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Branding with Innovation: Taiwanese Firms in the Age of Globalization

< June 16, 2006 >

13:00
| Registration
13:40
13:40 | Opening
| Dr. Hai-Dung Chen *9’35’5%, President, Tunghai University
14:00 | Dr. Chung-Hsien Huang BERE, Program Coordinator, Tunghai University
14:00 | Keynote Speech I
| Branding with Innovation: Taiwanese Bicycles’ Experience
14:40 | Mr. Antony Lo ¥#fF% / President of GIANT Inc.
Paper presentation—Session I ( Taiwan's Challenge )
Host: Dr. Jen-Teng Tsai Ak
Dean of the Engineering College of Tunghai University
Asia’s Rise in Innovation Offshoring-Causes and Policy Challenges
® Presenter: Dieter Ernst, Senior Fellow
15:00 (I) East-West Center, Honolulu, Hawaii
| B Commentator: Shin-Horng Chen B%E?E, Director
16:20 Chung Hua Institution for Economic Research
Can East Asian Latecomers Catch up?
® Presenter: Wan-Wen Chu EE?ESZ, Research Fellow
(II) Research Center for Humanities and Social Sciences
B Commentator: Wei-An Chang gﬁﬁﬁﬁ, Professor
Institute of Sociology, Tsing-Hua University
16:40 | Paper presentation—Session II ( Korean Experience )
| Host: Dr. Pao—-Lung Chang RIRME
18:00 Vice President of the Feng Chia University

A Tale of two Emerging Economies
(1) B Presenter: Sea-Jin Chang, Professor

Department of Business Administration, Korea University

B Commentator: Euntaek Oh RIEZE, Assistant Professor

The Department of Japanese, Yu Da College of Business

When and how does Business Group Affiliation Promote Firm Innovation:
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From Catch-Up to Innovation: Technological Upgrading in South Korea,
Taiwan and China

B Presenter: Jenn-Hwan Wang 33&%%, Professor
Sun Yat—-Sen Graduate Institute of Social Sciences and Humanities,
National Chengchi University

B Commentator: Ming-Chang Tsai Z|HHIE, Professor

Institute of Sociology, National Taipei University
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20:30

Dinner at the Howard Prince Hotel, Taichung

< June 17, 2006 >
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| Registration
08:40
08:40 | Keynote Speech II
| Branding with Innovation: Taiwanese SME’s Experience
09:20 | Mr. Aling Lai 8B / Chairman of the Thunder Tiger Company
Paper presentation—Session III ( Japanese Viewpoint )
Host: Mr. Kuo-Chin Chuang HEEUER
Chairman of the Logitach Inc.
Architecture—-Based Competition and Alliance among Asian
Manufacturing Firms
B Presenter: Shintaku Junjiro %ﬁﬁ?ﬁg__ﬂﬂ, Associate Professor
(I) Graduate School of Economics, University of Tokyo
09:30 ® Commentator: Lien—-An Hsu ﬁﬁ%ﬁ%, Professor
| Center for Creativity and Innovation Studies, National Chengchi
10:50 University
Competitiveness in Manufacturing: Technological and Social
Conditions
B Presenter: Munakata Masayuki %ﬂ%lEﬁg, Professor, Dean
(II) Faculty of Modern Management Information, Osaka Seikei University
B Commentator: Jong-Tsong Chiang JINUE®, Professor
Department and Graduate Institute of Business Administration,
National Taiwan University
11:10 | Paper presentation—Session IV ( Business Strategy )
| Host: Dr. Tsai-Ding Lin MEZT
12:30

Dean of the Management College of Thughai University

(1)

Innovation, Leverage, and Firm Growth: Taiwan Evidence
B Presenter: Chi-Sheng Hsu?ﬁ@§?+, Assistant Professor
Department of International Trade, Tunghai University

B Commentator: Xin-Wu Lin MARZE, Director

Research Division III, Taiwan Institute of Economic Research




Strategic Options for Taiwanese Firms in an Age of Globalization

® Presenter: Brookfield Jonathan, Assistant Professor

Texas A&M University
B Commentator: Fu-Lai Yu fﬁ&ﬁ%, Professor

Department of Economics,

(II) Management Department,

Feng Chia University

12:40

| Lunch at the Tunghai University
13:30

< June 17, 2006 >

Paper presentation—Session V ( The Comparison of Taiwan and Korea )

