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Part I of this report takes a look at recent developments among SMEs, and analyzes their productivity.

Based on the information analyzed in Part I, Part II presents an analysis of initiatives for strengthening the earning
power of SMEs. More specifically, it examines such themes as IT utilization, overseas expansion and risk management, and
analyzes the finance aspects of initiatives for strengthening earning power and management capabilities to appropriately
implement them.

Partl Developments among SME:s in fiscal 2015

Economic developments in Japan / Developments among SMEs

The Japanese economy is on a gradual recovery trend, although some weaknesses still remain in certain areas. As
shown by increased corporate profits, wages, and employment, a “positive growth cycle” has been set in motion, whereby
increased consumption and investment lead to further increases in corporate profits.

Among SMEs, operating profits have reached record high, the number of bankruptcies has declined, and the rate of
decline in the number of SME businesses has slowed down. At the same time, however, the increase in operating profits
among SMEs is largely owing to a decline in the prices of raw materials and energy, and is not accompanied by an increase
in sales. This section thus provides a general overview of issues facing SMEs, as represented by a stagnation of capital
investment by SMEs, the aging of facilities, and the deepening issue of labor shortage.

Present status of SME productivity

Japanese SMEs particularly in the service industries are said to have low productivity. However, in addition to analyzing
SME productivity by industry, this section shows that there exist in all industries certain numbers of SMEs that have higher
productivity than larger enterprises, and that these enterprises are particularly active in making investments.

Part Il The earning power of SMEs

Changes in circumstances surrounding SMEs

This section examines medium to long-term changes in the socioeconomic structure that have an impact on SMEs, such
as population decline, declining birthrates, and aging population; the weakening of businesses centered on subcontractor-
principal contractor relationships; the expanded utilization of information and communications technologies; increases in
overseas demand; and frequent occurrences of natural disasters.

IT utilization for improving productivity

Among all SMEs, a certain percentage is unable to assess their company’s business conditions or face other such issues
that could be resolved by utilizing IT. Yet, IT is not actively utilized, due to a lack of IT personnel, the uncertain effectiveness
of introducing IT, and other such reasons. There are also enterprises that have introduced IT but have yet to see any tangible
results of having done so.

An analysis is therefore presented of the advantages of IT utilization and the initiatives of high-revenue enterprises to
strengthen their earning power through IT utilization.



Overseas expansion for increasing sales

The numbers of middle and wealthy classes of people are increasing overseas, the number of foreign visitors to Japan is
reaching record highs, and the agreement on TPP is heightening expectations of deepening relations with foreign countries.
However, SMEs that engage in export, direct investment, and inbound marketing are still very few, even though they may
be increasing.

Therefore, this section shows how overseas expansion, including inbound marketing, strengthens earning power and
increases the number of workers in Japan, and analyzes initiatives related to overseas expansion among high-revenue
enterprises.

Risk management to support earning power

The increasing frequency of natural disasters and the expanded utilization of IT have heightened awareness of information
security among large enterprises, such that they have begun to promote countermeasures, but initiatives among SMEs are
said to be lagging behind.

Thus, the present state of SME initiatives and issues are analyzed in reference to business continuity plans, information
security measures, and assessment of risks related to the development of new businesses. This section will also show
that these initiatives, whether in emergency situations or at ordinary times, lead to improved management or otherwise
contribute to strengthening earning power.

Finance to support SME growth

Financing is important to strengthening the earning power of SMEs. Thus, this section will analyze the relationship
between financial institutions and SMEs, and discuss ideal financing solutions that accurately assess the business
performance of enterprises. The present state and issues of non-financial aid will also be analyzed to show the importance
of providing management support services in collaboration with support organizations.

Management capabilities that determine SME earning power

The management capabilities of the business manager is extremely important to executing investments toward
strengthening earning power while establishing a good relationship with financial institutions and other relevant
organizations. Thus, this section categorizes SMEs from the aspects of recurring profit margin and equity to total assets to
examine the characteristics of enterprises that have earning power and enterprises that have a lower recurring profit margin
but a higher equity to total assets than the average of large enterprises. It also analyzes of their investment trends, the
decision-making policy of managers, corporate culture, etc.

Additionally, given the advancing ages of SME managers, changes in the awareness of older managers and in their
investment behavior are analyzed, and the importance of drawing up methodical business succession plans is discussed.
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Cases described in this report

Part1

Chapter 3 Analyzing SME productivity

Developments among SME:s in fiscal 2015

Name of enterprise, etc. Location Case Page
A business that has been successful in boosting
Case 1-3-1 Chiba City, its rate of repeat business and increasing its 81
Ohkushi Corporation Chiba Prefecture sales through the introduction of information
technology
Part Il  The earning power of SMEs
Chapter 2 IT utilization among SMEs
Name of enterprise, etc. Location Case Page
Case 2-2-1 Taito Cit A long-established company that has used
i Tokvo Y. bottom-up improvement and visualization of 125
NAKAGAWA Corporation ¥ processes to focus IT investment
Case 2-2-2 Adachi Cit A company that boosted its earnings by making
) ) . Tokvo ¥ processes visible through the introduction of 130
Shibazono Kaihatsu Corporation y cloud computing
. . A company that boosts the added value and
Case 2-2-3
, -g)kr;:g\;zugregghre productivity of retailers using Big Data and cloud | 131
ID’s Co., Ltd. computing
A company that promotes the aggressive use
Case 2-2-4 Chuo City, of IT systems by SMEs through the provision of | .,
WEIC Corporation Tokyo business support services using Al and cloud
computing
A company that has improved its efficiency and
Case 2-2-5 Kaga City, increased its profit rate by attracting customers 141
Yoshihana Co., Ltd. Ishikawa Prefecture |through its website and introducing a cloud
computing system
Case 2-2-6 Hakusan Cit A company that has increased its productivity by
) Ishikawa Preyf’ecture listening to employee opinions and reforming its | 142
Kobayashi Manufacture Co., Ltd. systems to ensure employee satisfaction
A bus company that improved its unprofitable
Case 2-2-7 . routes through a fusion of digital and analogue:
gzxrv:n%geP?e:%cture The introduction of an original system to reform 143
Eagle Bus Co., Ltd. its work processes and the conducting of
customer surveys
A company that optimized its business and
Case 2-2-8 Uji City, increased profitability through the introduction 144
Happy Co., Ltd. Kyoto Prefecture of an electronic records system that centrally
manages its services
Chapter 3 Initiatives among SMEs to tap into overseas demand
Name of enterprise, etc. Location Case Page
An example of an agriculture-commerce-
Case 2-3-1 Tsu City, industry joint venture that has realized increased | .

Asai Nursery, Inc.

Mie Prefecture

productivity through the use of Dutch cultivation
techniques




A company that has enhanced cost-

Case 2-3-2
o ) Ishinomaki City, competitiveness and realized high added value
Kahoku Lighting Solut 167
EINOE L)) Seiens Miyagi Prefecture by establishing overseas production bases and
Corporation strengthening its domestic business
Case 2-3-3 Ninohe Cit A company that increased its sales by boosting
lwate Prefey(,:ture overseas exports of sake with the acquisition of 183
Nanbu Bijin Co., Ltd. kosher certification
A company that has succeeded in tapping the
Case 2-3-4 Osaka City, inbound tourism market by developing and 184
WILLER TRAVEL, Inc. Osaka Prefecture marketing products for overseas tourists visiting
Japan
Case 2-3-5 Yokkaichi Git A company that has succeeded in winning
i Mie Prefectugg overseas demand by unifying with a will to solve | 192
SUEHIRO EPM Corporation its customers’ problems
A company that has opened up new fields and
Case 2-3-6 Chigasaki City, taken up the challenge of entering the aerospace | g,
YUKI Precision Co., Ltd. Kanagawa Prefecture | industry using its twin strengths, quality and
reliability
Case 2-3-7 A company that has promoted technological
) ) ) Misato Town, innovation in the market and generated domestic 194
Saito Optical Science Akita Prefecture and overseas demand by supplying technologies
Manufacturing Ltd. and providing consultation services
Case 2-3-8 Chuo Git A company that has succeeded in overseas
o i Tokvo Y expansion by cultivating the essential personnel 205
Fuji Filter Manufacturing Co., Ltd. y in-house
A company that has succeeded in advancing
Case 2-3-9 Higashiosaka City, | into the overseas market and taking its business | .
Yamanaka Engineering Co., Ltd. Osaka Prefecture to the world by fostering its personnel and
deploying diverse human resources
Chapter 4 Risk management, supporting the earning power
Name of enterprise, etc. Location Case Page
A marine product processing company that in
Case 2-4-1 Minami-Sanriku the immediate aftermath of the Great East Japan
) i Town, Earthquake secured a base for procuring raw 215
Kaneki-Yoshida Co., Ltd. Miyagi Prefecture materials and alternate production enabling it to
continue doing business
A company taking what it had learned in
Case 2-4-2 Osaka City, overcoming an unexpected bad situation in an 993
Tohken Thermo Tech Co., Ltd. Osaka Prefecture overseas business and applying those lessons to
its subsequent overseas development initiatives
A company that determined in advance what
Case 2-4-3 . it imagined its acceptable limits were when
o -lG—aukr?riZkng'ftg’cture entering the Korean market, and then was able to | 224
Kawakamikiko Co., Ltd. control the effects when it decided to withdraw
on their basis
. . A company training employees, improving
Case 2-4-4
) g;)i/'[(::\:g-lrgrvevfne,cture operations, and achieving an increase in sales by | 228
Ishizaka Sangyo Co., Ltd. putting external certifications to use
A company where the strong awareness of
Case 2-4-5 Asahi City, the proprietor is driving Business Continuity 048

Taisei Fine Chemical Co., Ltd.

Chiba Prefecture

Management, and linking it to cost cutting and
employee training on a regular basis

vii



viii

A company pursuing work on business continuity
management systems internally and externally,

Case 2-4-6 i
. . .';_/(l)'iugo Town, and linking those initiatives to improving its 249
Oizuru Corporation Y own operations and its business partners’
assessments
An enterprise that solved succession problems
Case 2-4-7 Isehara City, by getting support from an industry group while |
Doei Industry Co., Ltd. Kanagawa Prefecture| it obtained 1ISO22301 certification and improved
how it was assessed as a company
Case 2-4-8 Minato Git A trade association that creates tools for
Japan Metal Stamping Tokvo 4 assisting in BCMS building and has set up its 252
Association (JMSA) 4 own qualification system
A support agency that provides enterprises in
Case 2-4-9 Okayama City the prefecture with assistance in drafting BCPs,
Okayama Prefectural Industrial Okayama Pref’ecture and promotes tie-ups between mainly model 253
Promotion Foundation (OPTIC) enterprises that have produced BCPs with
enterprises in other regions
A home care services startup seeking to develop
Case 2-4-10 Minato City, its business with a strength in an information 063
Hospitality One Co., Ltd. Tokyo security structure that takes its industry to a new
level
A company that has increased sales by obtaining
Case 2-4-11 Chichibu City, external certification for information security 269
AZ-COM Data Security Co., Ltd. |Saitama Prefecture |and actively investing in both tangibles and
intangibles
Case 2-4-12 Minato Git A company that acquired external certification in
Tokvo ¥ information security on its own, improved the way| 270
COMIT Co., Ltd. Y outsiders saw it, and is aiming to develop further
Chapter 5 Financing to support growth in SMEs
Name of enterprise, etc. Location Case Page
Case 2-5-1 Minato Cit An enterprise that has forged friendly
Tokvo 4 relationships with financial institutions by carefully| 321
Eites Co., Ltd. Y explaining the details of its business
Case 2-5-2 Taito Git An enterprise that procures capital without
Tokvo Y personal guarantees from its president by being | 326
Hatagoya & Company 4 forthcoming with information releases
An enterprise that used the Hyogo SME
Case 2-5-3 Tanba City, Technological and Managerial Capability 133
Morita Komuten Co., Ltd. Hyogo Prefecture Evaluation Program to broaden the scope of
capital it procures
A credit union that collaborates with the
Case 2-5-4 Kure City, Hiroshima Industrial Promotion Organization to 335
Kure Credit Union Hiroshima Prefecture | proactively provide financing based on business
feasibility evaluations
Case 2-5-5 Chuo Git A debt-free enterprise that with assistance from
) Tokvo Y financial institutions is investing in growth through| 342
Futaba Tsushinsha Co., Ltd. y business diversification
Case 2-5-6 Chuo Cit A company that has extricated itself from
i Shaper. 15 Tokyo Y changes in borrowing conditions and begun its 352
omiya Shoten, .

march to growth




Case 2-5-7 Yokohama City, A company using crowdfunding to pursue new 363
Nitto Co., Ltd. Kanagawa Prefecture| product development
Case 2-5-8 Osaka City, A company growing by getting management 370
Taiyo Seiki Iron Works Co., Ltd. | Osaka Prefecture support services from financial institutions
Case 2-5-9 Osaka City, A credit union putting extra effort into its
. . ) 375
Osaka City Shinkin Bank Osaka Prefecture matching efforts to improve their success rate
Case 2-5-10 Toyokawa City A credi-t union that focuses on developing
L ow ’ executives by running a management cram 386
Toyokawa Shinkin Bank Aichi Prefecture
school
Chapter 6 Management capabilities that determine SME earning power
Name of enterprise, etc. Location Case Page
Case 2-6-1 Aikawa Town, An old company that has survived by using 491
Cerarica Noda Co., Ltd. Kanagawa Prefecture| tradition and being flexible to the times
Case 2-6-2 Shinjuku City Creating high add.ed.value by offering customers
. ) ’ every aspect of printing, from marketing to 426
Mizukami Insatsu Co., Ltd. Tokyo i
logistics
Case 2-6-3 Shibuya City, A pioneering enterprise building a new market in
. 427
Tree of Life Co., Ltd. Tokyo the herbal industry
Case 2-6-4 Nishio City, A long-standing company that opened up anew | ,,q
Aiya Co., Ltd. Aichi Prefecture market for matcha in food products
Case 2-6-5 Yao City, Supplyipg customers yvith a foundgtion for .
. ) Osaka Prefecture competitiveness, continually growing by taking a | 436
Fuji Electronics Industry Co., Ltd. long-term view
Case 2-6-6 Aikawa Town, Aiming to gndure and growing dramaticallly
) o Kanagawa Prefecture by developing new products and expanding 437
Makino Seiki Co., Ltd. overseas
Case 2-6-7 Matsubara City, Capturing a high world share through R&D
. A 438
Asada Mesh Co., Ltd. Osaka Prefecture investment attuned to changing times
Case 2-6-8 Taito City, A firm that has stayed in the black for 64 years by | , o
Kobayashi & Co., Ltd. Tokyo following a policy of steady progress
Achieving sustained development and
Case 2-6-9 Ota City, contributing to growth of its entire community
; : : : 449
Material Co., Ltd. Tokyo through continued investment in human
resources development
A plating company that took the occasion of
Case 2-6-10 Saitama City, a change of leadership to reform employee 468
Nihon Dento Kougyo Co., Ltd. Saitama Prefecture | awareness and break into new fields, aiming to
be an enterprise loved by society
Case 2-6-11 Gojome Town, Uppn change of leadership, sake brewer
) Akita Prefect switches to an added-value strategy to restore 469
Fukurokujyu Brewery Co., Ltd. Ita Fretecture profitability
. A precision sheet metal working company that
Case 2-6-12
Yokohama City, aims to no longer “wait for work” but instead 470

Amauchi Industry Co., Ltd.

Kanagawa Prefecture

“think and work” to meet customer needs




Introductory notes

1. In this report, the term “small and medium enterprises (SMEs)” refers to small and medium enterprises as defined under
Article 2, Paragraph 1 of the Small and Medium-sized Enterprise Basic Act, and the term “micro enterprises” refers to
“micro enterprises” as defined under Article 2, Paragraph 5 of said act. In addition, “medium enterprises” refers to SMEs
other than micro enterprises. (More specifically, SMEs and micro enterprises may roughly be categorized as follows.)

SMEs Micro enterprises
(meet one or more of the following conditions) e EIEE e EliEs
Industry at left
Capital Number of regular Number of regular
P employees employees
1) Manufacturing, construction,
transport, other industries Up to ¥300 million Up to 300 Up to 20
(excluding 2)-4))*
2) Wholesale Up to ¥100 million Up to 100 Upto5
3) Services* Up to ¥50 million Up to 100 Upto5
4) Retall Up to ¥50 million Up to 50 Upto5

* The following industries are separately stipulated as shown below, based on government ordinance related to SME legislation.
[SMEs]
1) Manufacturing

* Rubber product manufacturing industry: Up to ¥300 million in capital or up to 900 regular employees
3) Services
e Software industry & information service industry: Up to ¥300 million in capital or up to 300 regular employees
e Hotel industry: Up to ¥50 million in capital or up to 200 regular employees
[Micro enterprises]
3) Services
* Accommodations industry & amusement industry: Up to 20 regular employees

2. This report draws largely on recompiled statistical data published by the Japanese Government and the results of surveys
conducted by various private-sector entities. Sources, methods of calculation and other relevant information are specified
where data are cited, but notes specific to each data source are summarized below.

(1) Ministry of Economy, Trade and Industry (METI), Census of Manufactures
This survey provides statistics on numbers of business establishments. Surveys of all business establishments are
conducted in years ending in 0, 3, 5 and 8 (up to the FY2008 survey), and surveys of business establishments and
similar entities with no less than four workers are conducted in all other years.
In this report, business establishment data for each year are consolidated for analysis. It should be noted, however,
that if a business establishment has three workers one year and four the next, it is treated as a new entry. (Conversely,
a business establishment that goes from having four workers is treated as having exited.)



(2) METI, Census of Commerce
This survey provides statistics on numbers of business establishments.

(3) MET]I, Basic Survey of Japanese Business Structure and Activities
This survey covers only incorporated businesses with 50 or more workers and a capital or investment of at least ¥30
million. Thus, the results do not include micro businesses. Note that the formal name of the survey is “Ministry of
Economy, Trade and Industry’s Basic Survey of Japanese Business Structure and Activities,” but it shall herein be
referred to as “Basic Survey of Japanese Business Structure and Activities.”

(4) Ministry of Finance (MOF), Financial Statements Statistics of Corporations by Industry, Annually and Financial
Statements Statistics of Corporations by Industry, Quarterly
As these statistics focus exclusively on incorporated businesses, they do not reveal overall trends among micro
enterprises. In consideration of sample sizes and response rates, moreover, the results concerning micro enterprises
need to be viewed with some latitude. It should also be noted that the quarterly version does not include corporations
with a capital of less than ¥10 million.

(5) Ministry of Internal Affairs and Communications (MIC), Establishment and Enterprise Census, Economic Census
for Business Frame and MIC/METI, Economic Census for Business Activity
This census provides statistics on both business establishments and enterprises. In this report, enterprise-based
analyses using these statistics also include sole proprietorships. However, the size of sole proprietorships is
determined based on the number of workers at their head office or principal place of business only, as name gathering
is unfeasible. Additionally, the Economic Census for Business Frame and the Economic Census for Business Activity
cover the same survey subjects as the Establishment and Enterprise Census, but differ from it in that they (1) capture
a greater range of business establishments and enterprises by using commercial and corporate registers and other
administration records, and (2) adopt a method of surveying enterprises and establishments en bloc by having head
offices report information on their branches and other operations. It should thus be noted that numerical differences
compared to the results of the Establishment and Enterprise Census do not all indicate increases or decreases.

