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Barriers to SME innovation and upscaling need to be addressed
Japanese SMEs should play a more prominent role in innovation. SMEs form the backbone of the service sector and are a crucial part of the
manufacturing and export supply chain, but they have long suffered from low productivity, weak profitability and high leverage. In 2010 12,
the share of SMEs that had introduced some form of innovation (47%) was significantly lower than in some other OECD countries in which
SMEs have a similar weight in value-added, including Switzerland (76%) and Germany (67%). Furthermore, growth dynamics in the SME
sector are limited. Indeed, only a fifth of Japan’s largest companies (by market capitalisation) have been created since the 1960s, compared
with three-quarters in the United States, and start-up firms hardly scale after their entry in the market.
At the same time, SMEs receive substantial government support, particularly through a large credit guarantee system, which supports about
40% of Japanese SMEs. While the system addresses specific needs of SMEs at various stages in their life cycle and guaranteed loans exhibit a
low default rate (2%), it has contributed to a delayed restructuring in the business sector, created some disincentives to grow and hindered
the development of market-based financing (see Chapter 4). In order to boost SME innovation and growth, the policy focus should shift from
providing a safety net to cope with recent crises to promoting the restructuring of non-viable firms through efficient markets
It is also essential to broaden the range of financing instruments available to entrepreneurs, particularly risk capital. Japanese venture capital
investments, which were at a height in 2007, plummeted in the aftermath of the financial crisis and have experienced an uneven recovery
since then (OECD, 2016c). The creation of a Credit Risk Database, which processes information on more than 2 million SME debtors and
provides scoring services to public and private financial institutions, represents a good step toward developing appropriate infrastructure for
market-based SME financing.




ERFNLZEM2 (H57ERT (RBPERFREREICH T SRR (2015) 1)

OZLFRE DB I, i {E RREEHIE D& ET-E17-FHMEICRAIHRANLEE LGS, —BMICRFANNIZT VTS
DTARZRMTHELDTHL, (PEE) HZFEAE. FEOBRTFOEE - RFICHEBHILEEE THS.

(Objective (Excerpt) : The objective of the principles is to provide a generally accepted set of good practices, which can serve as a global reference for

the design, execution, and evaluation of public CGSs. ¥ snip¥ At any rate, Principles are subject and subsidiary to existing home country laws and

regulations)
\ J

H R EB1TI AME HFRSEFIEEIZ %9 AR B (2015) (Principle for Public Credit Guarantee Schemes for SMEs  (2015))
> YROBEBD=-HDEB ARG DEE

(The CGS should be independently and effectively supervised on the basis of risk-proportionate regulation scaled by the products and services
offered. Principle4)

> BEREMIC—EBLI-EREEER BIR0BRMEE

(The CGS should have a clearly defined mandate supported by strategies and operational goals consistent with policy objectives. Principle5)

> REEEMHEEICHTDREHREI D REAHDEE
(The CGS should have a sound internal control framework to safeguard the integrity and efficiency of its governance and
operations. Principle8)

> EROMREEDRBIE. BELF (ERHEE) 02V T517 0 RIKAHI DB E

(The guarantees issued by the CGS should be partial, thus providing the right incentives for SME borrowers and lenders, and should be designed to
ensure compliance with the relevant prudential requirements for lenders, in particular with capital requirements for credit risk. Principle11)

> EHRATORE

(The CGS should periodically and publicly disclose nonfinancial information related to its operations. Principle15)

> BRI —IVADODHEFTMBERDO LR
(The performance of the CGS—in particular its outreach, additionality, and financial sustainability—should be systematically and periodically
evaluated, and the findings from the evaluation publicly disclosed. Principle16)
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V IEKE REURODBEN - ENATEEZELT. RRICFAIRELGIREREOCEENBED-ODIRITAUERTE
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OLEAYYRERKIEL D DT A RENFIT 5=,
OERELERIZE THHENEDERRENDRI1—LDEEZDLDZEERT HDTELL FRKED T THTALGRENBE. THEL—LDOT
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