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Abstract

In the process of upgrading Taiwan's industries, the government’s proactive
planning and resource allocation play the essential role. To create the next wave of
development power for Taiwan, not only the most advantageous industries (i.e.
semiconductor, LCD, information audiovisuals) have to meet with the demands of
technical R&D for high-level development, to pursuer market breakthrough, and to
develop innovative service industry integrated with inter-discipline technology; but
also new industries (i.e. IT life technology application, anti-aging medical equipment,
and energy saving and reduction equipment) are expecting to sproui.

As the trend of globalization has expanded from productive activity to capital,
technology, talents, and market divison and service, the traditional
manufacture-based economic development model in Taiwan has faced a bottleneck.
The new style of international economic network created by globalization has also

destroyed the foundation which Taiwan's economy used to rely on.

The service industry has broken through the traditional limitations
(non-dividable, non-savable, and non-transportable) and reconstructed a global
industry structure framework (industry structure domain), it is time to re-examine
Taiwan's “local assets’ to control or create innovative and classified industry value
chains matching the new trend of global service and manufacture outsourcing. More
importantly, new international labor division style has taken over the hidden outlook
of the traditional “flying geese model”, and has no longer used Taiwan or Korea as the
“first stop” for some exporting value chains of developed countries. Therefore,
Talwan must consider the possibility to be bypassed when a global new value chain

network has been formed.

The level of industry value-added rate (the percentage of GNP in GDP) is an
important indicator to measure the productive quality and competitive strength of a
country. The intermediate goods input rate is corresponding to the value-added rate,
and they have an inverse ratio relation. Since 2000, Taiwan's industries have
continued to upgrade and transform, however, the export prices (US$) had increased
in an average 0.2% per year, while the import prices 7.3% per year, thus the
industries’ profit margin had decreased.



After reviewing relevant references of loca and international industry
value-added, this study used the sources of manufacture industry value-added growth
and divided them into the value-added rate effect, structure adjustment effect and
output scale effect, and then used cross effects of the three effects to analyze genera
factors of value-added changes in manufacture industry. Besides, regression anaysis
was used to investigate important factors which influenced the value-added rates of

manufacture industry and service industry in Taiwan.

For the whole period of time, the value-added was increasing, but the source of
increase mostly relied on the increase of output (the output scale effect was over
100%), and the value-added brought by output value per unit (i.e. the net effect of
value-added rate) was negative, which showed Taiwan has become more reliant to
the manufacture strategy -- compromising the decreased unit revenue with
expanding output scale -- after entering the post-industrial period.  This
phenomenon could be obviously seen on the cross effect of value-added rate effect
and output scale effect, the effect even reached -11.65% between 1981 and 1999,
which showed Taiwan still followed the “selling high volume with low profit

margin” model to push the economic devel opment.

In 2008, Taiwan's manufacture industry output value reached NT$15 trillion,
which was 50.03% of the general industry output value, while the value-added was
only NT$3 trillion, only 25.7% of the integral value-added. Compared to other
industries, Taiwan’'s manufacture industry has more labor divisions and intermediate
inputs, thus the value-added rate is lower. In 2008, the value-added rate of

manufacture industry was only 20.84 9%, but its employment rate reached

approximately 2.89 million people, which highlighted the importance of

manufacture industry to Taiwan’s economic development.

The results of regression analysis showed that outsourced manufacturing rate
represented the percentage of expenditure the enterprise spent on outsourcing (i.e.
some business or production of the enterprise were allocated to other companies to
produce), a higher rate means the company may be facing a upgrade period, only
produced higher-level production and transferred lower-level output production to
other OEM companies. However, it may be due to a strong competitive pressure in
itsoriginal profession, therefore the company looked for OEM companies to cut down



production cost. The results showed that it changed along with value-added (rate),
which represented the upgrading or cost reduction in Taiwan's manufacture industry
has been rather effective, and also promoted the industry value-added (rate).

At the aspect of merchanting trade, as the pressure of international competition
increased, taking a global layout in mind, through the production and marketing
management method of merchanting trade, the allocation of company’s production
resources can be more efficient, thus can effectively reduce productive cost. Based
on the results of evaluation, we found that the scale of performing such a mobile trade
and production model changed along with the promotion of value-added rate.
Moreover, the results also showed that performing R&D activities indeed brought
positive effects to promoting value-added (rate) for Taiwan's manufacture industry.