Host: Mr. Po-Chih Huang =8

Chairman of the Taiwan Association of Machinery Industry

Globalization and the Rise and Fall of South Korean Businesses

B Presenter: Eun—-Mee Kim, Professor, Dean

13:40 (I) Division of International Studies, Ewha Womans University

| ® Commentator: Ming-Chi Chen.&fmﬁﬁ, Professor

15:00 Institute of Sociology, Tsing-Hua University

Moving Toward to the World's Number One: The Formation of Vertical
Integration for Taiwanese Manufacturing Capabilities
(1) B Presenter: Chieh-Hsuan Chen.&?fTZZ, Professor

Department of Sociology, Tunghai University

B Commentator: Mei-Lin Pan?ﬁ%@ﬁ?, Assistant Professor
Institute of Sociology,

Yuan Ze University

Paper presentation—Session VI ( Opportunities in China )

Host: Mr. Chin-Huo Su EfigpEs

President of the Corporate Synergy Development Center

The Emergence of Keiretsu—Guanxi Facilitated Joint Ventures in China

® Presenter: Ming-Hong Lai #8883,\, Associate Professor
Department of Business Administration,

() Institute of Technology

B Commentator: Yukihito SatofEE%ﬁi&, Research Fellow

Institute of Developing Economic Japan External Trade Organization

National Taichung
15:20

16:40

Taiwan—-Suzhou: Industrial System and Cross—-Border Regionalization
® Presenter: Chuan-Kai Lee ?fﬁﬁ‘:‘ll’“, Ph.D.

(1) Department of City and Regional Planning,
California, Berkeley

B Commentator: Kuo-Hsiung Chang KRB, Associate Professor
Department of International Trade,

University of

Tunghai University
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17:00 Dr. Ren-Jye Liu ZI{"#%, conference Chair, Tunghai University
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Abstract

The major purpose of this project is to compare the development of
information technology in Taiwan and South Korea, asking the question
regarding how and in what ways the technology regime in both countries
shapes their different routes toward OEM in Taiwan and OBM in South
Korea. In this year, the project has been done by collecting data on the
national system of learning and innovation. It is found that South Korea’s
former high-debt and chaebol-dominated model favored its pursuit of
scale-based technological development, while Taiwan’s pro-stability,
SME-based network model tended to favor it to pursue for a networked,
clustered based type of catching up. These two countries’ former national
model has also largely facilitated their different routes toward
technological innovation: this paper argues that the South Korea’s former
high-debt and chaebol-dominated model favoured it to pursue a
Schumpeterian scale-based technological development, while Taiwan’s
former SME-based model tended to favour to emphasis on a
neo-Marshallian network-based technological development. It argues that
the Schumpeterian model favours South Korea to pursue for technologies
that are

I . The theoretical perspective

There two major presuppositions regarding our research: the first is
both South Korea and Taiwan are catching up economies that are in the
stage of searching for technological innovation. The second is that our
research is based on the institutionalist perspective that assumes national
institutions will shape the ways in which firms learn technologies and
evolve in path dependent manner. Innovation here indicates new and
improved products and processes, or as Edquist (1997:18) claims,
‘technological innovation is a matter of producing new knowledge or
combining existing knowledge in new ways- and of transforming this into
economically significant products and processes.’ In this broader definition,

innovation not only indicates new products, but also new process.

The industrial system or institutional arrangement of a late



industrializing country mainly involves the state’s role, the patterns of
interaction of R&D institutes and industrial firms which may facilitate
technological learning, and the firms’ organizational learning which will
eventually enhance their technological capabilities. The different
combination of these factors constitutes an economy’s special features or
can be called the national model which will also eventually more or less
shape the ways in which it transforms (or not) from a catching up to an

innovation based economy.

There are two different views regarding the transition from a catch-up
based to innovation-based economy. The first stresses the importance of
economies of scale for technological innovation. In Schumpeter’s (1950)
view, large firms have a superior ability to generate technological and
organisational innovation, due to their abundant resources. Secondly, there
1s a neo-Marshallian view that highlights the importance of the dense
interactions among a large number of competing and cooperating firms
that create an external economy favouring technological innovation and
learning (Amin and Thrift, 1993). This view especially stresses the
importance of ‘collective efficiency’ (Schmitz, 1995) and ‘trust’ that can

amend the resource weakness of SMEs.

