sales.
2. Export salesinclude indirect export sales.
B. Tawan
SMEs Non-SMEs Average  Average Non-
SME Size SME Size

Domestic Export Domestic Export (No. of (No. of

Sales (%) Sales (%) Sales (%) Sales (%) Employees) Employees)
1973 41.8 58.2 53.6 475 n.a n.a
1974 58.1 41.9 59.6 404 n.a n.a
1975 451 54.9 62.7 37.3 n.a n.a
1976 42.4 57.6 60.4 39.6 n.a n.a
1977 475 52.5 62.7 37.3 n.a n.a
1978 436 56.4 63.6 36.4 n.a n.a
1979 42.8 57.2 59.8 40.2 1175 611.5
1980 40.6 59.4 60.9 39.1 104.2 579.6
1981 26.4 73.6 57.9 421 1225 523.2
1982 24.1 75.9 60.8 39.2 151.4 628.3
1983 284 71.6 65.4 34.6 n.a n.a
1984 28.1 71.9 64.3 35.7 1274 610.8
1985 289 71.1 64.5 355 105.6 534.1
1986 334 66.6 67.5 325 99.7 546.8
1987 34.8 65.2 67.9 321 86.8 534.4
1988 59.5 374 68.8 30.3 n.a n.a
1989 63.3 32.7 69.7 26.9 63.8 468.1
1990 58.8 40.8 68.6 30.6 52.9 417.0
1991 61.9 37.7 68.8 30.0 46.7 354.9
1992 64.0 35.0 718 27.0 45.0 4233

Source: Bank of Taiwan (various years).
Note: The definition of SMEs in the manufacturing sector has varied in the following ways:
1973-76: Enterprises capitalized at N.T.$10 million or less.
1977-81: Enterprises capitalized at N.T.$20 million or less.
1982—-92: Enterprises capitalized at N.T.$40 million or less.
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TABLE VII
TotaL ExrorTs FOrR SMEs: Korea anD TalwaN, 1981-94
(U.S.$ million)
Korea Taiwan
Total SME SME Total SME SME
Exports Exports Share (%) Exports Exports Share (%)
1981 n.a n.a n.a 22,600 15,390 68.1
1982 21,850 4,820 221 22,200 15,470 69.7
1983 24,450 4,890 20.0 25,120 15,930 63.4
1984 29,240 7,440 25.4 30,460 18,050 59.2
1985 30,280 8,410 27.3 30,720 18,800 61.2
1986 34,710 12,230 35.2 39,790 26,410 66.4
1987 47,280 17,810 37.7 53,540 35,900 67.1
1988 60,700 23,000 37.9 60,590 36,350 60.0
1989 62,380 26,050 41.8 66,200 40,770 61.6
1990 65,020 27,380 421 67,210 38,520 57.3
1991 71,870 28,700 39.3 76,180 43,330 56.9
1992 76,630 30,680 40.0 81,470 45,560 55.9
1993 82,240 35,170 42.8 84,920 46,510 54.8
1994 96,010 40,700 424 93,050 48,910 52.6

Sources: For Korea, SMIPC (various years); for Taiwan, ROC, MSBA (1995).
Note: SMEs include nonmanufacturing enterprises.

percentage of Taiwanese enterprises with less than 300 employees (the Korean
definition of an SME) among the enterprises with N.T.$40 million or less capital
worth (the Taiwanese definition of an SME) and found that as of 1990, 99.9 per
cent of Taiwan's"“SMES’ employed less than 300 workers. Hence, the enterprises
defined statistically by thetwo economiesas“ SMES’ were largely the same sizein
terms of the number of employees. Thisindicatesthat the datain Table V1 is suffi-
ciently comparable.®

B. Comparison

From Table VI we can seethat there is a contrast between the two economiesin
the relationship between enterprise size and the ratio of export sales. For Koreawe
were able to obtain data on the export sales ratios for SMEs (enterprises with less