3. This report contains analyses based on questionnaire surveys on SMEs and micro-businesses and other respondents
conducted by various private-sector organizations commissioned by the Small and Medium Enterprise Agency (SME
Agency). It should be noted, however, that not all enterprises surveyed have responded to these questionnaires.

4. The indicators for SMEs and micro-businesses vary more widely than those for large enterprises. Thus, when examining
statistics on SMEs and micro-businesses, it should be noted that the mean values may not necessarily represent the

standard state of SMEs and micro-businesses.

5. The map of Japan shown in this report does not necessarily represent the entire territory of Japan.
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Part I

Developments among SMEs in fiscal 2015



Chapter 1

Economic developments in Japan

The Japanese economy began to pick up toward the end of 2012, and a “positive growth
cycle” has been set in motion. Increased corporate profits have led to an increase in wages and
employment, which in turn have further increased corporate profits by stimulating consumption
and investment. However, compared to the increases in corporate and household incomes, the
recovery trend has yet to reach such expenditures as capital investment and personal consumption.
Added to this weak internal demand was the impact of the economic deceleration in China and
other emerging countries, such that a weakness has also begun to appear in the production aspect
in recent years. This chapter will review the developments in the Japanese economy in fiscal 2015
in terms of such GDP components as consumption, investment, and exports.

1. Recent developments in the Japanese economy

From the end of 2012 to 2013, the Japanese economy
showed movements of picking up, including an
increase in corporate profits and an improvement in the
employment environment. In 2014, the consumption tax
increase and the subsequent last-minute surge in demand
and reactionary fall caused a large fluctuation, but the
economy once again showed signs of recovery by the end
of 2014, and the gradual recovery trend continued into
2015. At the same time, however, recovery has lagged
in social expenditures such as capital investment and
personal consumption.

In light of changes in real GDP growth since 2015, the
first quarter marked a relatively high positive growth of
+1.1% compared to the previous quarter, but the second
quarter posted a slight negative at -0.1%. GDP growth
once again entered the positive zone in the third quarter
and reached +0.3%, but fell to -0.3% in the fourth quarter
(Fig. 1-1-1). All in all, this amounted to an annual growth

of +0.5% in 2015. In terms of demand categories, personal
consumption showed signs of picking up in the first
quarter of 2015 on the back of a continuous improving
trend in the employment and income environments, but
turned to negative in the second quarter. It marked a
positive once again in the third quarter, but fell to negative
territory again in the fourth quarter. This shifting between
positive and negative growth signifies a general lack of
strength in the economy. Similarly, capital investment
remained mostly unchanged despite an improvement seen
in corporate profits, with a slight negative in the second
quarter of 2015 which turned to a modest positive in the
third and fourth quarters.

In sum, real GDP was positive for the year and
the economy was on a gradual recovery trend, but
improvements were slow to appear in social expenditures
such as personal consumption and capital investment.
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Fig. 1-1-1 Real GDP growth rate
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2. Figures are based on “Quarterly (secondary) preliminary GDP estimates for the fourth quarter of 2015” (announced

March 8, 2016).

Next, when we examine the business conditions of
actual companies in terms of the business conditions
DI presented by the Bank of Japan’s (BOJ) Short-Term
Economic Survey of Enterprises in Japan (hereinafter
referred to as BOJ Tankan), business conditions generally
improved from 2013 to March 2014 in terms of both
size and industry, but thereafter leveled off from June,
partly due to the reactionary last-minute surge in demand
accompanying the consumption tax increase (Fig. 1-1-2).
The overall good condition continued into 2015, and
the ratio of companies, including manufacturing and
non-manufacturing companies and large enterprises and
SMEs, that describe business conditions as favorable,
surpassed the ratio of companies that describe them as
unfavorable. In terms of industry and enterprise size,
manufacturing industries as a whole saw unchanging
business conditions among both large enterprises and
SMESs. While an improvement trend was seen among the
chemical industries and other such business categories

owing to a decline in purchase costs accompanying the
drop in crude oil and resource prices, production in the
general-purpose, production and industrial machinery
industries proceeded cautiously due in part to the impact
of the economic deceleration in emerging countries.
Business conditions in non-manufacturing industries,
and particularly the retail sales, B-to-C service, and the
accommodations, eating and drinking services, showed
an upward trend owing to the increase in the numbers
of foreign visitors to Japan, with the September and
December survey marking the highest level among large
enterprises since November 1991. SMEs lagged slightly
behind large enterprises, but nevertheless showed a
modest improvement on the whole.

In the latest survey conducted in March 2016, however,
the business conditions of manufacturing industries
dropped mainly among large enterprises, and showed a
slight drop in both large and SME non-manufacturing
industries.
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Fig. 1-1-2 Business conditions DI by industry and enterprise size
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Source: BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan).

Notes: 1. Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a
capital of ¥20 million or more and less than ¥100 million.
2. Business conditions Dl is an index representing the percentage (%) of companies that describe business conditions
as favorable, minus the percentage of companies that describe them as unfavorable.

2. Long-term trends in the Japanese economy

Next, let us examine how the Japanese economy has
changed over the years based on nominal GDP. Nominal
GDP is also used as a target for a “strong economy that
produces hope,” which is one of the three new goals of
“Abenomics” and aims to increase nominal GDP to ¥600
trillion. With regard to the past twenty years, nominal
GDP continued a year-on-year increase until the mid-
1990s, supported by robust personal consumption, capital
investment, public demand, and exports. However, from
the latter half of the 1990s to the first half of the 2000s,
it began to decline mainly due to a slowdown in housing
and capital investments (Fig. 1-1-3). Thereafter, a gradual
recovery trend was observed until 2007 mainly supported
by exports and capital investment, but the 2008—2009
Lehman crisis triggered a drastic drop in capital investment
and exports, and caused nominal GDP to plunge. The low

level continued over the next several years until 2013,
when personal consumption, capital investment, and
exports acted as upward factors and allowed nominal
GDP to surpass the previous year’s level and reach ¥479
trillion. In 2014, increases in exports, change in private
inventories, and public demand contributed to pushing
nominal GDP up to ¥487 trillion, even while personal
consumption continued to be stagnant. Nominal GDP
continued its increasing trend in 2015 and marked ¥499
trillion, with the decrease in imports on account of the
drop in crude oil prices acting as an upward factor.

The nominal GDP level has continued its upward trend
since 2012 and shows signs of recovery, but has yet to
reach the level in the latter half of the 1990s and before
the Lehman crisis.
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Fig. 1-1-3 Long-term trends in nominal GDP (growth rate, actual amount)
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Source: Cabinet Office, System of National Accounts.

Nominal GDP is calculated based on actual market
transaction prices, and do not reflect price changes caused
by inflation and deflation, so let us examine changes in real
GDP that excludes price changes (Fig. 1-1-4). From the
end of the 1990s to 2006, when nominal GDP practically
remained unchanged or otherwise showed a slightly
downward trend, real GDP grew gradually, indicating a

deflationary trend. Both nominal and real GDP fell in the
wake of the Lehman crisis in 2008 and 2009, but while real
GDP gradually recovered thereafter, nominal GDP did not
begin recovering until after 2012. In 2015, nominal GDP
growth rate surpassed real GDP growth rate, marking the
beginning of the end to the deflationary situation.
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Fig. 1-1-4 Changes in the actual amounts of nominal GDP and real GDP
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In the next section, we shall look at GDP in terms of
consumption, investment, exports and imports, and other
such components, and examine the changes that have
occurred in each component. Indicators relevant to each

3.  GDP component trends (1): Consumption

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

(Year)

component will also be examined, and factors involved
in their trend will be discussed. Reference to change in
private inventories shall be omitted, as they account for
only a small fraction of the total.

Let us first look at private consumption as an
indication of personal consumption trends. In the fourth
quarter of 2015, it stood at approximately ¥304 trillion,
accounting for 58% of real gross GDP, and was the largest
component among all GDP components. In terms of real
quarterly GDP, private consumption displayed a gradually
increasing trend from the first quarter of 2011 to the first
quarter of 2014 and marked an increase of approximately
¥26 trillion (+8%) over that period, owing in part to an
increase in consumer confidence and improvement of the
income and employment environments (Fig. 1-1-5). In the
second quarter of 2014, it dropped due to the reactionary
fall in demand following the consumption tax increase,
but thereafter turned to a slight recovery trend. The
recovery trend continued steadily in 2015 amid signs of
improvement in the real income of all employees, which

had been maintaining a steady level”, but in the fourth
quarter of the year, household consumption dropped to
-0.9% from the previous quarter as a consequence of
the large fall in demand for winter clothing due to the
record-setting warm winter. Additionally, when looking
at changes in the consumption composite index, which
is calculated by integrating household consumption
expenditure and retail sales amounts as a comprehensive
statistic of personal consumption, we see roughly the
same trend as private consumption, with a gradual
increase from the first quarter of 2011 to the first quarter
of 2014 and a downward trend thereafter. The fact that
both indexes continue to maintain a steady level but have
not returned to their 2013 level indicate that personal
consumption continues to be somewhat stagnant.

1) See Fig. 1-1-7 for a graph of changes in the real income of all employees.
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Fig. 1-1-5 Private consumption and consumption composite index
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Sources: Cabinet Office, System of National Accounts, Consumption Composite Index.

While personal consumption has weakened, the
consumption environment shows an improving trend in
employment. The overall unemployment rate was 4.6%
on average in 2011, but thereafter continued to decline
to reach 3.4% on average in 2015, dropping for the
fifth consecutive year and marking the lowest rate in 18
years since 1997 (Fig. 1-1-6). The ratio of job offers to

applicants also shows improvement. Where it was 0.65 on
average in 2011, it surpassed 1.0 in the latter half of 2013,
such that the number of effective job offers became larger
than the number of job applicants. The increasing trend
continued thereafter and reached 1.20 on average in 2015,
marking an increase for the sixth consecutive year and the
highest level in 24 years.
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Fig. 1-1-6 Overall unemployment rate and the ratio of job offers to applicants
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Sources: MHLW, Employment Referrals for General Workers; MIC, Labor Force Survey.

Next, let us see how employee incomes have changed.
In terms of real employee compensation, which is the total
amount of compensation paid to employees throughout
Japan minus price changes, an increasing trend was
generally seen after the Lehman crisis (Fig. 1-1-7).
Although it fell significantly in the second quarter of 2014
as an impact of the consumption tax increase, it turned to
a gradual recovery trend thereafter.

As real employee compensation is the total amount of
compensation paid to all employees in Japan, it is affected
by increases in both per capita wage and the number of
employees. Thus, to examine which of the two factored

into the changes in real employee compensation, let
us examine the changes in real wages and number of
employees.

When their respective average in 2010 is given a value
of 100, the fourth quarter of 2015 showed a drop in the
real wage index to 94.6 but an increase in the employee
number index to 103.0. Real wages have begun to pick
up, but it still remains below the 2013 level. Compared
to this, the number of employees has gradually increased
since 2013. Thus, the increase in employee compensation
can be attributed mainly to an increase in the number of
employees.
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Fig. 1-1-7 Real employee compensation, real wages, and number of employees
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The drop in real wages can be attributed to two
underlying factors. One is the increase in prices amid a
gradual escape from a deflationary situation, as mentioned
earlier, and the other is the increase in part-time workers
owing to an improvement in the employment environment.

With regard to the former, a look at the overall
consumer price trend of food items and sundry goods
shows positive year-on-year growth since September
2013, with a continuous increase of around 1% over the
previous year (Fig. 1-1-8 (1)). Such increases in the prices

of sundry goods are thought to be also bringing down
consumer confidence.

With regard to the latter, an analysis of the changes
in total cash salaries (nominal wages) that are actually
paid to workers shows that among three relevant factors,
including increases in the salary of general workers, the
salary of part-time workers, and the composition ratio of
part-time workers, the increase in the composition ratio
of part-time workers in particular is driving total cash
salaries in the negative direction (Fig. 1-1-8 (2)).
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Fig. 1-1-8 (1) Consumer prices
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Source: Cabinet Office, Consumer Prices (excl. fresh food, petroleum products and other specific components).

Note: Consumer prices (excl. fresh food, petroleum products and other specific components) are the overall consumer price
index that excludes fresh foods, minus petroleum products, electricity expenses, city gas expenses, rices, cut flowers,
chicken eggs, landline fees, medical consultation fees, nursing fees, tobacco, public high school tuition, and private high
school tuition).

Fig. 1-1-8 (2) Breakdown of total cash salaries into factors of changes
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Source: Prepared based on MHLW, Monthly Labour Survey.
Notes: 1. The breakdown into factors of changes was derived by the following formula.
AW/W=[AWnx{(1-r)+(1-r-An}/2}/W : Salary of general workers
+H[AWpx{r+(r+Ar)}/2)/W : Salary of part-time workers
+Arx{Wp+(Wp+AWp)-Wn-(Wn+AWn)}/2]/W: Composition ratio of part-time workers
W : Total cash salaries (total of all employment styles)
Whn: Total cash salaries of general workers
Wop: Total cash salaries of part-time workers
r : composition ratio of part-time workers
2. Total of all surveyed industries, business establishments with more than 5 employees.
3. The composition ratio of part-time workers is estimated based on a real value obtained by multiplying the total
cash salary index of all regular workers, general workers, and part-time workers by a reference value and making a
correction so that total cash salaries could be chronologically linked.

Above, we saw that real wages decreased even while number of employees. Next, let us take a look at changes
the employment environment improved and employee in consumer confidence. The consumer confidence index,
compensation also increased owing to the increase in which represents consumers’ awareness of economic
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trends, weakened in the first half of 2014 partly as an
impact of the consumption tax increase, but began to show
signs of recovery in 2015 (Fig. 1-1-9 (1)). A standstill
continued after July, but from October to December, an
improvement began to appear once again. Nevertheless,
the most recent January and February surveys showed
a drop in the consumer confidence index due to stock
market falls, and the overall assessment was revised
downward for two consecutive quarters. It fell below
the 2007 level before the Lehman crisis, and hovered at
levels below the standard level of 50 (=the number of
consumers who respond that consumer confidence “will
get worse” or “will get somewhat worse” in the future
outnumbers those who respond that it “will improve” or
“will somewhat improve”).

When we break down this consumer confidence index

EEINTS

into its components (“standard of living,” “increase in

Fig. 1-1-9 (1) Consumer confidence index
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income,” “employment environment,” and “judgment
of appropriate time to buy durable consumer goods”)
and examine the component that is impacting the change
in consumer confidence, we see that the consumer
confidence index, which continued to decline from the
third quarter of 2013 to the second quarter of 2014, was
pushed down by “standard of living” and “increase in
income” in 2013, and mainly by “judgment of appropriate
time to buy durable consumer goods” in the first quarter
of 2014 (Fig. 1-1-9 (2)). In 2015, “standard of living”
stabilized, thereby boosting the consumer confidence
index to positive territory, and even increased beyond
the index as a whole in multiple quarters. With respect
to “increase in income,” however, a slight increase was
seen, but not enough to reach the level of the index. This
implies that the sluggish increase of wages is leading to a
stagnation of consumer confidence.

April 2014 consumption tax increase

40.1
37.0

135791
14

1357911
15

1
16

1357911
12

1357911
13

(Month)
(Year)

Indexes were created by asking consumers to give a rating from 1 to 5 regarding their outlook for the coming six
months in regard to the four components of “standard of living,

increase in income,

employment environment,”

and “judgment of appropriate time to buy durable consumer goods.” For all components, an index value of 50 was

given when “no change” was selected as the response.

2. The survey method was changed in April 2013 (from the visiting and leaving method to a postal survey method).

1
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Fig. 1-1-9 (2) Consumer confidence index by component — differences from previous

quarter
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As seen above, personal consumption remained level
in general, and lacked strength. This is thought to be
because even while consumer prices were on an increasing
trend amid the Japanese economy’s gradual escape from
deflation, the increase in wages lagged behind the increase
in prices, and real wages declined. This led to a decline in
consumer confidence, and caused overall consumption to
stagnate.

4. GDP component trends (2): Investment

stabilized and
contributed to a
positive impact

“Judgment of appropriate time to buy
durable consumer goods” contributed
to a negative impact

1 | I | m | IV |(Quarter)
2014 2015 (Year)

Meanwhile, the employment environment showed
an improvement, and the overall number of employees
increased mainly among non-regular workers. Owing to
this, employee compensation, which represents the total
earnings of all citizens, increased even in terms of real
values that exclude the impact of price increases. Thus,
an increase in real wages is seen as the key to increasing
consumption through increases in consumer confidence
and employee compensation.

Next, let us examine developments in the private
investment sector (residential and non-residential
investments). Private residential investment accounts for
approximately 3% of overall real GDP, and private non-
residential investment approximately 14%. Together, they
make up approximately 16% of overall real GDP.

In terms of real quarterly trends, private residential
investment gradually increased roughly 20% from 2011
to the first quarter of 2014 (Fig. 1-1-10). It decreased
from the second to fourth quarter of 2014 and once again
turned to a gradual increase in 2015, but has yet to return
to the level before the first quarter of 2014. Private non-

residential investment showed a large drop in the wake
of the Lehman crisis, and made a gradual recovery on the
whole after 2010, but again dropped in the second quarter
of 2014. In recent years, it has generally remained on the
same level, and has not yet returned to the level before the
Lehman crisis.

In this way, private investment showed a gradual
recovery after the Lehman crisis, but slackened in the
second quarter of 2014. Thereafter, private residential and
private non-residential investment progressed in differing
ways, but both have yet to return to the level before the
Lehman crisis.
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Fig. 1-1-10 Private non-residential investment and private residential investment
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Next let us turn to private residential investment and In 2014, new housing starts plunged mainly among
examine the trend in the actual number of housing starts. owned and rented houses as a reaction against the last-
The number of new housing starts largely slumped after minute surge in demand accompanying the consumption
the Lehman crisis, mainly among owned and issued tax increase, but recorded a year-on-year increase in 2015
houses, but from 2010 to 2013, a gradual recovery was as the impact of the reactionary fall faded.

seen among practically all types of housing (Fig. 1-1-11).

13



14

Chapter 1 Economic developments in Japan

Fig. 1-1-11 Number of new housing starts (differences from previous quarter, total)
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Source: MLIT, Statistics on Construction Starts.

Next, let us examine private non-residential investment
and the changes that have occurred in the real amount
of capital investments (Fig. 1-1-12). Capital investment
declined from the fourth quarter of 2008 to 2009 due
mainly to the impact of the Lehman crisis, and thereafter
maintained its low level. Signs of gradual recovery were
seen in 2014, but the level before the Lehman crisis has
yet to be reached.

Meanwhile, a look at the ordinary profits of enterprises
shows a larger decline compared to the decline in capital
investment from 2008 to 2009, but a significant recovery
in 2010. After leveling off thereafter, ordinary profits
shifted to increase in 2013, and now maintain a higher
level than before the Lehman crisis.

In this way, ordinary profits have reached a record
high level, but capital investment remains low, and the
recovery trend is weak.
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Fig. 1-1-12 Capital investment and ordinary profits
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Here, let us take a look at corporate production
activities in terms of the indices of industrial production
for mining and manufacturing industries, and the indices
of tertiary industry activity for tertiary industries such as
the wholesale trade and services industries (Fig. 1-1-13).