Nevertheless, this project is also intend to show that not all the
existing institutions are beneficial to every kind of technology, a country’s
institutional arrangements may favor some but not all industries to
develop. As Porter (1990:7) argues, “no nation can be competitive in
everything”. The technological trajectory of an industry, which involves
inherent patterns of knowledge creation and production methods of an
industry that over time evolves in certain directions and become relatively
constant in specific ways (Dosi, 1988; Perez, 1985) tends to couple with
certain kinds of social institutions in order to develop. For example, the
DRAM industry required obtaining advanced design and process
technologies, heavy R&D as well as huge capital investments in order to
support continuous and volatile technological innovation. This type of
technological trajectory therefore tend to favor large diversified companies
that have the financial resources to make large investments in R&D and
production facilities, and those that can weather temporary downturns in
the market, such as the South Korean chaebal. On the contrary, the
technological trajectory of the PC industry is characterized by an open
architecture and modularized production method, with the possibility of

continual upgrading and reconfiguration from the parts to the whole



system (Langolis, 1992). A decentralized industrial structure may be more

favorable for the latecomer firms to catch-up.

Accordingly, the existing institutional arrangements or the national
model of technological catching up may favour a late industrializing
country to pursue for some types of technological learning than otherwise.
This in turn will also largely shape the ways in which it moves up the
ladder toward innovation following the path dependent manner. It is the
purpose of this paper to decipher the institutional arrangements of
technological catching up in South Korea and Taiwan and to analyze how
they affect the ways in which technologies are learned and how innovation

may occur or not.

II. Preliminary results of the research project
2.1 South Korea's route toward the Schumpeterian model

The South Korean model of catching up is characterized by economies
of scale that have resulted from the state’s strong support of its domestic
firms. Basically, South Korea’s economic development has been
characterized by the developmental state’s strong leadership and the
dominance of the big conglomerates in the industrial structure (Amsden
1989; Kong 2000; Woo 1991; Kim 1998) prior to the 1997 financial crisis.

Due to the state’s ‘unlimited supply of capital’, the South Korean
industrial structure was highly concentrated. The result was that the
economy became concentrated in and dominated by a few chaebol (Fields
1995; Woo 1991; Hamilton, et al., 2000). The high concentration of
financial resources in a few national champions gave the chaebol the
opportunity to build the capability to assimilate existing technologies
rapidly, especially in the DRAM industry (Kim, 1997). The business
strategy of these companies was to emulate the Japanese production
method of producing high-volume standardized commodity products such
as memory chips but at a lower cost. Because of the abundance of financial
resources, the Korean chaebol were able to devote more resources to access
new technologies through heavy capital investments, acquisitions of
smaller foreign firms, the purchasing of licenses, recruiting Korean
Americans, setting up outpost labs in both Silicon Valley and Tokyo, and
devoting intensively on in-house R&D activities (Mathews and Cho 2000;
Dedrick and Kraemer 1998; Kim 1997). Through these efforts, Samsung,
Daewoo, Hyundai and Goldstar all in the process enhanced their

technological capabilities and developed the DRAM technologies



independently.

Nevertheless, although the Korean firms’ have made impressive
progress in the DRAM industry, they are not very successful in the PC
industry. According to Dedrick and Kraemer (1998), there are reasons that
hindered Korean PC industry from becoming stronger competitor in the
international market compared to its counterpart of the DRAM industry.
First, the state’s protective policy had prevented local firms from learning
from MNCs and distanced itself from the most updated technology. Second,
the Chaebol’s organizational structure is highly rigid and hierarchical
which 1s counterproductive with the PC industry that requires flexibility
and close interactions with the customers. Third, the weak SMEs are also
contributed to the Korean’s weakness in the PC industry in that they are
subservient to the lead company and rarely have grown into strong
competitors in their own right. Finally, most of the Korea’s leading
computer producers are large electronics conglomerates, from whom

computers make up only part of their revenues.