16 However there are definite problemsin the quality of the datafor the statistics on Taiwan contained
in Table VI-B. First, the average number of employees of the enterprises surveyed shows a very
discontinuous change over time: 151.4 in 1982 and 45.0 in 1992. Second, there is aso a strange
discontinuity in the movement of export ratios. For example, from 1987 to 1988 the share of ex-
ports shipped by SMEs dropped by 28 points. During these two years accelerated eval uation of the
Taiwan dollar caused SME exports to stagnate, and it is quite possible that SMEs turned their
marketing strategies away from exports and toward domestic demand. However, such a steep drop
of 28 pointsindicates the possibility that some bias may have occurred in the survey methodology
during the period covered by the survey.
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than 300 employees) by size and found that thereis a positive rel ationship between
the size and the export salesratiosfor SMEs (TableVI-A). In contrast, the share of
exportsto total salesfor SMEsin Taiwan has consistently far exceeded that of non-
SME exporters, and a comparison at given points of time also shows that the share
of exportsfor SMEsin Taiwan was always higher than that for their counterpartsin
Korea

We will now compare the share of SME exports as a portion of total exportsin
each economy. Table VI indicates that the share of SME exportsismuch higher in
Taiwan than it is in Korea, especially up to the late 1980s. Comparing the time-
series changes, we see that in Korea since 1982, the SME export ratio has steadily
increased, while in Taiwan the share of SME exportsto total exportsremained at a
comparably stable 60 per cent until the 1990s. Since then their share has decreased
dightly, and the contrast between the two economies is becoming less sharp.

Despite definite data quality problems, the analysis in this section indicates that
the Taiwanese SMEs have played a far more important role in the export sector
than have their counterpartsin Korea.*” Both economies represent successful cases
of export-oriented industrialization, but the export drive in Korea has been borne
mainly by non-SMEs whilein Taiwan it has been carried on by SMEs.

CONCLUSION

In the present study we examined the appropriateness of the generally held percep-
tion within research literature that contrasts the chaebol-led Korean economy and
the SME-oriented Taiwanese economy.

In Section | we confirmed via census data a contrasting pattern of distribution in
the size of establishments/ enterprises in the two economies, although there were
variouslimitationswith the datadue to the differing ways of categorizing the statis-
tics. In Sections |1 and |11 we compared the position of large business groups in
both economies and the position of SMEs in the export sector. Despite limitation
with the data, we showed in Section Il that the position of the chaebols in the
Korean economy is more important than is the position of large business groupsin
the Taiwanese economy. In Section II1 we showed the contrasting position of
SMEsin the export sector of the two economies. In conclusion we can say that the
statistical datato the end of the 1980s confirms the generally held perception con-
trasting enterprise sizein the two economies has had its basisin those differencesin
the two economies that have been pointed out in this study.

17 One more limitation is that the intermediate input-output relationship is not analyzed in this study.
The export products of SMEs often contain intermediate goods supplied by large-scale enterprises
and vice versa. The input-output relationship among manufacturing sectors should be taken into
consideration in more detail when analyzing the relative roles played by big businessand SMEsin
the exporting sector.
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In futurefollow-up research there are two pointswhich will need to be examined
further. First, starting from the eighth census conducted in 1991, Taiwan began
publishing statistics at the level of the establishment providing data on the output
and value added by industry and establishment size. Therefore, more adequate
comparison between the two economieswill be possible for the 1990s and beyond.
Second, looking at the trend during the 1990s, we can see from Table | that in
Korea the number of establishments employing 500 or more workers and their
production as aratio declined between 1988 and 1993, with theratio for production
dropping by 5.3 points. On the other hand, between 1986 and 1991 the position of
enterprises employing more than 500 workersin the Taiwanese economy increased
inimportance, if only sightly. In other words, the dichotomy in the position of big
business in the two economies seems to have lessened since the mid-1980s.
Whether this trend will continue is a subject deserving further observation and
future study.
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