The indices of industrial production have shown
movements of picking up since 2013, but weakened in the
middle of 2014. From the end of 2014 to the beginning of
2015, they picked up once again, but are now seesawing
once again. The indices of tertiary industry activity

displayed a gradual rising trend after falling in the wake
of the Great East Japan Earthquake in March 2011, but
the impact of the consumption tax increase in April 2014
pushed them back down, particularly in the wholesale
and retail trade industries. In May 2014, movements of
recovery were seen, but weaknesses are appearing in some
areas amid fluctuations. With both indices continuing to
seesaw, corporate activities can in no way be said to be
strong, and such trend is thought to be contributing to the
weakening of capital investment.

15
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Fig. 1-1-13 Indices of industrial production and indices of tertiary industry activity
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Another reason for the decline in private investments
could be that corporate profits are increasingly being
applied to expenditures other than capital investment.

A look at the trend in R&D expenses (Fig. 1-1-14),
which represent investments in intangible assets, reveals
an increase over the past two years and a recovery to

practically the same level as before the Lehman crisis.

As discussed above, the reason why capital investment
is stagnant even while operating profits are at a record
high level is assumed to be because corporate production
activities are weak, and earned profits are being allocated
to R&D expenses.
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Fig. 1-1-14 R&D expenses
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5.  GDP component trends (3): Public demand

Public demand accounts for approximately 24% of
overall real GDP in real amount. Let us examine this
public demand by breaking it down into final government
consumption expenditure, which represents the total
expenditure of government services; public-sector fixed
capital formation, which represents the purchase amount
of fixed assets such as dams, dikes and roads by the
government; and public stock increase, which represents
the amount of changes in government inventory, such as
changes in crude oil inventories (Fig. 1-1-15 (1)).

Final government consumption expenditure as a whole
continued on an increasing trend since 2008, and now

marks an increase of some ¥10 trillion compared to the
2008 average. Public-sector fixed capital formation had
been on a decline since the second quarter of 2010, but
began to level off or slightly increase from 2013. Public
stock increase is trending at a slow pace.

Final government consumption expenditure is
contributing to an overall increase in public demand, but
in terms of purpose, “health” has largely influenced this
increasing trend during the past eight years as a result of
an increase in medical expenses, as medical expenses are
included in the government’s burden (Fig. 1-1-15 (2)).
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Fig. 1-1-15 (1) Public demand (differences from previous quarter, total)
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Fig. 1-1-15 (2) Breakdown of final government consumption expenditure
(differences from previous year)
BGeneral public services ODefense BPublic order, safety

mResidential and regional amenities @Health  BlLeisure, culture and religion OEducation BSocial protection

(Trillion yen, difference from previous quarter) | Increase in “health” in all years

DEconomic operations BEnvironmental protection

3 r

2.5 ¢

2 -

1.5

1 F

0.5

0 L

-0.5

2007 2008 2009 2010 2011 2012

2013

Source: Cabinet Office, System of National Accounts.

2014



Part | Developments among SMEs in fiscal 2015

6. GDP component trends (4): Exports and imports

Lastly, let us examine the export and import of goods
and services. Export is a factor that boosts GDP, and import
is a factor that conversely depresses GDP. Additionally,
exports and imports account for approximately 17%
and 15% of overall real GDP, respectively. Immediate
trends show that net export, which is equal to exports
minus imports, largely decreased in the fourth quarter of
2008 and the first quarter of 2009 due to the decrease in
exports accompanying the Lehman crisis, and remained

in negative territory in the first quarter of 2009, thereby
producing an excess of imports (Fig. 1-1-16). Thereafter,
it picked up owing to a reactionary increase in exports,
and exports returned to surplus, but after 2011, it turned
once again to a gradual decreasing trend, accompanying
a gradual increase in imports. The second quarter of 2014
saw a picking up once again, owing mainly to a growth
in exports.

Fig. 1-1-16 Export and import of goods and services
(differences from the previous quarter, total)
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Next, let us examine recent export trends in terms of
volume factor and cost factor. When examining export
volume index and export cost index, which indicate the
levels of export volume and cost when the 2010 level as
presented in the Trade Statistics of Japan issued by the
Ministry of Finance is given a value of 100, cost increased
significantly in 2013, but volume decreased in 2012 and
remained low thereafter (Fig. 1-1-17). This means that the

Ii]]il]]ilv

2011

Hi]]IiIV
2014

uimilv
2013

IiHi]]IiIV
2012

I 1] 1[1]o|w

2015

recent increase in export amount is not attributed to an
increase in export volume but an increase in export cost.

Furthermore, when we examine export cost in detail
based on the high-added-value index, which expresses
the degree of the added values of export goods, we see a
gradual increase in high-value-added products from 2007
raising export cost.
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Fig. 1-1-17 Export volume index, export cost index, and high-added-value index
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MOF, Trade Statistics of Japan; BOJ, Corporate Price Index, Trends Developments in Real Exports and Real Imports.
1. The figures for export volume index are seasonally-adjusted values by the Cabinet Office.
2. High-added-value index = export cost index (Trade Statistics of Japan) / export price index (Corporate Price Index)

Next, in terms of regional contribution to export
volume in comparison with previous quarters, export
volume declined from the second to fourth quarter of 2012
mainly with regard to exports to Asia and EU, and while
an improvement was seen in the first half of 2013, a level
trend continued thereafter (Fig. 1-1-18). In the second
and third quarters of 2015, exports dropped, largely due
to a decline in exports to Asia in the second quarter and
a decline in exports to the U.S. in the third quarter. The
fourth quarter saw a slight increase on the whole, but
while the value of exports to EU and Asia increased, the
value of exports to the U.S. decreased. GDP based on
export value was on a gradual recovery trend after 2014,
but GDP based on volume remained level after 2014 and
turned to decrease in the second and third quarters of
2015, as discussed above.

In light of trends in the representative exchange rate
against the dollar, the yen began to strengthen in mid-2007
and reached the 70 yen level to the dollar in the latter half
of 2011. However, it showed a weakening from around
the beginning of 2013, such that it hovered at around 120
yen in the latter half of 2015 before slightly regaining
its strength and settling at around 113 yen to the dollar
(Fig. 1-1-18). Export value increased in the first half of
2013 and from the latter half of 2014 to the first quarter of
2015, but while export volume also increased during these
periods, the exchange rate also moved in the direction of
a weak yen, thus indicating that exchange rate also factors
in the increase in export value.
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Fig. 1-1-18 Export volume index (regional contribution)
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Fig. 1-1-19 Exchange rates (yen/dollar)
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Note:

When we look at the real growth rates of global
economies in the context of exports, we see a shrinking
from 2011 mainly in newly emerging countries and
developing countries (Fig. 1-1-19 (1)). In China, for
instance, the growth rate declined after peaking in the

08

09 15 16 (Year)

Tokyo Interbank exchange rate, spot (as of 17:00), monthly average.

first quarter of 2010, marked a single-digit growth after
the second quarter of 2011, and declined down to the 6%
level (Fig. 1-1-19 (2)). From this, we can surmise that
export volume is being impacted by the deceleration of
the economy mainly in developing countries.
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Fig. 1-1-20 (1) Real growth rate of global economies
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Fig. 1-1-20 (2) Real growth rate in China
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Lastly, let us take a look at the import and export of expenditures by foreign tourists, we shall examine
goods and services. Because this includes direct purchases changes in the inbound consumption index (Fig. 1-1-19).
in Japan by non-resident households, or in other words Direct purchases in Japan by non-resident households
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stood at around ¥0.2 to ¥0.3 trillion in the 1990s, but grew
after 2003 to around ¥0.8 to ¥0.9 trillion. They fell again
in the wake of the Great East Japan Earthquake in 2011,
but showed a large increase thereafter, such that they

reached a little below ¥2 trillion in 2014 and marked a ten-
fold increase from twenty years ago. Today, said direct
purchases have increased to account for approximately
0.7% of overall domestic consumption.

Fig. 1-1-21 Direct purchases in Japan by non-resident households (nominal GDP)
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Source: Cabinet Office, System of National Accounts.

7. Summary

Japan’s economy in fiscal 2015 showed a continued
recovery trend in the end of 2012, but a lagging was
seen in the recovery of expenditures such as capital
investment and personal consumption. Personal
consumption slackened due in part to the fall in real
wages accompanying a rise in consumer prices, and
private non-residential investment has also yet to reach
the level before the Lehman crisis. Meanwhile, the

employment environment is continuously improving,
and the consumption and investment environments are
improving in some areas, with an increase in employee
compensation, which represents the earnings of the
entire country, and a record high level of ordinary profits.
Hereafter, it is hoped that personal consumption will pick
up, capital investment will increase, and the economy will
head toward gradual recovery.
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Chapter 2

Developments among SMEs

In the previous chapter, we examined recent developments in the Japanese economy through
GDP-related statistics. In this chapter, we will focus on the present state and issues of SME:s.
Section 1 will examine the present state of SMEs in terms of the number of SME enterprises, their
business conditions, financing, etc. Section 2 will unravel the profit structure of SMEs and shed

light on issues that SMEs are facing.

Section 1
1. Number of SMEs

Present state of SMEs

Before looking into the present state of SMEs, let us
verify the number of SMEs based on the 2014 Economic
Census for Business Frame, which was announced in
November 2015.

The number of SMEs has been declining over the long
term (Fig. 1-2-1), with a decline of 44,000 during the
most recent two years, from 2012 to 2014. However, the
rate of decline has become gradual. While the number of

Fig. 1-2-1 Numbers of SMEs

OMicro businesses

Establishment and Enterprise Census

SMEs declined by an average of 135,000 per year from
July 2009 to February 2012, it declined by an average of
18,000 per year from February 2012 to July 2014.

In terms of enterprise size, the number of micro
enterprises declined by 91,000 over the two years from
2012 to 2014, but the number of medium enterprises
contrarily increased by 47,000 over the same period, for a
total decline of approximately 44,000.

OMedium enterprises

Economic Census
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Sources: Recompiled from MIC, Economic Census for Business Frame; Establishment and Enterprise Census and MIC, METI, 2072

Economic Census for Business Activity.

Notes: 1. Number of enterprises = Number of companies + Business establishments of sole proprietors
2. The 2009 and 2014 Economic Census for Basic Frame was conducted on July 1, and the 2012 Economic Census for

Business Activity was conducted on February 1.

3. The Economic Census is based on an expanded scope of businesses and enterprises based on administrative records
such as commercial and corporate registration records, and adopts a “head office collective survey method” whereby
the business owner in the head office provides collective information of all branch offices, etc. Therefore, it is not
appropriate to compare the results of the Economic Census with the results of the Establishment and Enterprise

Census on simple terms.
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Next, we shall examine whether the changes in the
numbers of medium enterprises and micro enterprises
are attributed to market entries and exits, or to changes
in enterprise size (from micro to medium enterprise, from
medium to large enterprise, etc.).

Let us first look at medium enterprises. Over the two
years from 2012 to 2014, there was an increase of 47,000
medium enterprises. With respect to market entries and
exits, this figure was partly a result of there being 72,000
entries and 48,000 exits, such that the number of entries

surpassed exits by 24,000 (Fig. 1-2-2 (1)). With respect to
changes in enterprise size, 68,000 micro enterprises grew
into medium enterprises, and 63,000 medium enterprises
downsized into micro enterprises. This means there
were 5,000 more micro enterprises that became medium
enterprises than the opposite. From this, it could be said
that the increase in medium enterprises was more a result
of new market entries than the growth of existing micro
enterprises into medium enterprises. Changes to and from
large enterprises were seen among about 1,000 enterprises.

Fig. 1-2-2 (1) Breakdown of the number of medium enterprises (2012 > 2014)
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Sources: Recompiled from MIC, 2074 Economic Census for Business Frame and MIC, METI, 2012 Economic Census for Business
Activity.
Notes: 1. Among enterprises whose corporate information could not be confirmed in the 2014 or 2012 Economic Census, those

whose offices are said to have all entered the market are regarded as “entries,” and those whose offices are said to

have all exited the market are regarded as “exits.”

Enterprises that did not fall under these categories, and enterprises whose business type changed to or from a primary

industry were categorized as “other.”

2. Under this tabulation method, the numbers of entries and exits may be larger than the actual numbers, because
enterprises composed of a single office that have relocated their office are counted among both entries and exits, even
though they have not actually newly entered or exited the market.

When we look at new market entries by medium
enterprises from 2012 to 2014 in terms of industry, we see
a noticeable number of entries in the service industries".
In particular, there were 15,000 new entries in the
accommodations, eating and drinking services industries,
and 12,000 new entries in the medical, health care and
welfare industries (Fig. 1-2-2 (2)). Meanwhile, entries in
the manufacturing industries stood at 2,000, partly due to

the different standards regarding medium enterprises?.
The number of market exits by medium enterprises over
the same period in terms of industry shows that the largest
number of exits was in the service industries, as was
the case with entries, but “manufacturing industries and
other” and “commercial industries” (wholesale and retail
trade industries) accounted for a larger share of the total
than in the case with entries.

1) Here, “manufacturing industries and other” refer to the manufacturing and construction industries and other industries; “commercial
industries” refer to the wholesale and retail trade industries; and “service industries” refer to the medical, health care and welfare,
accommodations, eating and drinking services, living-related and personal services and amusement services, scientific research, professional

and technical services, and other services industries.

2) Generally, in “commercial industries” and “service industries,” businesses with six or more employees are considered to be medium
enterprises, while in the “manufacturing industries and other,” businesses must have 21 or more employees to be considered a medium

enterprise.
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Fig. 1-2-2 (2) Entries and exits of medium enterprises by industry (2012 > 2014)
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Sources: Recompiled from MIC, 2074 Economic Census for Business Frame and MIC, METI, 2012 Economic Census for Business
Activity.
Notes: 1. “Other services” is total of real estate and goods rental and leasing, education, learning support, compound services,
and services (not elsewhere classified).
2. “Other” is total of mining and quarrying of stone and gravel, electricity, gas, heat supply and water, information and
communications, transport and postal activities, and finance and insurance.

Next, let us look at the breakdown of the number of enterprises, and 68,000 micro enterprises grew into
micro enterprises. Over the two years from 2012 to 2014, medium enterprises. Since this means there were 5,000
the number of micro enterprises declined by 91,000. more micro enterprises that became medium enterprise
With 286,000 entries and 457,000 exits, the number of than the opposite, it could be said that the decline in the
exits largely surpassed the number of entries by 171,000 number of micro enterprises was mostly due to exits,
(Fig. 1-2-3 (1)). With respect to changes in enterprise and was influenced by the much larger number of exits
size, 63,000 medium enterprises downsized into micro compared to the number of entries®.

3) Under this tabulation method, the numbers of entries and exits particularly among micro enterprises, which are mostly composed of a single
office, may be larger than the actual numbers, because enterprises composed of a single office that have relocated their office are counted
among both entries and exits, even though they have not actually newly entered or exited the market.
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Fig. 1-2-3 (1) Breakdown of the number of micro enterprises (2012 > 2014)
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Sources: Recompiled from MIC, 2074 Economic Census for Business Frame and MIC, METI, 2012 Economic Census for Business

Activity.

Notes: 1. Among enterprises whose corporate information could not be confirmed by the 2014 or 2012 Economic Census, those
whose offices are said to have all entered the market are regarded as “entries,” and those whose offices are said to

have all exited the market are regarded as “exits.”

Enterprises that did not fall under these categories, and enterprises whose business type changed to or from a primary

industry were categorized as “other.”

2. Under this tabulation method, the numbers of entries and exits may be larger than the actual numbers, because
enterprises composed of a single office that have relocated their office are counted among both entries and exits, even
though they have not actually newly entered or exited the market.

The number of entries and exits by micro enterprises
between 2012 and 2014 might be calculated as being
larger than the actual numbers?, so we shall subtract the
number of exits from the number of entries to obtain
the “net number of entries and exits,” and examine this
net number by industry (Fig. 1-2-3 (2)). As a result, we
see that the number of entries surpassed the number of

exits in the medical, health care and welfare industries
(+5,000 businesses) only, and exits surpassed entries by
roughly the same amount in the three large categories
of “manufacturing industries and other” (total -52,000
businesses), “commercial industries” (total -62,000
businesses) and “services” (total -57,000 businesses; incl.
medical, health care and welfare).

4) Here, “manufacturing industries and other” refer to the manufacturing and construction industries and other industries; “commercial
industries” refer to the wholesale and retail trade industries; and “service industries” refer to the medical, health care and welfare,
accommodations, eating and drinking services, living-related and personal services and amusement services, real estate and goods rental and

leasing, and other service industries.
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Fig. 1-2-3 (2) Net entries and exits (humber of entries — number of exits) of micro
enterprises by industry (2012 > 2014)
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Notes: 1.

“Other services” is total of scientific research, professional and technical services, education, learning support,

compound services, and services (not elsewhere classified).
2. “Other” is total of mining and quarrying of stone and gravel, electricity, gas, heat supply and water, information and
communications, transport and postal activities, and finance and insurance.

Next, let us examine changes in the numbers of SMEs
from 2012 to 2014 by industry, in terms of the numbers
of entries and exits and changes in enterprise size
(Fig. 1-2-4). The numbers of SMEs declined by 43,000 as
a whole, but there was an increase in the medical, health
care and welfare industries and wholesale industry, with a
particularly large increase of 15,000 in the medical, health

care and welfare industries. At the same time, the number
of enterprises in the retail trade industry and most other
industries declined, but a breakdown shows an increase
in the numbers of medium enterprises in industries other
than the manufacturing industries, indicating that the
number of micro enterprises has declined more than the
number of medium enterprises increased.
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Fig. 1-2-4 Numbers of SMEs by industry (2012 > 2014)
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2. “Other” is total of mining and quarrying of stone and gravel, electricity, gas, heat supply and water, information and
communications, transport and postal activities, and finance and insurance.

When the increases and decreases in the number of
SMEs from 2012 to 2014 are calculated by prefecture, we
see that the number increased in only 5 of all 47 prefectures
(Fig. 1-2-5). Of these 5 prefectures, the largest increase
was in Tokyo (+4,707), followed by Miyagi (+2,120)
and Okinawa (+753). The largest decrease was in Osaka
(-5,388), followed by Niigata (-3,010) and Aichi (-2,931).Y

Let us take a look at the contribution of enterprise size
to increases and decreases in these prefectures. Of the top
5 prefectures, the number of micro enterprises increased
in Miyagi and Okinawa (Miyagi +877; Okinawa +9), but
decreased in the remaining three prefectures (Tokyo -5,445;
Fukuoka -1,735; Nara -139) and in all other prefectures.

On the other hand, the number of medium enterprises
increased in all 47 prefectures, including Osaka and
Niigata, where the number of SMEs declined significantly
(Osaka +3,978; Niigata +396). Despite the nationwide
decline in the number of micro enterprises, the number of
micro enterprises increased or only gradually declined in
prefectures where the number of SMEs increased on the
whole. Furthermore, as the number of medium enterprises
has increased nationwide, it is clear that the decline in the
number of micro enterprises was particularly large in
prefectures where there was a significant decline in the
number of SMEs.