To sum up briefly, the Korean chaebol have transformed themselves
from technological followers to technological innovators by taking
advantage of scale economies and receiving heavy support from the state
for their own R&D and for public R&D that they have included with their
own. But this scale economy is not so good for the PC industry that needs
flexibility and close cooperation with customers. Although the Korean state
has expressed its intention to reduce the chaebols influence by promoting
IT start-ups and venture capital in the post-crisis era, it has not changed
the tendency for the chaebol to dominate the industrial structure (KISDI,
2003:35). The Schumpeterian scale economies have steadily become the

dominant production mode in the Korean model.
2.2 Taiwan’s flexible production network model

The Taiwanese economy before 1990 was characterized by the
leadership of the developmental state and a SME-based industrial
structure (Wade, 1990; Weiss and Hobson, 1995). The competitiveness of
Taiwan’s SMEs relied largely on personal networks and trust relationships
that resulted in the sharing of orders, production facilities, and personnel.
This network type of industrial structure enhanced the SME’s
organisational flexibility and competitiveness in the world market
(Hamilton, 1996; Fields, 1995). Due to the weakness of the SMEs’ R&D

capability, Taiwan’s technological development depended much more on



external resources, such as the state-sponsored R&D institutes,
transnational resources as well as flexible production networks (Amsden
and Chu, 2003; Mathews and Cho, 2000; Chen, 2003). These features are

best shown in the development of the PC and semiconductor industries.

Nevertheless, the success of Taiwan’s PC industry benefited greatly
from the achievements of Taiwan’s semiconductor industry that was
mainly created by the state (Mathews and Cho, 2000; Chen, 2003). The
most significant feature of Taiwan’s semiconductor industry was its
business orientation — to become integrated circuit (IC) foundries rather
than integrated device manufacturers, as exemplified by Taiwan
Semiconductor Manufacturing Corp. (TSMC) and United Manufacturing
Corp. (UMC). The establishment of TSMC became a catalyst that enabled
many domestic fabless IC design houses to emerge and take advantage of
existing fabrication facilities. The emergence of a vast number of small IC
design houses led Taiwan to become the second largest IC design countries
in the world that eventually caused Taiwan’s semiconductor industry to
concentrate on the area of application-specific integrated circuits (ASIC)
that could be used in various areas of the PC system (Kanatsu, 2002). This
in turn largely enhanced the competitiveness of Taiwan’s PC industry. The
success of Taiwanese PC firms and the foundry IC industry share similar
characteristics, namely, dense networking and flexibility. Neither of them
needs a huge capital investment, but they do need intensive interaction
and flexible production methods to respond to the market’s fluctuations
(Fuller, et al. 2003).

Because of the disintegrated industrial structure, the Taiwanese
transitional route from technological catching up toward innovation has
the following characteristics. Firstly, the state still plays an important role
in developing new technologies and transferring to local firms. Secondly,
the smaller scale of Taiwanese IT firms has not hampered their
technological development. On the contrary, Taiwanese IT firms exhibit a
strong tendency toward innovation, which can be indicated by the U.S.
patents granted to foreign nationals. Thirdly, it may be due to the smaller
scale of the firms and the OEM approach, the development of Taiwanese
DRAM industry has been very weak. Taiwanese semiconductor industry
has been good at the foundry sector which then generated upward linkage
to IC design and backward linkage to packing and testing sectors.
Taiwanese firms did not have the patient capital to put into the DRAM

industry so as to have enough capital investments to engender continuous



mnovation as to stay competitiveness in the highly turbulent market. In
the end, most of the Taiwanese DRAM firms depend on technological
licensing from and joint ventures with foreign, especially the Japanese,
firms (Mathews and Cho, 2000).

The Taiwanese transition from technology catching up toward
inovation has been based on clustering and networking. This pattern is
similar to the neo-Marshallian description of industrial districts that
created external economies that thereby facilitated the SMEs’ technological
development. However, different from the Silicon valley that create the
most advanced products through networking, the Taiwanese counterpart
has been based on networking for fast learning and process innovation, in
which the state plays a leading role in R&D and transferring technologies

to local firms.

III: Further research issues

Our project has done so far is to investigate the catching up route and
national models of South Korea and Taiwan. They are transitioning toward
inovation based economy. The data and evidence show that both countries
have learned technology very fast and effectively managed the
technological diffusion. Nevertheless, both countries also meet new
challenges for further innovation which may need deeper transformation of
national institutions, especially the higher education system, its
relationship with production system, as well as new mechanisms that may
engender new creation and combination of knowledge. These will be our

major subjects of our project of next year.