Secondly, at the aspect of brand, the results found that there was no significant
influence between brand and value-added rate, but there was significant benefit to
promoting value-added. It showed that though the efforts made by companies in
brands helped promote the value-added of their products, the effect on promoting
value-added rate was not clear. There is obviously a rather large space for

improvement.

The two major factors, labor and cost, showed a significant positive relation with
the value-added (rate) of service industry, which showed it was essential to maintain a
certain degree of value-added rate and to ensure a stable productive input of labor and
cost while promoting the value-added.

The study found that manpower and capital are two basic productive factors,
either to manufacture industry or service industry, these two factors have been the

crucial factorsto the changes of value-added, especially for the human resource.

Either for subsequent brand setup or customized service, the most important key
was excellent talents. Based on this, the Government, while planning policies to
promote industry value-added, should focus on talent development, ensure industries
to maintain their basic competitiveness, and then draw out a general direction of the
policiesto provide enough attraction and energy for innovation and brand setup.

To generalize al the findings of this study and to compare them with the
demonstrative directions of major competitive countries development strategies,



this study concluded the following physical suggestions for promoting Taiwan's

industry:
|. Promotion strategy of the cross section of industry value-added

(1) Tdents

1.To assign the Council for Economic Planning and Development as the
specialized institute to establish a mechanism of coordination and integration for

industry’s human resource development.

2.To attract international high-tech companies to reside in Taiwan and establish
R&D centersto nurture local R&D talents.

3.To select key point development schools and research institutes in various

domains.
4.To nurture young leaders for future new industries.

(1) Innovation

1.To strengthen the system for creating innovation.
(1) Toestablish apractical framework for innovative achievements.

(2) To establish a sustainable cooperation system of

industry-government-academia.

(3) To enforce cooperation between industries and centers of innovative

incubator of universities.
2. To encourage innovative research of industries.

(1) Brands

1.To expand the search for Taiwan excellence brand goods, and to focus on

counseling the medium-small industries and service industry.

2.To increase advertisements in various media of Taiwan and overseas, and to

promote the value of Taiwan excellence brands.

3.To expand the cooperation between private and public sectors, and to establish



product brands of local traditional industries.
I1. Promotion strategies for industry value-added of manufacture industry

(1) to loosen limitations on investments of cross-strait industries to or from

Taiwan.

(1) To establish the National Development Fund.
(I11) To set up new industries.

(1V) To establish a feasible long-term mechanism of negotiation and management

on intellectual property right.
(V) To set up an accreditation organization approved by |SO.
[11. Promotion strategies for industry value-added of service industry

(1) Topromoteinnovation in service industry.
(1) Topromote R&D and successful factor analysisin service industry.

(1) To promote the cooperation of industry-government-academia in service

industry.
(IV) Toapply IT to increase the productivity of service industry.
(V) A well-established development policy foundation for service industry.

1. Well-established statistics and industry organizations.

2. To help Taiwan’s service industry to expand the market in Mainland China
through ECFA.

IV. Promotion strategies for industry value-added of electronic information

(1) Tosupport or counsel the industry to establish innovative or R& D centers.

(1) To encourage the industry to use global resources to expand the international

network.

(1) To support technical developmentsin specialized research domains.



(IV) To assist the industry to improve self-made ability of major parts and

machinery.
V. Promotion strategies for industry value-added of distribution service industry

(1) Toreduce the control on the market.
(1) Toimprove customs clearance efficiency.
(111) To promote infrastructures of international harbors and airports.

(IV) To provide counseling for starting an enterprise and management of

distribution service industry.

(V) To encourage foreign companies to set up distribution centersin Taiwan.

V1. Promotion strategies for industry value-added of financial service industry

(1) Tointroduce foreign financial speciaiststo work in Taiwan.

(1) To speed up the layout of Taiwan’s banksin China.

(1) Toloosen limitations on new financial products.

(1V) Tointroduce financial laws and supervision systems with global standards.

(V) Todevelop asset securitization business and expand the market.

Vi
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