5) For changes in the number of SMEs in all prefectures, see Appended note 1-2-1.
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Fig. 1-2-5 Numbers of SMEs by prefecture and enterprise size (2012 > 2014)
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2.  Numbers of bankruptcies, suspensions and closures, and dissolutions

Next, let us examine changes in the number of
bankruptcies (Fig. 1-2-6 (1)). In 2015, there were 8,812
cases of bankruptcies, marking a level below 10,000 for
the second consecutive year and the lowest level in 25
years since the 1989-1990 bubble economy. The annual
number of bankruptcies has been showing a year-on-year
decline for seven consecutive years since 2009. When
looking at the trend after 2000 by enterprise size, we see
that in 2015 there were 6 cases of bankruptcies among
large enterprises, 1,159 among medium enterprises,
and 7,647 among micro enterprises. Compared to 2008,
when the number of bankruptcies reached a peak in

recent years, the number of bankruptcies among medium
enterprises decreased by 4,210. Similarly, the number
of bankruptcies among micro enterprises also decreased
by 2,510 (approx. 25%) from 2008, such that cases of
bankruptcies decreased among enterprises of all sizes.

With respect to the number of business terminations®
that are not included among bankruptcies, such as
suspensions, closures and dissolutions, an increasing
trend was seen until 2013, unlike with the number of
bankruptcies. It still remains at a high level, although it
turned to a decline in 2014 and continued its decline in
2015 (Fig. 1-2-6 (2)).

6) “Suspensions and closures” refer to businesses that have terminated in a state of surplus asset, with more assets than liabilities. “Dissolutions”
refer to businesses that have given up continuing their business. Neither is included among “bankruptcies.”
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Fig. 1-2-6 (1) Number of bankruptcies (long-term)
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Source: Tokyo Shoko Research, Ltd., Business Failure News (Monthly).
Note: The figures for number of bankruptcies by enterprise size represent figures for after 2000 only.

Fig. 1-2-6 (2) Number of suspensions, closures, dissolutions, and bankruptcies
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Source: Tokyo Shoko Research, Ltd., 2015 Survey of Business Suspensions, Closures and Dissolutions.
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3. Business conditions of SMEs

Here, let us verify business confidence among SMEs
according to the Survey on SME Business Conditions
conducted by the SME Agency and SMRIJ (hereinafter,
Business Conditions Survey) and the business conditions
DI presented in the Bank of Japan’s Short-Term Economic
Survey of Enterprises in Japan (BOJ Tankan) (Fig. 1-2-7).
The BOJ Tankan also includes large enterprises under
the scope of its survey, and can be used to compare the
trends of large enterprises and SMEs, but at the same
time, it focuses only on enterprises with a capital of ¥20
million or more and relatively large-scale enterprises. On
the other hand, the Business Conditions Survey does not
include large enterprises, but some 80% of the enterprises
surveyed are micro enterprises. For this reason, both the
BOIJ Tankan and Business Conditions Survey will be used
to compare business confidence among large enterprises
and SME:s.

Business confidence among SMEs dropped largely in
the wake of the Lehman crisis, but showed signs of picking
up thereafter, so that in 2013, it returned to the level in
2007 before the Lehman crisis in both surveys. 2014 saw
a large fluctuation between the first quarter (January to
March) to third quarter (July to September) of the year,
due to the last-minute surge in demand accompanying
the consumption tax increase and subsequent reactionary
fall in demand, and generally maintained a steady level

thereafter, although some weakening has begun emerge.
On the whole, the BOJ Tankan shows that the number
of enterprises who said business conditions are “good”
surpassed those that said business conditions are “poor”
since the fourth quarter (October to December) of 2013,
and the Business Conditions Survey also shows a 30.7
point increase in the business conditions DI compared
to the first quarter of 2009, seven years ago when the DI
marked the largest decline after the Lehman crisis.

At the same time, the BOJ Tankan continues to show
a large difference between large enterprises and SMEs,
and the Business Conditions Survey also indicates that
the smaller the enterprise, the stricter the conditions they
continue to face, since business confidence among micro
enterprises is at a lower level compared to SMEs as a
whole, to begin with.

Furthermore, when looking at the business conditions DI
by region and industry in terms of the Business Conditions
Survey, we see that the business conditions DI trended
toward an increase in all regions since 2015, but thereafter
declined, with some exceptions (Fig. 1-2-8 (1)). By
industry, the business conditions DI remained unchanged
in 2015 in the wholesale trade, retail trade and service
industries, and either remained unchanged or showed a
declining trend in the manufacturing and construction
industries (Fig. 1-2-8 (2)).



Part | Developments among SMEs in fiscal 2015

Fig. 1-2-7 Business conditions DI by enterprise size
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Sources: BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan); SME Agency and SMRJ, Survey on SME
Business Conditions.

Notes: 1. The business conditions DI of the BOJ Tankan is calculated as the percentage (%) of companies that described recent
business conditions as “good,” minus the percentage (%) of companies that described them as “poor.”

2. The business conditions DI of Survey on SME Business Conditions is calculated as the percentage (%) of companies
that described business conditions as “favorable,” minus the percentage (%) of companies that described them as
“unfavorable.”

3. In BOJ Tankan, large enterprises refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises

with a capital of ¥20 million or more and less than ¥100 million.

Fig. 1-2-8 (1) Business conditions DI by region
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Notes: 1.
2.

The period covered is from the first quarter of 2013 to the first quarter of 2016.

Regional categories are based on prefectures that are under the charge of each Regional Bureau of Economy, Trade
and Industry. Niigata, Yamanashi, Nagano and Shizuoka are included in Kanto; Mie is included in Chubu; and Fukui is
included in Kinki. Kyushu/Okinawa is the total of all prefectures in Kyushu and Okinawa.

33



34
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Fig. 1-2-8 (2) Business conditions DI by industry
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Source: SME Agency and SMRJ, Survey on SME Business Conditions.
Note: The business conditions DI is calculated as the percentage (%) of companies that described business conditions as
“favorable,” minus the percentage (%) of companies that described them as “unfavorable.”

Next, when we look at the financial status of SMEs
according to the financial position DI of the Business
Conditions Survey, we see that it dropped from 2008
to the first quarter of 2009 due to the Lehman crisis,
but thereafter marked a steady increase, and surpassed
the level before the Lehman crisis in the first quarter

of 2014 (Fig. 1-2-9). In the second quarter of 2014, the
financial status of SMEs dropped due to the reactionary
fall in demand following the last-minute surge in demand
accompanying the consumption tax increase, but picked
up once again, although it marked a drop once again in the
first quarter of 2016.
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Fig. 1-2-9 Financial position DI for SMEs
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SME Agency and SMRJ, Survey on SME Business Conditions.
The financial position Dl is calculated by subtracting the percentage (%) of enterprises that said their financial position has

“worsened” from the percentage (%) of enterprises that said it has “improved.”

Section 2 Profit structure and issues among SMEs

1. Profits of SMEs

In the previous section, we saw the present state of
SMEs, where the rate of decline in the number of SMEs
has slowed, the numbers of bankruptcies, business
suspensions, closures, and dissolutions have also
declined, and business conditions and financial status
have begun to improve. In this section, we will examine
the profit situation of SMEs.

A look at the profitability (ordinary profits) DI in the
Business Conditions Survey shows a large drop from
2008 to the first quarter of 2009 due in part to the Lehman
crisis, but a general increase thereafter (Fig. 1-2-10). It
fell from the second quarter of 2014 to the first quarter of
2015, turned to an increase in the second quarter, before
falling once again.
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Fig. 1-2-10 Profitability (ordinary profits) DI for SMEs
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SME Agency and SMRJ, Survey on SME Business Conditions.
The profitability DI is calculated by subtracting the percentage (%) of enterprises that said their profit has “declined,” from

the percentage (%) of enterprises that said it has “increased.”

Next, when we look at the actual amount of ordinary
profits according to the Financial Statements Statistics
of Corporations by Industry of the Ministry of Finance,
the ordinary profits of SMEs have generally shown an
increasing trend since 2013, and reached a record high in
the fourth quarter of 2015 (four-quarter backward moving
averages) (Fig. 1-2-11 (1)).

Alook at long-term fiscal-year trends in ordinary profits
in terms of enterprise size also reveals particularly large
growth among large enterprises but steady growth among
SMEs as well since fiscal 2010. Both have surpassed the
level before the Lehman crisis, and are at a record high
(Fig. 1-2-11 (2)).
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Fig. 1-2-11 (1) Ordinary profits by enterprise size
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital
of ¥10 million or more and less than ¥100 million.

Fig. 1-2-11 (2) Long-term trends in ordinary profits (by enterprise size)
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Annually.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital
of ¥10 million or more and less than ¥100 million.
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2.  Decomposition of the profit structure

The actual amount of ordinary profits has increased
in recent years, as seen in Fig. 1-2-11. When comparing
the average of the first to fourth quarters of 2009, when
ordinary profits dropped most in the wake of the Lehman
crisis, and the average of the first to fourth quarters of
2015, ordinary profits increased by roughly ¥2.5 trillion
among SMEs and by roughly ¥6.7 trillion among large
enterprises. Here we shall perform a decomposition
analysis of the profit structure to identify the determining
factor in SME profits and examine issues facing SMEs.

Ordinary profits can be broken down into five factors:
sales, variable costs (the costs of raw materials, stock
goods, etc. that are proportional to sales), personnel
costs, depreciation expenses (expenses incurred by fixed
assets such as buildings and facilities), and non-operating
profits and losses (profits and losses accrued from
corporate financial activities and investment activities).

To assess which of these factors most influenced ordinary
profits between 2009, when ordinary profits declined
due to the Lehman crisis, and 2015, when they reached a
record high, a decomposition analysis was performed for
the amount of increase in ordinary profits at those two
points in time (Fig. 1-2-12).

Among large enterprises, the decline in variable costs
(+2.2 trillion yen) contributed largely to the increase in
ordinary profits, followed by an increase in sales (+2.0
trillion yen) and a decrease in depreciation expenses
(+1.3 trillion yen). Among SMEs, the decline in variable
costs (+1.7 trillion yen) similarly contributed the most
to the increase in ordinary profits, but this was followed
by a decline in personnel costs (+1.4 trillion yen). Sales,
which contributed to the increase among large enterprises,
contrarily contributed to a decrease in ordinary profits
among SMEs (-0.9 trillion yen).

Fig. 1-2-12 Decomposition analysis of ordinary profits
(average amount of increase for the first to fourth quarters in 2009 and 2015)
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Notes: 1. Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a

capital of ¥10 million or more and less than ¥100 million.
2. The decomposition analysis of ordinary profits was conducted based on the following calculation.

m: Ordinary profits, S: Sales,

F: Fixed costs (personnel costs (P) + non-operating profits and losses (N) + depreciation costs (D)), V: Variable costs

mn=S-V-Fson=S-SxV/S-P-N-D
an= (1-V/S)x 4S — A4(V/S)xS - 4P

- 4N

-4D

Sales

Common to both large enterprises and SMEs is that
operating profits, which largely dropped in the wake of
the Lehman crisis, has since reached a record high level.
When we look at specific items that have contributed
to the increase in operating profits, we see that in large

Variable costs Personnel costs Non-operating profits and losses Depreciation costs

enterprises, ordinary profits increased by expanding
sales, while keeping variable costs down, thanks in part
to the drop in the prices of crude oil and raw materials,
which would have normally increased along with an
increase in sales, and also by holding down domestic
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capital investment. In contrast, ordinary profits among
SMEs increased owing to the decline in variable costs and
personnel costs, even while sales were sluggish.

3. Analysis of sales (slowdown in sales)

Below, we will shed light on issues facing SMEs by
taking a look at the variable factors of ordinary profits by
item and examining indicators relevant to each item.

Let us first examine changes in sales, which differed
largely between large enterprises and SMEs (Fig. 1-2-
13). In both groups of enterprises, sales reached a peak
from 2007 to the first half of 2008, but largely dropped
from 2008 to 2009 due to the impact of the Lehman
crisis. Thereafter, sales among large enterprises showed
an increasing trend after the fourth quarter of 2009, and

Fig. 1-2-13 Sales by enterprise size

eventually leveled off. Sales among SMEs increased
temporarily in the latter half of 2010, and once again
dropped after 2011. A gradual increase has been seen
thereafter, but as of the fourth quarter of 2015, sales have
hovered at levels below the level after the Lehman crisis.
In sum, it can be said that sales among SMEs have been
weaker compared to large enterprises.
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital

of ¥10 million or more and less than ¥100 million.

To specifically assess which industries have influenced
the changes in sales, average sales over the first to fourth
quarters of 2009 and 2015 were broken down according
to industry and enterprise size, as with the decomposition
analysis of ordinary profits discussed earlier (Fig. 1-2-14).
Among large enterprises, all six categories of industries
contributed to boosting sales, with the manufacturing

industries in particular as a driving force. Among SMEs,
only the construction industry contributed to boosting
sales, while the manufacturing industries contributed to
a slight decline and the wholesale trade, retail trade and
service industries contributed to a decline of around
¥2 — 3 trillion.
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Fig. 1-2-14 Decomposition of sales by industry
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of ¥10 million or more and less than ¥100 million.

Next, as an indicator related to such sales, let us examine
production trends among SME manufacturing industries
by using the Manufacturing Production Indices by Size of
Enterprise, which is based on the 2005 production level
as a value of 100 (Fig. 1-2-15). Production among SMEs
largely dropped in June 2014, but began to show signs
of picking up in December 2014. However, from May

to November, it continued to mark a month-on-month
negative trend or level trend, and although there were
signs of picking up thereafter, it dropped once again in the
latest two months. As indicated by this seesaw trend, there
were hardly any strong movements in production among
SMEs.
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Fig. 1-2-15 Manufacturing production indices for SMEs
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When examining management issues facing SMEs
according to the Business Conditions Survey, “stagnation
of demand” was the top issue in the wholesale trade,
retail trade, and service industries. Other high-ranking
issues included “drop in unit sales prices and difficulty
in raising prices” in the wholesale trade industry, “intense

competition due to the expansion of large and medium
stores” in the retail trade industry, and “responses to
changes in user needs” in the service industry. Many
businesses thus see issues that are directly linked to a
slowdown in sales as their primary management issue
(Fig. 1-2-16).
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Fig. 1-2-16 Management issues facing SMEs (2015)
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Among the items comprising sales, export value
was approximately ¥72 trillion for large enterprises and
approximately ¥5 trillion for SMEs in 2013 (Fig. 1-2-17).
The ratio of export amount to sales was 12.9% among
large enterprises and 3.0% among SMEs, indicating low
shares even with respect to sales/export ratio.

Over the past ten years, exports by large enterprises
continued on an increasing trend since the Lehman crisis,

and showed a +22.2% increase in 2013 compared to
2009. Meanwhile, exports by SMEs remained roughly
unchanged, and marked a mere +4.0% increase over
2009. With respect to large enterprises, a high sales/export
ratio and increase in exports have contributed to a growth
in sales, but with respect to SMEs, the sales/export ratio
has been low, and exports had leveled off and did not lead
to any growth in sales.
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Fig. 1-2-17 Exports and sales/export ratios (by enterprise size)
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Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.

Sales among SMEs have been sluggish compared to
large enterprises, with SME manufacturing industries
showing a level trend and SME non-manufacturing
industries showing a declining trend, with the exception
of the construction industry. Production trends in the
manufacturing industries also failed to show any strength,
and non-manufacturing industries have also faced stagnant
demand and intense competition from large enterprises
and other industries newly entering the market. Exports

have also shown large differences in both export value
and sales/export ratio between large enterprises and
SMEs, and a particularly sluggish trend among SMEs.
Given the depreciation of the yen in the latter half of
2012, exports increased among both large enterprises and
SMEs in 2013, but the increase among SMEs was not as
large as that in large enterprises due to their low sales/
export ratio, and was not sufficient to boost sales.
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4. Analysis of personnel costs (labor shortage)

Next, we shall examine changes in personnel costs,
which contribute largely to increases in ordinary profits
among SMEs. In terms of enterprise size, personnel costs
declined among both large enterprises and SMEs from
the latter half of 2008 to the first half of 2010, increased

in the following year, but turned to a decline once again in
2012 (Fig. 1-2-18). Thereafter, the trend differed between
the two groups of enterprises, with large enterprises
showing a gradual increase from the third quarter of 2013
and SMEs showing a level trend beyond 2014.

Fig. 1-2-18 Personnel costs (by enterprise size)
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Source: MOF, Financial Statements Statistics of Corporations by Industry.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital

of ¥10 million or more and less than ¥100 million.

With respect to the actual numbers of workers, a
look at changes in the numbers of non-agricultural and
forestry workers by employee size according to MIC’s
Labor Force Survey, shows that the number of workers
in enterprises that employ 1 to 29 workers has been on
a decline, and decreased by approximately 2.12 million
people over the past twenty years (Fig. 1-2-19). On the

other hand, the number of workers in large enterprises
has increased, with an increase of approximately 3.13
million people over the past twenty years in enterprises
that employ more than 500 workers. This shows that even
while the number of workers as a whole has increased, the
number of workers in smaller enterprises has decreased.
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Fig. 1-2-19 Number of non-agricultural and forestry workers by employee size
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Source: MIC, Labor Force Survey.

Next, let us look at the sense of employee insufficiency in all industries from the fourth quarter of 2013, with
among SMEs. Changes in the employee overcapacity and a particularly strong sense of insufficiency in the
insufficiency DI for SMEs show a change to insufficiency construction and service industries (Fig. 1-2-20).

Fig. 1-2-20 Employee overcapacity and insufficiency DI for SMEs (by industry)
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Source: SME Agency and SMRJ, Survey on SME Business Conditions.

Note: The Employee overcapacity/insufficiency Dl is calculated by subtracting the percentage (%) of enterprises that said that
have an “insufficiency” of employees from the percentage (%) of enterprises that said they have an “overcapacity” of
employees.
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Below, we shall examine the status of separated
workers and new workers in SMEs as a background to
the decline in the number of workers among SMEs.

First of all, let us look at the reasons why separated
workers have separated from an SME in 2014. Of all
workers who have separated from an SME, the reason
for separating is known for 2.48 million workers. Of
these workers, around 70% have separated for a personal
reason, and only around 5% have separated due to
restructuring or other management reasons (including
voluntary retirement in response to a request from the
company) (Fig. 1-2-21).

Details of the largest reason for separation, “other
personal reasons,” are not examined in detail in the
survey of separated workers, so let us examine the

reasons why new workers have separated from their
previous employment according to a survey conducted
on new workers (Fig. 1-2-22)7. Among the personal
reasons given, 12.2% gave “poor working conditions,”
9.8% “human relationships in the workplace,” and 9.3%
“low income,” followed by “cannot take interest in the
work content,” “insecurity about the company’s future,”
and “cannot put abilities, individuality, qualifications to
full use.” This suggests that “other personal reasons,”
which was the reason for separating from an SME
among approximately 70% of separated workers, mainly
includes dissatisfaction with the treatment of workers,
such as working conditions and income, as well as
workplace environments and job content.

Fig. 1-2-21 Reasons why separated workers separated from an SME (SMEs, 2014)

Expiration of the
contract period
237,000 people
9.6%

Management
circumstances
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5.0%

Compulsory
retirement age
75,000 people

3.0%
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or responsibility

41,000 people
1.6%

Marriage, childbirth,
parenting, nursing care

77,000 people

3.1%

Death, injury,

or disease

93,000 people

74.0%

Other personal reasons
1,838,000 people

3.7%

Source:
Note:
regular workers.

Prepared based on MHLW, Survey on Employment Trends.
SMEs here refer to enterprises with 5 to 99 workers, among those that have a business establishment with 5 or more

7) It should be noted that the survey was limited to separated workers who found re-employment, and did not categorize workers by the size of

their previous employment.
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Fig. 1-2-22 Reasons why new transferred workers separated from their previous
employment (all enterprise sizes, 2014)
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The above is a result of asking new transferred workers who were newly employed in 2014 (those who had a previous

employment and gained new employment at the time of the survey) why they separated from their previous employment.

Source: Prepared based on MHLW, Survey on Employment Trends.
Note:
Next, we shall take a look at new workers

who gained new employment or transferred to an
SME. First, when we categorize new workers into
unemployed workers who had not worked within the
year prior to gaining new employment and employed
workers who have worked within the year prior to
gaining new employment, and examine their numbers
by enterprise size, we see that unemployed workers
account for 38.4% of all workers in enterprises with
300 workers or more and 35.9% of all workers in
enterprises with 5 to 299 workers. This indicates that
the ratio of unemployed workers is slightly lower in
smaller enterprises (Fig. 1-2-23).

Even in terms of the number of job offers at the time
of recruitment of new graduates and the number of job
seekers, the number of SME job offers to prospective
university graduates has increased over the past two
years, and 402,000 job openings were offered in the
most recent data, but the number of new graduates who
sought employment in an SME was 112,000. While this
represented an increase, a large gap nevertheless existed
between the number of job offers and number of actual
job seekers (Fig. 1-2-24 (1)). SMEs are increasing their
number of job offers and are endeavoring to recruit new
graduates, but the number of job seekers has hardly
increased, and the ratio of job openings to applications
continues to hover at a high level of around 3 to 4.
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Fig. 1-2-23 Proportion of unemployed and employed workers among new workers,
by employee size (all enterprise sizes, 2014)

oEmployed workers @ Unemployed workers
(%)

5 — 299 workers 300 workers or more

Source: Prepared based on MHLW, Survey on Employment Trends.

Fig. 1-2-24 (1) Number of job openings offered to prospective university graduates
by SMEs and number of job seekers

=3 Number of job offers —=3 Number of job seekers —a— Application ratio (right axis)

(10,000 people) (Application ratio)

45 r r 5.0
40 + - 45
35 | - 40
- 35
30 * &
- 30
25
- 25
20
- 20
15
15
10 10
5r - 05
0 : . : —E : " 00
2011 2012 2013 2014 2015
(Year)
Source: Recruit Works Institute, Works University Graduate Job Offers to Job Seekers Ratio Survey.
Note: SMEs here refer to enterprises with less than 300 employees.

Meanwhile, when we look at the new graduate ratio of job openings to applications stood at around 1,
recruitment situation of large enterprises, we see that new which is extremely low compared to the ratio of between
graduates who sought employment in a large enterprise 3 and 4 for SMEs, and indicated a persistently strong
surpassed the number of job offers, except in 2016. The preference for large enterprises (Fig. 1-2-24 (2)).
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Fig. 1-2-24 (2) Number of job openings offered to prospective university graduates
by large enterprises and number of job seekers
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Source: Recruit Works Institute, Works University Graduate Job Offers to Job Seekers Ratio Survey.
Note: Large enterprises here refer to enterprises with 300 employees or more.

Next, we shall take a look at wage disparities by
enterprise size, which is a possible reason for separation
from SMEs and preferences for large enterprises.

With respect to salary trends by enterprise size, regular
employee wages in SMEs and large enterprises hovered
between ¥270,000 and ¥300,000 and between ¥340,000
and ¥380,000, respectively, showing a wage disparity that
has not been resolved since the 1990s (Fig. 1-2-25).

Additionally, when looking at the wage increase rate,
an increasing trend was seen in enterprises with 100—299
workers, but this was nevertheless a lower level of
increase than that seen among enterprises of other sizes
(Fig. 1-2-26).

The decrease in the number workers in SMEs could
perhaps be attributed to the persistent disparity in wages
between large enterprises and SMEs.
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Fig. 1-2-25 Salaries by enterprise size
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Source: Recompiled from MHLW, Basic Survey on Wage Structure.
Notes: 1. The figures for “regular employees” before 2004 include all general workers regardless of length of employment, and

those after 2005 include “regular employees and regular staff members” of business establishments, among general
workers.

“General workers” refer to regular workers other than short-term workers.

“Short-term workers” refer to workers who work shorter hours per day than general workers in the same business
establishment, or who work the same hours per day but less days per week than general workers in the same
establishment.

“Regular workers” refer to either of the following: (a) those who are employed for an indefinite term or for a definite
term of more than a month; or (b) those who are employed on a daily basis or for a definite term of less than a month
and have worked for more than 18 days each in the two months prior to the survey month.

“Salary” refers to cash salary that is supplied regularly as the sum of the basic pay that is paid as the amount of pay
for June of each year and various allowances that have been specified in advance, including overtime pay.
Enterprises with no more than 299 regular workers as a whole (and enterprises in the wholesale trade, service, retail
trade, and restaurant industries with no more than 99 regular workers) are regarded as SMEs, and all other enterprises
are grouped as large enterprises.

Fig. 1-2-26 Wage increases (revised rate of average wage per person)
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MHLW, Survey on Wage Increase.

1.

2.

3.
4.

Data has been collected from enterprises that have revised their wage or are planning a revision and have already
decided on specific amounts, and enterprises that are not planning a revision of wages.

Revision refers to that of regular bonuses, basic pay increases, and allowances for all or some regular workers, and
includes wage decreases through basic pay decreases and wage reductions.

Regular workers in this survey refer to workers who are employed without specifying a definite term of employment.
Revised rates of average wage per person are the weighted average of regular workers.
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5. Analysis of depreciation costs (capital investment) (stagnant capital investment)

Next, we shall look at depreciation costs, which
contribute to increasing ordinary profits among both
SMEs and large enterprises, in light of relevant trends
in capital investment. In terms of enterprise size,
depreciation costs among large enterprises show a
gradual declining trend after peaking in the first quarter
of 2008, while depreciation costs among SMEs show a
gradual increasing trend from the first quarter of 2013
(Fig. 1-2-27 (1)). In 2006, there was an average difference

of roughly ¥3.5 trillion between large enterprises and
SMEs, but the average difference has narrowed to
approximately ¥2.1 trillion in 2015.

Actual capital investment amounts were on a declining
trend among both large enterprises and SMEs between
2008 and early 2010, but have thereafter leveled off
(Fig. 1-2-27 (2)). Although a slight increase has been
seen recently, capital investment amounts have not yet
reached the level before the Lehman crisis.

Fig. 1-2-27 (1) Depreciation costs (by enterprise size)
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital

of ¥10 million or more and less than ¥100 million.
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Fig. 1-2-27 (2) Capital investment (by enterprise size)
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Now let us examine the state of excess/insufficiency
of facilities among SMEs in terms of the production and
operational facility DI according to the BOJ Tankan. In the
manufacturing industries, the DI has shown a declining
trend from 2013 to the March 2015 survey, and the sense
of having excess facilities had eased, but it increased
thereafter for three consecutive quarters, and has once
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MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital

again trended toward a sense of excess (Fig. 1-2-28). In the
non-manufacturing industries, “insufficiency” surpassed
“excess” for ten consecutive quarters since the September
2013 survey, and the DI remained unchanged or otherwise
dropped for three consecutive quarters, indicating that the
sense of insufficiency of facilities has yet to improve.
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Fig. 1-2-28 Production and operational facility DI for SMEs
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Source: BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan).

Notes: 1. The production and operational facility Dl is the percentage of enterprises that said they have an “excess” of production
facilities, minus the percentage of enterprises that said they have an “insufficiency” of such facilities.
2. SMEs here refer to enterprises with a capital of more than ¥20 million and less than ¥100 million.

According to the Survey of SME Capital Investment
Trends by Shoko Chukin Bank, in 2015 the largest reason
why 68% of SMEs did not make capital investments was
because their existing facilities sufficed, followed by
economic uncertainty and large debt burden (Fig. 1-2-29).
As the graph shows, “declining corporate earnings,”
“decreasing industrial demands,” and “economic

uncertainty” have declined as reasons for not making
capital investments, while the percentage of “existing
facilities suffice” has slightly increased. Additionally, “the
necessary personnel cannot be secured” has continued to
increase as a reason for not making capital investment
over the past five years, although it accounts for a small
percentage.
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Fig. 1-2-29 Reasons for not making capital investments
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With respect to facility conditions, facilities ages have
yearly increased since the 1990s, and have increased
1.4-fold in large enterprises and 1.8-fold in SMEs from
1993, as an indication of the advanced aging of facilities
particularly in SMEs (Fig. 1-2-30).

According to a questionnaire survey on the status of
facilities in Japan conducted by Shoko Chukin Bank,
responses to a question asking when was the last time a
capital investment was made showed that approximately

2008 2009 2010 2011 2012 2013 2014 2015
(Year)

Shoko Chukin Bank, Survey of SME Capital Investment Trends.

40% of all respondents have not made a capital investment
for over five years, and a little under 20% have not made a
capital investment for over ten years. (Fig. 1-2-31).

The sense of excess of facilities has declined in the
manufacturing industries as well, but capital investment
remains stagnant due in part to future uncertainties. As
a result, the aging of facilities has become an emerging
issue.
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Fig. 1-2-30 Facility ages (by enterprise size)
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Statements Statistics of Corporations by Industry, Annually.

Fig. 1-2-31 Last capital investment made by SMEs
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(Dec. 2014 survey).
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6. Analysis of variable costs (transaction environment)

Next, we shall look at variable costs, which contribute
largely to the increase in ordinary profits among both
SMEs and large enterprises. A look at the ratio of
variable costs to sales by enterprise size shows that
the level for SMEs is lower compared to that for large
enterprises. In 2010, the ratio of variable costs to sales for
SMEs increased temporarily, and the gap between large
enterprises and SMEs narrowed, but from 2011 to 2012,
the gap widened once again due to a drop in the ratio
among SMEs, and has remained unchanged thereafter
(Fig. 1-2-32).

Variable costs fluctuate in response to fluctuations in
sales. In the manufacturing industries they are influenced
by material costs, and in the retail sales industry, they
are influenced by changes in purchase prices, for
example. When we look at trends in the prices of primary
commodities (energy, foods, metals, etc.), which are
deeply related to variable costs, we see that the prices of
primary commodities dropped drastically in 2015, with
a particularly large drop in energy prices (Fig. 1-2-33).
It is thought that this drop in the prices of primary
commodities has contributed to pushing down the ratio
of variable costs to sales.

Fig. 1-2-32 Ratio of variable costs to sales (by enterprise size)
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital

of ¥10 million or more and less than ¥100 million.
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Fig. 1-2-33 Prices of primary commodities
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Notes: 1. The primary commodity cost index is the costs of foods, metals, energy (petroleum), etc. weighted by the average

export amount from 2002 to 2004.

2. Foods include grains, vegetable oil, meat, sugar, fruits, etc.
3. Metals include copper, aluminum, steel, tin, nickel, zinc, etc.
4

. Energy includes crude oil, natural gas, and coal.

Primary commodity prices largely fluctuate, so how
appropriately they can be passed through to sales prices
in response to such fluctuations has an effect on ordinary
profits. Therefore, to gain an overview of the cost pass-
through situation of SMEs, we shall take a look at the BOJ
Tankan sales price DI minus the purchase price DI as a

terms-of-trade index® (Fig. 1-2-34). From the 1980s to
1990s, the terms of trade for large enterprises and SMEs
were closely linked to each other, and there was virtually
no difference between the two. However, in the 2000s,
a difference began to gradually appear, and continues to
exist today.

8) If the figure obtained by subtracting purchase price from sales price is largely negative, this indicates that increases in purchase prices are

not being properly passed through to sales prices.
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Fig. 1-2-34 Terms-of-trade index (by enterprise size)
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BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan).
Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a

capital of ¥20 million or more and less than ¥100 million.
2. “Terms-of-trade index” equals the sales price DI minus purchase price DI.

According to the Survey of Subcontract Transaction
Prices conducted by the SME Agency in December
2015, 36.6% of enterprises were in a situation where it
was necessary for them to pass through the costs of raw
materials and energy costs after April 2015, but 30.2% of
those enterprises were not able to actually pass through
those costs (Fig. 1-2-35 (1)).

Additionally, as a measure in response to not being
able to raise unit prices in the past ten years, 53.9% of
enterprises gave “compression of profit rate,” and more
than 30.0% gave “cutback of personnel costs,” “curbing
of other raw material and purchase costs,” and “curbing of
capital investment” (Fig. 1-2-35 (2)).
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Fig. 1-2-35 (1) Necessity and status of passing through raw material and energy costs to
transaction prices
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Source: SME Agency, Survey of Subcontract Transaction Prices (conducted December 2015).

Fig. 1-2-35 (2) Measures taken in response to not being able to sufficiently increase
transaction prices
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7. Summary

As seen above, while some weaknesses were seen in
the business conditions DI for SMEs, an improvement
trend also appeared, with ordinary profits reaching a
record high level and the number of bankruptcies marking
the lowest level in 25 years. However, ordinary profit
increases were largely owing to a decline in personnel
costs and the prices of crude oil and raw materials, and
did not accompany an increase in sales. For this reason,

capital investment failed to reach the level before the
Lehman crisis, the aging of facilities have advanced, and
labor shortage has become a serious issue.

With SMEs now achieving a record high level of
ordinary profits, it is an opportune time to address the
labor shortage issue that has stemmed from a decline
in the working-age population and the issue of aging
facilities, and strengthen the “earning power” of SMEs.



Chapter 3
Analyzing SME productivity

As we have seen in the previous chapter, Japan’s economy in 2015 continued on a gradual
recovery trend on the whole. Ordinary profits marked a record high, and an increase in corporate
profits led to an improvement of the employment environment and wage increases, thereby giving
momentum to a “positive growth cycle.” At the same time, however, SMEs have faced such issues
as stagnant sales, the aging of facilities, and labor shortage, and have growing concerns about how
the economic deceleration in newly emerging countries may impact their exports and production,
among various other issues. In order to continue maintaining the positive growth cycle and pursue
the path toward sustainable growth even while greater population decline is anticipated, it is
important to increase productivity in each enterprise and strengthen the profitability of enterprises
in Japan. From the standpoint of SMEs as well, the record high level of ordinary profits today
poses a good opportunity to address the abovementioned issues.

Thus in this chapter, we shall focus on and analyze SME productivity from diverse perspectives.

Section1 Changes in circumstances surrounding SMEs and SME

productivity

1. Population decline, declining birthrates, and population aging

Fig. 1-3-1 shows population changes in Japan up to
now and future population projections. According to the
figure, the working population, from ages 15 to 64, has
been declining, and is estimated to continue declining at a
considerable rate, while the population of people ages 65
and older will continue to increase.

What impacts will a change in the population

structure have on SMEs? Even in terms of the employee
insufficiency DI (percentage (%) of enterprises that
said they have an “overcapacity” of employees, minus
the percentage (%) of enterprises that said they have an
“insufficiency” of employees for the quarter) for SMEs,
there is a growing sense of insufficiency in all industries
(see Fig 1-2-20).
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Fig. 1-3-1 Future population projections
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Source: National Institute of Population and Social Security Research, Population Projections for Japan (January 2012 projections).
Notes: 1. Future population projections are based on medium fertility (medium mortality) estimates.

2. Working ages are defined as ages 15 to 64.

Given the declining population, there are concerns that
domestic demand may weaken and sales among domestic
enterprises may decrease. With regard to supply, a decline
in the working population is expected to create supply
constraints and further strengthen the sense of employee
insufficiency.

In order for Japan’s economy to overcome decreased
domestic demand and labor supply constraints that are the
result of a declining population and pursue sustainable
growth in the future, it is necessary to expand sales
channels, including overseas expansion, on the demand

side. On the supply side, it is necessary to realize the plan
of “Promoting the Dynamic Engagement of All Citizens”
toward a society where all citizens are actively engaged,
and take initiatives to increase the production efficiency
of each employee.

Particularly among SMEs, which account for
roughly 70% of total employment in Japan, increased
productivity in each enterprise would contribute largely
to resolving such issues of Japan’s economy as a whole.
In the following sections, we shall thus analyze SME
productivity from various angles.

1) According to the 2014 Economic Census for Business Frame (recompiled), SMEs employ 70.1% of all employees in Japan (see

Supplementary statistical data Table 2 (3)).
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Section 2 Present status of SME productivity

Below, we shall analyze SME productivity using
two representative indicators of productivity: labor

1. Labor productivity in SMEs

productivity and total factor productivity.

l Definition of labor productivity in this chapter

In this chapter, labor productivity is defined by the
equation, “labor productivity? = value added® / labor
force®.” It is a quantification of how efficiently workers
produce a result, and increases with workers’ efforts
to build capacity and improve efficiency and with
improvements in management efficiency.

l Labor productivity in SMEs (overview)

Before analyzing labor productivity in SMEs, let
us take a brief look at labor productivity by industry
and enterprise size. Fig. 1-3-2 shows average labor

productivity levels among SMEs and large enterprises
by industry (vertical axis)® and worker ratios by industry
(horizontal axis)®. When we examine labor productivity
levels by industry and enterprise size, we see that the
average among SME:s falls below that of large enterprises,
even while SMEs account for roughly 70% of Japan’s
total labor force.

In light of this situation, it can be said that labor
productivity must be increased not only in large
enterprises, but also in SMEs, in order to raise Japan’s
total value added.

2) This should be expressed as “real labor productivity” to be accurate, as cost fluctuations are eliminated using a GDP deflator (2005 basis).
However, for convenience sake, the term “labor productivity” shall be used in this chapter.
3) Here, value added = net operating profit + personnel costs + taxes and public impositions + rent of movable property and real estate.

4) Here, labor force = number of officers + number of employees.

5) Calculated using data from MOF, Financial Statements Statistics of Corporations by Industry, Annually. The Financial Statements Statistics
of Corporations is a sample survey of profit-making corporations, and the annual surveys the figures of definite settlements of accounts for
the fiscal year. The finance and insurance industries have been omitted from Fig. 1-3-2, as financial statements statistics do not include the

necessary items for the calculation of value added in those industries.

6) Recompiled from MIC, Economic Census for Business Frame. The MIC Economic Census for Business Frame is an exhaustive survey
of all business establishments in industries included among the Japan Standard Industrial Classification (JSIC), with the exception of the

household service industry and some other industries.
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Fig. 1-3-2 Labor productivity and labor composition ratio (by enterprise size, by industry)
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Economic Census for Business Frame.
Notes: 1.

Labor productivity = value added / total number of workers

2. Value added = net operating profit + officers’ pay + officers’ bonus + employees’ pay + employee benefits + rent of
movable and immovable properties + taxes and public impositions

3. Number of workers = number of officers + number of employees

4. Here, the definition of SMEs is pursuant to the Small and Medium-sized Enterprise Basic Act.

Fig. 1-3-2 shows that the service industries” in
particular, including the accommodations, eating and
drinking services, account for a high share of total
employment, but display a relatively low average level of
labor productivity compared to other industries.

The low level of labor productivity in the service
industries can be attributed to the following characteristics
that are seen in many service industries.

(1) Simultaneousness: Services are provided and
consumed at the same time.
(2) Inseparability: Services are provided and utilized in
the same place.
(3) Disappearance: Services cannot be kept in stock.

In other words, in some service industries, such as the
restaurant, hairdressing, medical care and nursing care
industries, services are provided and consumed at the
same time and in the same place, and cannot be kept in
stock in some cases. Unlike industrial products, for which

production activities could be leveled by adjusting stock,
products (services) cannot be produced (provided) in the
absence of customers and stored as stock, and short-term
changes in demand affect production volume in the same
manner. However, such short-term changes in demand
cannot be easily accommodated by adjusting labor input,
and thus act as a constraint in increasing productivity
through an increase in the efficiency of production
activities.

This means that increasing productivity tends to be
more difficult in industries that handle products (services)
characterized by simultaneousness, inseparability, and
disappearance. For this reason, it is said to be difficult to
measure productivity in the service industries and make
comparisons with other industries®.

While paying careful attention to these points, let us
proceed to an analysis of labor productivity by industry in
the following section.

7) In this paper, “service industries” refer to service industries in the narrow sense, which fall under industrial divisions L to R of the Japan
Standard Industrial Classification (JSIC) (rev. 13). Service industries in the broad sense, which refer to tertiary industries, shall be expressed
as “non-manufacturing industries” in this chapter.

8) References to the characteristics of service industries and the impacts of demand in this section are based on Konishi (2015). Konishi (2015)
emphasizes that in order to measure the technical capability and productivity of service industries, it is necessary to collect both demand and
supply data and perform an empirical analysis upon defining what types of added values are created in each industry.
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l Comparison of labor productivity by industry

Above, we confirmed average labor productivity
by enterprise size and industry. Average values are
frequently used to make comparisons when analyzing
labor productivity. However, labor productivity may vary
widely even among enterprises of the same size and in the
same industry, depending on the initiatives implemented
by each enterprise, their circumstances, and other such
factors.

Therefore, below we shall use responses to the Basic
Survey of Japanese Business Structure and Activities
to analyze in greater detail the distribution of corporate
productivity by industry. The survey is conducted every
year by the Ministry of Economy, Trade and Industry, and
covers enterprises with 50 or more employees and whose
paid-up capital or investment fund is over 30 million
yen. Although it does not include enterprises of sizes
and financial scales below this scope, it shall be used,
as it provides large-scale governmental statistics that are
useful for calculating the growth rate of productivity and
various other indicators of individual companies through
the creation of panel data?.

Fig. 1-3-3 shows SME labor productivity in 2014 in
terms of industrial averages, as well as productivity levels
at the first quartile point (top 25th percentile) and third
quartile point (bottom 25th percentile) for each industry,
to provide an overview of the distribution of productivity.

According to this figure, average labor productivity is
low in the eating and drinking services, medical, health
care and welfare, and accommodations industries, with
little difference in productivity levels among enterprises.
This is thought to be because the services provided by these
industries tend to be characterized by (1) simultaneousness,
(2) inseparability, and (3) disappearance, as mentioned
earlier, compared to services provided by the finance and
insurance industry, and these characteristics are keeping
labor productivity down. On the other hand, even among
SMEs, average labor productivity is high in the finance
and insurance industry and the real estate and goods rental
and leasing industry, with large differences in productivity
levels among enterprises. This is thought to be due to their
high capital intensity ratio and capital productivity, as will
be discussed later.

Fig. 1-3-3 Distribution of labor productivity (value added per worker) (SMEs, by industry)
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Recompiled from METI, 20714 Basic Survey of Japanese Business Structure and Activities.
The definition of SMEs is pursuant to the Small and Medium-sized Enterprise Basic Act. However, enterprises with

less than 50 employees and a paid-up capital or investment fund of less than ¥30 million are not included in the above

figure.

2. Labor productivity is calculated according to the equation, Labor productivity = value added (net operating profit +
personnel costs + taxes and public impositions + rent of movable property and real estate) / total number of workers.

3. Value added is given substance using a GDP deflator (2005 basis).

4. The average for the mining industry was ¥52.6 million/worker (not included in the above graph). This figure was given
a tremendous boost by a single enterprise with exceptionally high productivity.

9) To create data that shows trends in individual companies over a period of multiple years.
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Next, let us examine labor productivity distribution
in greater detail and compare labor productivity levels
by industry and enterprise size. Fig. 1-3-4 shows the
cumulative distribution of the percentage of enterprises
(vertical axis) at each level of labor productivity (horizontal
axis) that has been derived by tallying individual
responses to the 2014 Basic Survey of Japanese Business
Structure and Activities. Productivity levels were divided
into ¥100,000/worker units, and cumulative figures were
obtained by adding the percentage of enterprises at each
level. The more the graph is shifted to the right means the
higher the productivity of a larger number of enterprises in
the relevant industries. The points of the graph where the
X and Y axes merge also show the approximate percentage
of enterprises in the relevant industries that fall within the
corresponding labor productivity level. Furthermore, with
respect to the angle of the graph until it reaches the 50%
mark, the sharper the angle means the more enterprises
are concentratedly distributed at that level.

When the cumulative distribution of labor productivity
is compared by enterprise size and by manufacturing/
non-manufacturing industries, the figure shows that in
the manufacturing industries, SME labor productivity is

mostly distributed at levels lower than large enterprises
(Fig. 1-3-4 left side). In contrast, among the non-
manufacturing industries, an inversion is seen from the
¥5.7 million/worker level, with more large enterprises
than SMEs distributed at labor productivity levels below
¥5.7 million/worker (below the bottom 33%) (Fig. 1-3-4
right side). At look at cumulative distribution reveals that
in the manufacturing industries, the labor productivity
of large enterprises is higher than that of SMEs at all
levels, but in the non-manufacturing industries, the labor
productivity of the bottom third of large enterprises is
distributed at lower levels than SMEs'?, The figure also
shows points where the average of large enterprises lies,
and by looking at the distance between 100 and these
points, it also shows the percentage of SMEs that have
higher productivity than large enterprises. It thus indicates
that in the manufacturing industries, approximately
10% of SMEs have a higher labor productivity than the
average labor productivity of large enterprises, and in
the non-manufacturing industries, some 30% of SMEs
have a higher labor productivity than the average labor
productivity of large enterprises.

Fig. 1-3-4 Cumulative distribution of labor productivity
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Source: Recompiled from METI, 2074 Basic Survey of Japanese Business Structure and Activities.
Notes: 1. The above does not include companies with less than 50 employees or less than ¥30 million in paid-up capital or

investment fund.

2. Cumulative figures were obtained by calculating the distribution of labor productivities (value added per worker) for

each ¥100,000/worker.

10) However, it should again be noted that the Basic Survey of Japanese Business Structure and Activities is based on data that does not include
enterprises with less than 50 employees and less than ¥30 million in paid-up capital or investment fund.
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It could be said that in the manufacturing industries, the
difference in enterprise size is a major determining factor
of labor productivity, while in the non-manufacturing
industries, other factors are. In particular, the diversity
of industries included among ‘“non-manufacturing
industries” is thought to have a strong influence on the
distribution of labor productivity in the non-manufacturing
industries as a whole.

Therefore, in Fig. 1-3-5, the manufacturing industries
were further broken down into major groups, and their
average labor productivity was shown divided into SMEs
and large enterprises. In the manufacturing industries,
labor productivity ranged from ¥5.48 million/worker
in manufacture of food to ¥11.11 million/worker in the
manufacture of petroleum and coal products, and in the
non-manufacturing industries, they ranged from ¥7.63
million/worker in the manufacture of food to ¥20.75
million/worker in the manufacture of petroleum and coal
products. A comparison of average labor productivity in
the manufacturing industries by major group shows that
among both SMEs and large enterprises, average labor
productivity falls within a range of roughly two or three
times the lowest labor productivity level at the most.

Fig. 1-3-6 shows a comparison of average labor
productivity in the non-manufacturing industries in
2014, by industry and enterprise size. Among SMEs,
average labor productivity is widely distributed, from
¥2.99 million/worker in eating and drinking services, to
¥14.2 million/worker in finance and insurance. Among
large enterprises as well, average labor productivity
ranged from ¥3.76 million/worker in eating and drinking
services to ¥19.86 million/worker in real estate and goods
rental and leasing, with larger differences in average
labor productivity among industries compared to the
manufacturing industries. An examination of averages in
the non-manufacturing industries by industrial division
reveals that a roughly four to five-fold difference in
labor productivity exists among industries at the most,
and when comparing the finance and insurance industry,
which has the highest average labor productivity among
SMEs, and the eating and drinking service industry, which
has the lowest average labor productivity among large
enterprises, SMEs in the finance and insurance industry
have a roughly 3.7 times higher labor productivity than
large enterprises in the eating and drinking service
industry.

Fig. 1-3-5 Average labor productivity in the manufacturing industries
(by middle industry category, by enterprise size)
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Source: Recompiled from METI, 2014 Basic Survey of Japanese Business Structure and Activities.
Notes: 1. The classification of enterprise sizes is based on the definition provided in the Small and Medium-sized Enterprise
Basic Act. However, enterprises with less than 50 employees and a paid-up capital or investment fund of less than ¥30

million are not included in the above figure.

2. Labor productivity = value added (net operating profit + personnel costs + taxes and public impositions + rent of
movable property and real estate) / total number of workers.
3. The leather, leather products and fur manufacturing industries are not included in the above, as sufficient sample data

of large enterprises could not be obtained.
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Fig. 1-3-6 Average labor productivity in the non-manufacturing industries

(by industry, by enterprise size)
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Recompiled from METI, 2014 Basic Survey of Japanese Business Structure and Activities.

The classification of enterprise sizes is based on the definition provided in the Small and Medium-sized Enterprise

Basic Act. However, enterprises with less than 50 employees and a paid-up capital or investment fund of less than ¥30

million are not included in the above figure.

2. Labor productivity = value added (net operating profit + personnel costs + taxes and public impositions + rent of
movable property and real estate) / total number of workers.
3. The mining and agricultural, forestry and fisheries industries are not included in the above, as sufficient sample data

of large enterprises could not be obtained.

Manufacturing and non-manufacturing industries are
frequently compared against each other, but the non-
manufacturing industries include a diverse range of
industries of completely differing business categories,
and this impacts the labor productivity of manufacturing
and non-manufacturing industries as a whole. Such
differences in business type and category are thought
to have a greater impact on labor productivity than
differences in enterprise size. Additionally, even within
the same industry, labor productivity differs according
to enterprise, and it should be noted that this distribution
situation lies in the background of Figs. 1-3-5 and 1-3-6.

In consideration of the above situation, it is thought

that the enterprise size-based approach!V is effective for
the manufacturing industries, as enterprises that make up
the category differ in size and situation regarding their
productivity'?, and that measures and corporate initiatives
should take enterprise size into consideration. On the
other hand, it is thought that for the non-manufacturing
industries, it is more important to take into account the
differing situations of each industry and take measures
through a detailed classification of industries, rather than
initiatives that are based on enterprise size.

Based on this awareness, next we shall examine the
distribution of labor productivity in the non-manufacturing
industries by industrial division.

11) In regard to this point, Fukao et al. (2014) notes that when analyzing the factors involved in the differences in labor productivity in Japan
according to enterprise size, 65% can be explained by differences in capital equipment ratio, 25% by differences in total factor productivity
(TFP), and 10% by differences in the quality of labor. He says that the disparity in capital equipment ratio according to enterprise size has
declined since 1990, possibly owing to the fact that the cost of capital has dropped as a result of a continuation of the ultra-low interest
rate policy and the governmental provision of credit guarantees to SMEs, and reduced the disparity in the cost of capital between large

enterprises and SMEs.

12) In this regard, the 2014 White Paper on Small and Medium Enterprises in Japan points out that SMMs are less able to pass through costs
compared to large manufacturers, and that this is a contributing factor in the differences in the rate of increase of nominal value added
per worker in SMMs and large manufacturers (see Fig. 1-1-48 in the 2014 White Paper on Small and Medium Enterprises in Japan). It
is thought that the difference in the ability to pass through costs between SMMs and large manufacturers leads to a difference in labor
productivity (value added per worker) between the two groups of enterprises.
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l Distribution of labor productivity by industry
To accurately assess the present state of labor
productivity in SME non-manufacturing industries, we
shall next examine the distribution of labor productivity in
SME non-manufacturing industries by industrial division.
Fig. 1-3-7 is a decomposition of the cumulative
distribution shown in Fig. 1-3-4 according to industry'?.
It shows that the graphs for the eating and drinking
services, retail trade, living-related and personal services
and amusement services industries are distributed more
to the left than the average for all non-manufacturing
industries, and that most enterprises are distributed at low
levels. For example, approximately 90% of enterprises
are distributed below the ¥5 million/worker level in the
eating and drinking services industry, and below the ¥7.5
million/worker level in the living-related and personal
services and amusement services industries. On the other

hand, the graphs for the wholesale trade and scientific
research, professional and technical services industries
project more largely to the right than the average, and
show most enterprises distributed at high levels. For
example, only a little over 10% of all enterprises in the
scientific research, professional and technical services,
real estate and goods rental and leasing, and information
and communications industries are distributed below the
¥5 million/worker level. A comparison of SMEs also
show differences in distribution per industry, and suggests
that the characteristic differences between industries
have an influence on the labor productivity of individual
companies. Any attempt to increase productivity through
policies and corporate initiatives requires an accurate
assessment of each industry and detailed responses that
capture the characteristics of each industry.

Fig. 1-3-7 Cumulative distribution of labor productivity (SMEs, by industry)

(%) B{;ﬂillion/worker | W.s million/worker |
100
90
80
70
Retail trade
60
—— Wholesale trade
50 . -
fffffff Information and communications
40 Real estate and goods rental and leasing
_ . Scientific research, professional
30 and technical services
DO Y S S A 0 A N Eating and drinking services
/’ Living-related and personal services
10 / and amusement services
/ Non-manufacturing industries as a whole
0 " IERER RN NN RN RN AR A RN RN AR RN A RN RN E AR IRE NN AR RN A RN RN AR AR IN AR NE RN RN RNENANNARSNRRRNRRNNNNNNT]

0 1 2 3 4 5 6 1 8 9

1 12 13 14 15 16 17 18 19
(¥million/worker)

Source: Recompiled from METI, 2074 Basic Survey of Japanese Business Structure and Activities.
Notes: 1. The above does not include companies with less than 50 employees or less than ¥30 million in paid-up capital or

investment fund.

2. Cumulative figures were obtained by calculating the distribution of labor productivities (value added per worker) for
each ¥100,000/worker and obtaining the centralized moving average (for five divisions).

13) Obtaining a certain number of samples from METI’s Basic Survey of Japanese Business Structure and Activities was a prerequisite to
creating the graph, so results were not able to be obtained for some industries. Here, a comparison is made of industries for which a certain
number of samples were able to be obtained, namely the retail trade, wholesale trade, information and communications, real estate and
goods rental and leasing, scientific research, professional and technical services, eating and drinking services, living-related and personal

services and amusement services, and manufacturing industries.
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2. Total factor productivity (TFP) of SMEs

The analysis of labor productivity in the previous
section took into account only the relationship between
value added and labor input'¥, but total factor productivity
(TFP) takes into account input factors besides labor. Below,
we shall analyze the present state of TFP among SMEs.

I Definition of TFP in this chapter

In this chapter, the growth rate of value added over
a certain period, excluding the amount of contribution
of capital input' and labor input, was calculated as
the growth rate of TFP based on the Cobb-Douglas
production function'®. TFP growth refers to changes in
value added growth that cannot be explained by capital
input or labor input. Therefore, it is said to express the
sum of the improvements in the quality of input factors,
technological progress, and the results of innovation'”.

I Comparison of TFP growth by industry
Using the concept of total factor productivity, let us
make comparisons by industry. Fig. 1-3-8 shows the

14) The labor force that is input to production activities.
15) Refers to the capital that is input to production activities.
16) For details, see Appended note 1-3-1.

value added growth rate of SMEs and comparisons of
the contributions of capital input, labor input and TFP
by industry and enterprise size. Fig. 1-3-9 shows a
comparison of TFP growth only.

In Fig. 1-3-8, when we compare the value added
growth rate of SMEs by industry, we see that in the living-
related and personal services and amusement services
industry, labor input and capital input both make a
negative contribution to the industry’s value added, which
is a low -2.8% as a whole. In the education, learning
support industry'®, as well, TFP makes a large negative
contribution, bringing down the value added growth
rate to the same low level of -2.8%. In the eating and
drinking services and accommodations industries, labor
input makes a negative contribution, putting the value
added growth rates of these industries also in the negative
territory. In contrast, the medical, health care and welfare
industry marked the highest value added growth rate of
30.2%, and an exceptionally high TFP growth rate of all
industries'.

17) It should be noted, however, that in this paper, economic booms, recessions, large accidents, abnormal weather, increase/decrease in demand,
etc. also affect the total factor productivity figure, as changes caused by economic and demand fluctuations are not eliminated. In regard to
this, Konishi (2013) has succeeded in breaking down the results regarding productivity in manufacturing industries obtained by production
function analysis into supply factors, demand factors and other factors by using METI’s Industrial Statistics and Dynamic Statistics of
Production, and identifying changes in productivity brought about by supply factors.

18) It should be noted that the range of the “education, learning support industry” in the Basic Survey of Japanese Business Structure and
Activities includes only industrial groups 8245 and 8249 listed in the Japan Standard Industrial Classification.

19) However, compared to other indicators such as labor productivity, the absolute level of value added growth rate in this industry remains low

(see Fig. 1-3-3).
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(SMEs, by industry)

Fig. 1-3-8 Contributions of capital, labor and TFP to value added growth rate
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3. About capital equipment ratio and capital productivity

Next, let us examine productivity in reference to
indicators that are deeply related to it.

Investing in machinery and equipment is an effective
means for SMEs to efficiently create new value added
and increase productivity. The extent of such investment
in machinery and equipment is expressed by ‘“capital
equipment ratio.” Capital equipment ratio is an indicator
obtained by dividing total capital by labor force. The
larger the value, the stronger the capital intensity ratio.
Contrarily, the lower the value, the stronger the labor
intensity ratio.

To increase productivity, it is also important that the
invested machinery and equipment are utilized efficiently.
“Capital productivity” quantitatively measures how
efficiently investments in machinery, facilities, land, etc.
have produced results, and can be improved by increasing
facility utilization frequency and operating rates, efforts
for efficiency improvement, and other such initiatives.

Here, let us review the definition of labor productivity.
It can be expressed as follows.

Labor productivity = value added / labor force
This can be expanded as follows.

Labor productivity = (capital stock / labor force) x
(value added / capital stock)

Capital stock divided by labor force is called “capital
equipment ratio,” and value added divided by capital

stock is called “capital productivity.” In other words,
labor productivity can also be explained in terms of capital
equipment ratio and capital productivity, as follows.

Labor productivity = capital equipment ratio x
capital productivity

Fig. 1-3-10 is a graph showing not only the average
capital equipment ratio in each industry in 2014, but also
the range of distribution at the first and third quartile
points. Similarly, Fig. 1-3-11 is a graph showing the range
of distribution of capital productivity in each industry
in 2014. Both graphs show that the information and
communications industry has the lowest capital intensity
ratio but the highest capital productivity, and the electricity,
gas, heat supply and water industry has the highest capital
equipment ratio but the lowest capital productivity. In
terms of average labor productivity, the information and
communications industry and the electricity, gas, heat
supply and water industry have high average levels,
at ¥8.61 million/worker and ¥12.99 million/worker,
respectively, indicating that even industries with the same
high labor productivity have their own way of increasing
productivity.

Meanwhile, the medical, health care and welfare
industry and eating and drinking services industry have
high capital productivity but low capital equipment ratio.
This shows that while owned capital is utilized efficiently,
strong labor intensity acts as a factor in pushing down
labor productivity.
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Fig. 1-3-10 Distribution of capital equipment ratio (SMEs, by industry)
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Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.
Notes: 1. Capital intensity shows the average capital to labor force ratio (logarithmic value) in each industry and a comparison
of the first and third quartile values.
2. The above does not include SMEs with less than 50 employees or less than ¥30 million in paid-up capital (or
investment fund).

Fig. 1-3-11 Distribution of capital productivity (SMEs, by industry)
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Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.
Notes: 1. Capital productivity = value added / capital stock (logarithmic).
2. The above does not include SMEs with less than 50 employees or less than ¥30 million in paid-up capital (or
investment fund).
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Section 3 Comparison of SME productivity by industry

Up to here, we have examined various indicators of

productivity in SMEs. In this section, we will sum up these
indicators in reference to the living-related and personal

services and amusement services industry and retail trade
industry, as representative of all service industries.

1. SME:s in the living-related and personal services and amusement services industry

The labor productivity level of SMEs in the living-
related and personal services and amusement services
industry was approximately ¥4.85 million/worker on
average, maintaining a low level largely below the average
of non-manufacturing industries as a whole (approx. ¥8.3
million/worker). The distribution was also contained
within a small range, projecting largely to the left of the
cumulative average of non-manufacturing industries as a
whole and indicating a low level (see Fig. 1-3-7). Value
added growth rate was stagnant at -3 points from 2010
to 2014, with labor input making a negative contribution.
TFP growth was in positive territory, but displayed a low
rate of growth (see Fig. 1-3-9). Capital equipment rate
was confirmed at a high level, but capital productivity was
extremely low (see Fig. 1-3-10, 1-3-11). In these ways,
labor productivity and total factor productivity of SMEs in
living-related and personal services industries hovered at

low levels, probably influenced by the earlier-mentioned
characteristics of products in service industries ((1)
simultaneousness, (2) inseparability, (3) disappearance)).

Here, let us compare the distribution of the labor
productivity of SMEs in living-related and personal
services and amusement services industries and the
average of large enterprises in the same industries (¥5.77
million/worker). Fig. 1-3-12 extracts from Fig. 1-3-7
the graph that shows the cumulative distribution of the
industry and adds a point that represents the average
labor productivity of large enterprises in the industry.
The distance from 100% to the ratio represented by this
point expresses the percentage of SMEs that surpass the
average of large enterprises. This shows that as much as
21.9% of SMEs are above the ¥5.77 million/worker level,
or the average of large enterprises®”.

20) See Appended note 1-3-2 for a breakdown of SMEs that have a higher productivity than large enterprises, in terms of industrial group.
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Fig. 1-3-12 Distribution of labor productivity in SME living-related and personal services
and amusement services industries
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Source: Recompiled from METI, 2074 Basic Survey of Japanese Business Structure and Activities.
Notes: 1. The above does not include companies with less than 50 employees or less than ¥30 million in paid-up capital or

investment fund.

2. Cumulative figures were obtained by calculating the distribution of labor productivities (value added per worker) for
each ¥100,000/worker and obtaining the centralized moving average (for five divisions).

Let us take a look at the characteristics of SMEs whose
productivity level is above the average of large enterprises
in the living-related and personal services and amusement
services industries. Fig. 1-3-13 examines SMEs whose
productivity level is above the average of large enterprises
and other SMEs in terms of the average of various
relevant indicators ((1) capital, (2) number of employees,
(3) corporate age, (4) net sales, (5) capital investment?",
(6) information processing and communications fee??,

(7) labor cost per employees, (8) capital equipment ratio,
and (9) capital productivity). It shows that among SMEs
with a labor productivity level above the average of large
enterprises display a higher information communications
fee, capital investment, and capital equipment ratio than
SMESs with a labor productivity level below the average
of large enterprises. They also display extremely high net
sales, suggestive of their active attitude toward capital
investments and IT expenditures.

21) Capital investment here is calculated by including the acquisition amount of tangible fixed assets for the term as capital investment.
22) Information processing and communications fee includes lease payments based on lease agreements and computer rental fees, and has been

added here as an indicator of the degree of IT promotion.
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Fig. 1-3-13 Characteristics of SMEs with high productivity in the living-related and
personal services and amusement services industries (average)
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(n=311)

100 93.5 250.8 40.7

4,356

153.8 11.3 3.2 28.6 792.9

Source:

The above findings indicate that SMEs in the living-
related and personal services and amusement services
industries have low productivity among all other
industries, but as a result of active capital investment

2. SME:s in the retail trade industry

Recompiled from METI, 2014 Basic Survey of Japanese Business Structure and Activities.

initiatives to increase capital equipment ratio and promote
IT?, more than 20% of SMEs have higher productivity
levels than large enterprises.

Next, when we look at the labor productivity of SMEs
in the retail trade industry, we see that the average is
approximately ¥5.68 million/worker, and slightly lower
than the manufacturing industries (see Fig. 1-3-3). The top
and bottom productivity levels are distributed over a broad
range, from ¥7.38 million/workers in the first quartile to
¥3.48 million/worker in the third quartile (see Fig. 1-3-3).
For this reason, it is thought that the characteristics
and initiatives of each company tend to be relatively
readily reflected on labor productivity. The distribution
of labor productivity hovers at levels lower than non-
manufacturing industries, but compared to the eating and
drinking services industry and living-related and personal
services and amusement services industries, the graph is
more shifted toward the right, and many enterprises are
distributed at high productivity levels (see Fig. 1-3-7).

TFP in the retail trade industry marked positive growth
between 2010 and 2014, but it did not measure up to other
industries such as the wholesale trade and manufacturing
industries, and labor input made a negative contribution
(see Fig. 1-3-8), likely as an impact of recent declines in
domestic demand and labor supply constraints.

Here, let us compare the distribution of the labor
productivity of SMEs in the retail trade industry with the
average of large enterprises, as we did with the living-
related and personal services and amusement services
industries. If we extract the retail trade industry from the
cumulative distribution graph in Fig. 1-3-7 and add the
average labor productivity of large enterprises (approx.
¥6.54 million/worker), we get Fig 1-3-14. The result
shows that as much as 34.5% of SMEs have a productivity
level that is higher than the average of large enterprises®®.

23) See Column 1-3-1 for an example of an enterprise in the living-related and personal services and amusement services industries that is

expanding its business by promoting IT.

24) See Appended note 1-3-3 for a breakdown of SMEs that have a higher productivity than large enterprises, in terms of industrial group.
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Fig. 1-3-14 Distribution of labor productivity in the SME retail trade industry
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Recompiled from METI, 2014 Basic Survey of Japanese Business Structure and Activities.
The above does not include companies with less than 50 employees or less than ¥30 million in paid-up capital or

2. Cumulative figures were obtained by calculating the distribution of labor productivities (value added per worker) for
each ¥100,000/worker and obtaining the centralized moving average (for five divisions).

A comparison of SMEs with productivity levels
above the average of large enterprises and other SMEs
(Fig. 1-3-15) reveals that their capital investment, in
particular, surpasses the average of other SMEs. They also
display similarly high information and communications
fees, capital equipment ratios, and high net sales, and their
labor cost per employee is more than double that of other

SMEs. At the same time, however, capital productivity
is higher in enterprises with low labor productivity than
those with high labor productivity. Thus, while high
capital equipment ratio and capital investment were
characteristic of SMEs with high labor productivity in the
retail trade industry, the influence of capital productivity
is not evident in the retail trade industry.
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Fig. 1-3-15 Characteristics of SMEs with high productivity in the retail trade industry
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Source: Recompiled from METI, 2074 Basic Survey of Japanese Business Structure and Activities.

The productivity of SMEs in the retail trade industry
cannot be said to be high compared to other industries,
but the retail trade industry has the highest ratio of SMEs
with labor productivity levels that surpass the average

3. Comparison with large enterprises

of large enterprises®. This high productivity suggests
that a virtuous cycle is in motion, whereby active capital
investment and IT promotion initiatives are made, and
labor cost per employee is increased.

With regard to other industries, Fig. 1-3-16 shows a
comparison of the cumulative distribution of the labor
productivity of SMEs by industry and the average labor
productivity of large enterprises also by industry. In all
industries, the productivity level of approximately 10% to
30% of SMEs surpasses the average of large enterprises
in the same industry, indicating their engagement in

25) See Fig. 1-3-16 for a comparison with other industries.

corporate activities that transcend any disparity in
productivity®® by enterprise size.

In a comparison of averages only, SMEs fall below
the level of large enterprises, but an examination of
distribution reveals that there is a certain group of SMEs
in all industries whose productivity is higher than that of
large enterprises.

26) For details on the disparity of real labor productivity by enterprise size, see Part I Chapter 3 Section 4 of the 2014 White Paper on Small and

Medium Enterprises.
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Fig. 1-3-16 Distribution of the SME labor productivity and comparisons with the average
labor productivity of large enterprises
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Source: Recompiled from METI, 2074 Basic Survey of Japanese Business Structure and Activities.
Notes: 1. The above graphs do not include companies with less than 50 employees or less than ¥30 million in paid-up capital or
investment fund.
2. Data has been leveled for industries for which few samples were obtained.
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Section4 Summary

In this chapter, we examined SME productivity by
industry through various indicators.

Asaresult, it was found that differences in the properties
of products and services handled and differences in
capital equipment ratio affect indicators of productivity.
We thus renewed our awareness that any discussion
about productivity must be based on such characteristic
differences of each industry.

Furthermore, when SMEs and large enterprises
were compared against each other, the average labor
productivity of SMEs was lower than that of large
enterprises in all industries, but the distribution of labor
productivity by industry revealed that a certain ratio (10
— 30%) of SMEs had an average labor productivity that
surpassed that of large enterprises in the same industry.
When the characteristics of such SMEs with high labor
productivity were analyzed, it was found that these SMEs
displayed higher levels of capital investment and capital
equipment ratio than SMEs in the same industry whose
productivity was lower than that of large enterprises. Even

in industries with lower capital equipment ratio compared
to other industries, such as the living-related and personal
services and amusement services industries, there existed
SMEs that make active capital investments and have high
labor productivity.

Discussions of productivity frequently focus on the
consolidation of large enterprises, but when considering
the presence of SMEs with a higher productivity than
large enterprises and the fact that SMEs account for
roughly 70% of total employment, focus should also be
placed on increasing the number of such SMEs, as we
have discussed in this chapter.

Even amid strong labor supply constraints, there
are many SMEs that maintain high profitability. It is
important to further build up this layer of SMEs with
“earning power” and thereby increase the value added of
Japan as a whole.

Based on this awareness, Part II will analyze the
activities of SMEs with “earning power,” in reference to
specific corporate initiatives.
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Case
1-3-1 Ohkushi Corporation (Hairdressing Salons)

A business that has been successful in boosting its rate of repeat business
and increasing its sales through the introduction of information technology

This chapter has focused on the productivity of SMEs, and conducted separate analyses by industry. The
results of these analyses indicated that the service industry, in particular eating and drinking services and
living-related and personal services, displayed a lower level of labor productivity than other industries (See
Figs. 1-3-3 and 7).

What can small and medium-sized service companies do in relation to this situation?

Ohkushi Corporation (employees: 111; capital: ¥40 million), based in Chiba City, Chiba Prefecture, a company
which operates 39 hairdressing salons (as of February 2016), has succeeded in realizing an 85% rate of repeat
business and in increasing its scale and its volume of sales on an annual basis, against the background of a
stagnation in sales at other businesses providing living-related and personal services resulting from Japan’s
population decline (see Fig. Case 1-3-1 (1)). The collection of data using IT is a key factor in this success.

Company President Tetsufumi Ohkushi took over his father’s business at the age of 29 in 1997. Making
use of the experience he had gained as a part-time worker in a convenience store during his student days,
in 1994 Mr. Ohkushi introduced a POS system to the salons. In the world of hairdressing, salon proprietors
tend to manage their businesses based on intuition, and at that time employee evaluation was also based
on intuition. However, the collection of detailed data via the POS system showed that some employees were
being incorrectly evaluated.

The POS system not only collected data on sales for each member of staff, but also compiled a variety of
other data, including the age, sex, and style of cut of each customer. In addition to basic data such as the
rate of repeat business for the salon as a whole and the rate of repeat business for each member of staff,
the system has made it possible to obtain a range of data, for example, the increase in the rate of repeat
business in relation to which specific type of cut was provided to which specific customer by which specific
member of staff. This data is reflected in the evaluation and training of employees. Employees receive an
objective assessment based on the collected data once a month, when they receive their pay statement,
which assists in improving their skills.

At the same time, Mr. Ohkushi takes care to ensure that these numbers do not hang over his employees’
heads. By sharing the company philosophy with all employees and engaging in detailed employee education,
he is creating a company in which data is not a means of finding fault, but is rather a resource that can be
used effectively by everyone. In addition, the minutes of management meetings are made available to all
employees, the company offers a full range of social insurance (health insurance, pension, etc.), which is rare
in the world of hairdressing, and workplaces are airy and pleasant to work in. As a result, the company’s
employee retention rate is very high, standing at 96.38% in 2014. In industries offering personal services
such as the hairdressing industry, the level of service offered by each individual employee is directly related
to sales, but training programs and other forms of employee education take time and money. Ohkushi
Corporation’s high employee retention rate can be seen as a factor making it possible for the company
to invest time and money in employee training and
increase its sales.

By combining information technology and
investment in human resources, Ohkushi Corporation
has succeeded in realizing a high rate of growth in
its sales. Even in the face-to-face world of the service
industry, the introduction of IT and the use of collected
data to establish objective targets and set evaluative
indicators makes it possible to comprehensively
reduce costs other than personnel expenses and at the
same time to gain a clear understanding of the issues
of every employee and every store, and ultimately
to realize focused employee education and ongoing
improvements.

Ohkushi Corporation provides an excellent
example of the realization of increased sales through
the introduction of IT in a company offering face-to-
face services.

; ‘;
] :'
= |

An Ohkushi Corporation hairdressing salon
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Chapter 3 Analyzing SME productivity

Fig. Case 1-3-1 (1) Trends in sales volume and rate of increase in sales volume (year-on-year)
(million yen) /3 Ohkushi Corporation sales volume (left axis) (%)
—o— Average rate of increase in sales volume for companies providing living-related and personal services (right axis)
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Annually.
Note: Sales volume data for Ohkushi Corporation provided by Ohkushi Corporation.
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Column 1-3-1 Employee retention rate

Here, let us analyze employee retention rate as an indicator that is deeply related to productivity.
In the previous case example, we saw that in industries where the skill of each employee isimportant,
the higher the retention rate of employees in a company, the higher the productivity. Granted, it
could be said that retention rate tends to be high in enterprises with high productivity because they
are able to pay high wages, but responses to a questionnaire survey revealed the result shown in
Fig. Column 1-3-1 (1).

Fig. Column 1-3-1 (1) shows a comparison of labor productivity levels by employee retention
rate?” using the results of a questionnaire conducted on SMEs in Japan? and Teikoku Databank,
Ltd.’s database of enterprises. When average labor productivity by industry is given a value of 100,
enterprises that said they have an employee retention rate of over 90% had the highest labor
productivity level in the manufacturing, non-manufacturing and service?® industries alike. In the
non-manufacturing industries, the labor productivity of enterprises that said they have an employee
retention rate of less than 30% was approximately 20% lower than the industrial average.

Fig. Column 1-3-1 (1) Productivity levels by the five-year retention rate of new employees
(by industry, SMEs)

Manufacturing industries Non-manufacturing industries Service industries
(Industry average _ Industi =
' 100) (n=1,063) (=n10Lgs)ryaverage (n=3,531) gr;do%s)try average (n=443)
140.0
140 r - 140 ¢ 128.2 140 |
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Sources: Recompiled from Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment
Activities (December 2015), commissioned by the SME Agency; Teikoku Databank, Ltd., Corporate Financial
Database (COSMOS1) and Corporate Profile Database (COSMOS?2).

Notes: 1. Service industries refer to industries that fall under large categories L to R of the Japan Standard Industrial

Classification (JSIC) (rev. 13).
2. Here, the definition of SMEs is pursuant to the Small and Medium-sized Enterprise Basic Act.
3. Labor productivity = value added (net operating profit + personnel costs + taxes and public impositions + rent
of movable property and real estate) / total number of employees.

On the other hand, when examining the five-year retention rate of new employees in the
manufacturing, non-manufacturing and service industries, the ratio of enterprises that said they
have a retention rate of “less than 30%" was the largest in the service industries and surpassed the
manufacturing and non-manufacturing industries. At the same time, the ratio of enterprises that
said they have a retention rate of “90% and above” was the lowest. (Fig. Column 1-3-1 (2)).

Improving employee retention rate is important to increasing productivity in the manufacturing,
non-manufacturing, and service industries alike, but employee retention rate was found to be
relatively low in the service industries. Thus, efforts to improve employee retention rate is sought
particularly in the service industries.

27) The figure represents the labor productivity of enterprises in 2015. As it shows a single-year comparison, nominal labor productivity levels
are calculated and compared without substantiation.

28) For details, see footnote 1 in Part II, Chapter 1.

29) Service industries are included within non-manufacturing industries.
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Fig. Column 1-3-1 (2) Five-year retention rate of new employees (by industry, SMEs)

@less than 30%  ©30% to less than 50% B50% to less than 70% ©70% to less than 90% ©90% and above

Manufacturing |
industries
(n=1,053)

1 50.0

Non-§
manufacturing
industries
(n=3,178)¥

1 51.0

Servicel
industries |
(n=471)}

16.8 1 42.7

0% 100%

Source: Recompiled from Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment
Activities (December 2015), commissioned by the SME Agency.
Notes: 1. Service industries refer to industries that fall under large categories L to R of the Japan Standard Industrial
Classification (JSIC) (rev. 13).
2. Here, the definition of SMEs is pursuant to the Small and Medium-sized Enterprise Basic Act.
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Column 1-3-2 International comparison of productivity

In this chapter, we compared the productivity of enterprises in Japan by industry and by enterprise size.
Now, let us see where the productivity level of Japanese enterprises lies in relation to other countries. Japan’s
productivity is said to be low compared to other countries, and ranked 22nd among 34 OECD member countries
in 2013 (Fig. Column 1-3-2 (1) left). However, with respect to the manufacturing industries, Japan ranked 10th
(Fig. Column 1-3-2 (1) right). This result thus highlights the need to increase productivity in the service industries.

Fig. Column 1-3-2 (1) Labor productivity of OECD member countries (2013)

Overall labor productivity

Nominal labor productivity in manufacturing industries
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Source: Japan Productivity Center, Productivity Trends in Japan 2014, 2015.
Notes: 1. Overall labor productivity is calculated as GDP / number of employees and converted to US dollars using
purchasing power parity (PPP).
2. Labor productivity in manufacturing industries has been converted using the moving average of exchange
rates two years before and after.
3. The necessary data for the above have been supplemented mainly by OECD statistical data and data from the
statistics bureau in each country.

International comparisons of productivity levels in the service industries have hardly been made, however,
because the cost level of services completely differ between the industrialized countries and developing
countries, and there have been no valid means for adjusting for the difference®”. Therefore, we next narrowed
our focus to major industrialized countries (U.K., France, and Germany) that are close in rank to Japan in Fig.
Column 1-3-2 (1), and compared the changes in labor productivity levels by industry and by enterprise size3".

In the same figure, a look at changes in labor productivity per hour in SMEs shows a general increasing trend
in all countries, indicating that initiatives are being taken by enterprises in each country to efficiently increase value
added. However, the labor productivity per hour in SMEs in Japan is lower than other countries, with the exception
of the eating and drinking services and accommodations industries. In fact, in the manufacturing, transport, and
information and communications industries, there was a difference of more than $US5 per hour using PPP conversion.

Similarly, a comparison of changes in the labor productivity of large enterprises shows an overall increasing
trend in labor productivity per hour in all countries, as with SMEs, with the exclusion of the wholesale and retail
trade industries in the U.K. Additionally, the labor productivity level per hour of large enterprises in Japan trends at
a higher level compared to other countries in all industries. Levels in the wholesale and retail trade industries and
the transport, information and communications industries, in particular, largely surpass the level of other countries,
such that enterprises in these industries are thought to be increasing labor productivity in Japan as a whole.

While an analysis of changes in productivity level by enterprise size reveals the above characteristics and
indicates that the productivity of large enterprises is maintaining a high level and driving productivity in Japan
as a whole, the productivity level of SMEs is lower than other countries with the exception of the eating and
drinking services and accommodations industries, and poses an issue for the future.

30) Purchasing power parity (PPP) is used for making international comparisons of productivity in countries as a whole, and is a national-
level (GDP) indicator. There are views that it is not appropriate for comparing productivity by industry, as there is the issue that even the
same products and services differ in their quality according to country (and that differences in quality between industrialized countries and
developing countries cannot be taken into consideration). For the manufacturing industries, international comparisons are made using the
moving average of exchange rates, based on the idea that costs readily tend to be adjusted to a certain extent by exchange rate fluctuations.
31) Labor productivity = value added / total number of employees. However, value added is calculated as gross value added, including
depreciation cost (because data presented by EUROSTAT is restricted to gross value added, which includes depreciation cost, the calculation
method before the previous section shall be revised). Furthermore, only four comparable industries from among the industrial categories
presented in EUROSTAT (manufacturing, wholesale and retail trade, eating and drinking services and accommodations, transport and

communications industries) have been analyzed.

=
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Chapter 3 Analyzing SME productivity

Fig. Column 1-3-2 (2) International comparison of labor productivity per working hour
(by enterprise size, by industry)
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Chapter 1

Factors that determine the earning power of SMEs

In Part [ we saw that, while the Japanese economy is showing signs of a gradual recovery
and SMEs are enjoying increasing earnings, efforts need to focus on investing in growth and
other areas because of issues that include stagnating sales, a lack of manpower, and increasingly
obsolete equipment. We also looked at how there are SMEs with the power to outearn large
companies, regardless of the industry.

Part II will look at the characteristics of efforts being made by SMEs with earning power
and identify issues SMEs will face going forward. This chapter will review the environment

surrounding SMEs and preview areas that will be analyzed in Chapter 2 and beyond.

Section 1

What are the issues that SMEs face in strengthening
their earning power? This section will first explore
recurring profit margin as an indicator of companies’
earning power and, through the elements of the formula
for its calculation, examine issues on the road to
strengthening earning power.

Fig. 2-1-1 shows the necessity of either expanding sales
or cutting costs if a company is to improve its recurring
profitmargin. Critical to expanding sales is cultivating new
demand and further enhancing added value for products
and services, while cutting costs requires reducing fixed
costs, pursuing economies of scale, improving terms of
trade, and boosting productivity?.

The environment for SMEs

The economic environment surrounding SMEs is
changing, a subject that will be covered in more detail
later. The most significant of these is the weakening of
the traditional transaction structure that has seen SMEs
mostly contracting for large enterprises, the contraction of
domestic demand due to a growing number of elderly and
a declining birthrate, and a lack of workers. SMEs will
need to confront these issues if they are going to strengthen
their earning power. On the basis of such understanding,
this section will examine social and economic structures
surrounding SMEs and consider issues that need to be
addressed to expand sales and reduce costs.

Sales | — | Costs (fixed costs, variable costs)

Fig. 2-1-1 Formula for calculating recurring profit margin
Earning power _ Ordinary profit
(recurring profit margin) Sales

B Transformation of the transaction structure
surrounding SMEs
Let us first examine the transaction structure
surrounding SMEs. Fig. 2-1-2 shows subcontractor
enterprises’ dependence on principal contractors in the
subcontracting relationship. Here we see that in 1991

Sales

roughly 80% of businesses had an over 30% dependency
on principal contractors. This percentage has dropped over
the years, sinking to around 60% in 2014. Meanwhile,
there has been a rise in the number of businesses with
dependencies between over 10% and 30% and those with
dependencies 10% or below.

1) For more details, see pgs. 38-40 of the 2015 White Paper on Small and Medium Enterprises in Japan.
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Fig. 2-1-2 Dependency on principal contractors with the highest transaction volumes
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Next, we examine dependency based on principal
contractor numbers. A look at Fig. 2-1-3 shows that,
as of 1995, around 70% of SMEs were doing regular
business with 5 or fewer principal contractors, and that
this percentage dropped to less than 60% in 2014. On the
other hand, some 10% of SMEs were doing business with
20 or more principal contractors in 1995, a proportion
that increased to around 17% in 2015. From these

10 176190189199199188193186183163175197

SME Agency, Survey on Improvement of Order System and Other Transaction Conditions.

results, we can see that subcontractor enterprises’ rates of
dependency on principal contractors are dropping and that
there is a decreasing dependency on principal contractors
with the highest transaction volume. As we can see, things
are changing with respect to the traditionally fixed nature
of business relations that have seen SMEs primarily
subcontracting for large enterprises.
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Fig. 2-1-3 Numbers of principal contractors with which subcontractor enterprises are

doing regular business
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Lastly, we examine the dependency on principal
contractors based on industry (Fig. 2-1-4). Based on
the comparison among the manufacturing, services, and
construction industries shown in Fig. 2-1-4, we can see
there is a high dependency on principal contractors with
the highest transaction volumes in the manufacturing

industry. In the services and construction industries,
however, more than 40% of SMEs have a dependency of
less than 30% on principle contractors with the highest
transaction volumes, which suggests these enterprises do
business with a greater variety of partners.
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Fig. 2-1-4 Dependency on principal contractors with the highest transaction volumes
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Source: SME Agency, Survey on Improvement of Order System and Other Transaction Conditions.

l Population decline, declining birth rates, and

population aging

Next, let us examine trends concerning population as
part of the environment surrounding SMEs. Fig. 2-1-5
shows population data (figures and estimates) for major
countries.

Here we see that population is projected to increase

in the U.S.A., UK., and France and to decrease in Japan
and Germany. The main factors behind the population
increases in the U.S.A., UK. and France are the
increasing numbers of immigrants and the relatively high
total fertility rate in these regions. In Germany and Japan,
low fertility rates are behind projections for population
decline.
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Fig. 2-1-5 Populations of major countries (figures and estimates)
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Source: United Nations, World Population Prospects, the 2015 Revision.
Notes: 1. Actual figures are given for 2015 and prior and projections (static estimates) are given for 2020 and beyond.
2. Static estimates: projections that assume the total fertility rate from 2010 to 2015 will continue at the same level

Fig. 2-1-6 shows proportions of elderly people (figures
and estimates) in major countries. According to the figure,
Japan had the lowest proportion of elderly people prior
to 1990 but now has the highest such proportion, with
this trend is expected to continue. This suggests Japan’s
population is graying. A comparison with other countries

shows that (see Fig. 2-1-5), in terms of populations
projected to see further aging, Germany is behind Japan,
which is projected to see further population decline.
U.S.A., UK., and France are projected to see less graying
relatively, which is projected to see further population
increase.
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Fig. 2-1-6 Proportions of elderly people (figures and estimates) in major countries
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Source: United Nations, World Population Prospects, the 2015 Revision.
Notes: 1. Actual figures are given for 2015 and prior and projections (static estimates) are given for 2020 and beyond.
2. Static estimates: projections that assume the total fertility rate from 2010 to 2015 will continue at the same level

Let us next look at total population and age distribution Furthermore, while the youth population and working-age
for Japan. As shown in Fig. 1-3-1 (cited earlier), Japan’s population are on the decline, the elderly population is
population continued to increase beginning in 1950, a increasing. These factors are contributing to an increasing
trend that reversed into a rapid decline starting in 2011. rate of overall population aging.
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Fig. 1-3-1
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Source: National Institute of Population and Social Security Research, Population Projections for Japan (January 2012 projections).
Notes: 1. Future population projections are based on medium fertility (medium mortality) estimates.

2. Working ages are defined as ages 15 to 64.

l Trends in overseas demand

The above comparisons of other countries’ population
trends and proportions of elderly to Japan’s has shown
that populations are on an upward trend in some major
countries but on a downward trend in Japan. We have also
seen that Japan has a high proportion of elderly people.
In addition, the data on Japan’s declining birth rate and
working-age population has shown the country to be
graying and having increasingly fewer children. A look
at changes in business relationships involving SMEs and
the kinds of changes seen above regarding population
distribution shows a need for SMEs to directly engage

with the market and stir up new demand. As one potential
solution to expanding sales, the following examines trends
concerning overseas demand in the interest of capturing
overseas demand.

Fig. 2-1-7 shows future population estimates for the
middle and wealthy classes based on region. From this we
can see that while the growth of the middle and wealthy
class populations have mostly leveled out, populations
of these classes are expected to increase in Asia like
Southwest Asia as well as China and ASEAN nations.
Capturing demand in these nations will be an important
element to SMEs strengthening their earning power.
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Fig. 2-1-7 Middle and wealthy class populations by region
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Notes: 1. Prepared based on Euromonitor International 2013; UN, World Population Prospects, the 2010 Revision.

2. Household population categorized by household disposable income. Calculated as household ratio for each income

group multiplied by population.

3. Household ratios for each income group for 2015 and 2020 are estimates provided by Euromonitor.

Fig. 2-1-8 shows historical real GDP categorized by
region. This indicates that Japan’s real GDP increased
from 1990s to 2000s but growth slowed between 2000s
and 2010. Moreover, real GDP is projected to drop overall
between 2010 and 2020. The Asian market presents a
different picture: although Asia accounted for only a
small portion of real GDP globally in the 1990s, it has

since grown and is on track to see significant growth until
2020. Similarly, a look at real GDP for the Central and
South American region shows growth to have accelerated
since 2000 and suggest strong growth until 2020. SMEs
will therefore need to capture demand in Asia and other
foreign markets.
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Fig. 2-1-8 Real GDP by region (U.S. dollar equivalent)
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Let us also take a look at Japan’s trade balance
(Fig. 2-1-9). Japan had a consistent trade surplus between
1996 and 2010, but began running a trade deficit in 2011.
While a major contributor to this was increased imports of
things such as fossil fuels in the aftermath of the Great East

Japan Earthquake, decreased competitiveness of Japanese
companies overseas also played a role. Companies need
to capture overseas demand, and key to this will be
demonstrating the competitiveness in overseas markets.
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Fig. 2-1-9 Japan’s trade balance over time
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Source: MOF, Balance of Payments Statistics.
Note: Statistics presented are based on the 6th edition of the IMF’s Balance of Payments Manual.

Let us now look at the importance of capturing overseas Japan Earthquake occurred, numbers have risen every
demand through tourism. Fig. 2-1-10 shows numbers of year since. Tourists from China and other Asian countries
overseas visitors to Japan. Here we see that, although have accounted for a relatively high proportion of all
there were drops in the number of overseas visitors to tourists since 2006, reaching 80% in 2014. This suggests
Japan in 2009, when the country’s economy was impacted an important goal will be capturing demand from those
by the Lehman crisis, and in 2011, when the Great East visiting Japan from China and other Asian countries.
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Fig. 2-1-10 Numbers of overseas visitors to Japan
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Source: Japan National Tourist Organization (JNTO), Trend of Overseas Visitors to Japan.
Note: “Overseas visitors to Japan” refers to the number overseas tourists entering Japan, as calculated by subtracting the

number of non-Japanese long-term residents who nominate Japan as their primary country of residence from the number
of non-Japanese visitors formally admitted to Japan according to figures compiled by the Ministry of Justice (MOJ) based
on nationality .To this figure is then added the number of non-Japanese visitors who temporarily disembark in Japan.
Students and residents and their families who enter or re-enter the country are also included as overseas visitors to Japan.

Lastly, Fig. 2-1-11 shows consumption by overseas
visitors to Japan. Although consumption by foreign
visitors did see a dip as a result of the Great East Japan
Earthquake in 2011, we can see that not only have visitor
numbers increased (Fig. 2-1-10), consumption has also
risen.

This paper has so far looked at trends concerning
overseas demand because of the importance of capturing

this demand in expanding sales in Japan, whose population
continues to drop as its economy contracts. Although
myriad investments and resources will be required to
capture overseas demand, the single most important
thing will be acquiring human resources at this time of
population decline. To explore this further, the following
pages will focus on human resources and present an
overview of human resource trends involving SMEs.
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Fig. 2-1-11 Consumption by overseas visitors to Japan
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Source: Japan Tourism Agency, Consumption Trend Survey for Foreigners Visiting Japan.

B Human resource trends involving SMEs

As Japan’s population declines, acquiring workers is
becoming a major challenge for SMEs. As shown in Fig.
1-2-20 (cited earlier), the feeling that human resources
are insufficient is becoming more intense among SMEs,

a trend that is especially conspicuous at companies in the
services and construction industries. The following pages
will take a closer look at the human resources situation in
connection with SMEs.
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Fig. 1-2-20 (Cited earlier)
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Source: SME Agency and SMRJ, Survey on SME Business Conditions.
Note: The Employee overcapacity/insufficiency Dl is calculated by subtracting the percentage (%) of enterprises that said that
have an “insufficiency” of employees from the percentage (%) of enterprises that said they have an “overcapacity” of

employees.

Fig. 2-1-12 shows numbers of job offers to applicants
categorized by number of employees. While companies
with 100 or more employees have seen little fluctuation,
those with between 30 and 99 employees have seen
increases in job offers to applicants. Particularly notable

is the increase in job offers to applicants at micro
enterprises with 29 or fewer employees. We saw in Fig.
2-1-12 how feelings that there are not enough employees
is intensifying at SMEs. This feeling is strongest at micro
enterprises.
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Fig. 2-1-12 Job offers to applicants by number of employees
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Source: MHLW, Employment Referrals for General Workers.

Next we examine working-age population as a
factor behind medium- and long-term human resource
insufficiency. Looking at trends concerning working-age
population in Fig. 2-1-13, we see that until the mid-1990s
the working-age population continued to rise, trending
downward thereafter. Breaking down the working-age

population by age group shows that the 55-64 group
has consistently risen while the 15-34 group has seen a
pronounced drop. Previous pages have provided evidence
of Japan’s graying population, and we can now see that a
decline in the working-age population is occurring at the
same time.
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Fig. 2-1-13 Long-term trends concerning the working-age population
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Sources: MIC, Population Census, Population Estimates.
Notes: 1. People of indeterminate age are proportionally distributed among each age category.
2. Figures of 2015 are final figures based on preliminary population figures.
The following pages will take an in-depth look at the This suggests that SMEs—and micro businesses in
aging workforces of SMEs. Fig. 2-1-14 shows employee particular—are serving as sources of employment for
age distribution categorized by the number of employees. the elderly and that employee restructuring at these

We can see here that the proportion of employees 55 or enterprises is not being done.
older increases as the number of employees decreases.
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Fig. 2-1-14 Employee age distribution by number of employees
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Note: Excludes persons employed at public offices or other legal entities.
Lastly, we look at age distribution among the working been on the rise. The figure also shows how the working
population (Fig. 2-1-15). Here we see that, since the population is aging.

1980s, the proportion of workers aged 55 or over has
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Fig. 2-1-15 Age distribution among the working population
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We have so far looked at the increasingly serious state
of Japan’s labor force insufficiencies as a medium- to long-
term aspect of the country’s economic development. One
method for strengthening earning power amid the supply
restrictions being imposed by this workforce insufficiency
is the use of information technologies. IT skills are rapidly
progressing and have become an indispensable corporate
resource, and how a company uses IT can potentially
have a dramatic effect on that companies earning power.
Accordingly, the following pages present an overview of
progress concerning IT.

l Information technology progress

Fig. 2-1-16 shows Internet penetration rates by
company size. We can see that nearly all large enterprises
and a large majority of SMEs use the Internet. Household
Internet penetration is also growing annually, from around
50% at the beginning of the 2000s to over 80% in 2014.
From this, it is clear that Internet penetration is seeing
solid growth.
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Fig. 2-1-16 Internet penetration rates
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Source: MIC, Communications Usage Trend Survey.
Note: Large enterprises here refer to enterprises with a capital of ¥100 million or more, and SMEs refer to enterprises with a

capital of less than ¥100 million.

Fig. 2-1-17 shows that the electronic commerce market
is expanding in step with increasing Internet penetration.
We can also see here that the e-commerce market for

business-to-business transactions and the EC (electronic
commerce) ratio is increasing annually.
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Fig. 2-1-17 BtoB E-commerce market size and EC ratio
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Source: METI, 20714 Survey of Basic Infrastructure for the Digitization and Creation of Services in the Japanese Economy
(E-commerce Market Survey).
Notes: 1. The EC ratio refers to the proportion of electronic commerce to total transaction amount.
2. Electronic commerce refers to business transactions (buying and selling) conducted through the use of computer
network systems and whose contract amounts are traceable.

Fig. 2-1-18 examines the size of the e-commerce market as with the BtoB e-commerce market, the e-commerce
for individual consumers. From this we can see that, market for individuals is seeing annual growth.
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Fig. 2-1-18 Size of E-commerce market for individual consumers
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The EC ratio refers to the proportion of electronic commerce to total transaction amount.

2. EC market size and EC ratio figures are for the retail trade and service industries.

Fig. 2-1-19 shows smartphone and tablet device
usage by company size for the last three years. For
large enterprises, while over 60% were using neither
smartphones nor tablets in 2012, some 70% were using
either one or both in 2014. This indicates the steady
growing usage of smartphone and tablet devices in
corporate activities. SMEs had a lower rate of smartphone
and tablet device usage than large enterprises, with just

under 70% saying they used neither in 2014. Smartphones
and tablets are superior to traditional mobile phones in
a number of ways, including the ease with which users
can view e-mail and documents and their ability to
access internal systems from off-site. Making effective
use of smartphones and tablets is one means to improve
productivity.
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Fig. 2-1-19 Smartphone and tablet device usage by company size
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Cloud services are one way of using IT to improve shows companies’ usage of cloud services. From this we
productivity. Cloud services allow companies to store can see that companies’ usage of cloud services is rising
data without deploying servers or other equipment and year after year and that the proportion of companies
improve operational efficiency by making data accessible saying they use cloud services company-wide is on the

from off-site. For these reasons, cloud services have seen rise.
a rapid increase in adoption in recent years. Fig. 2-1-20
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Fig. 2-1-20 Companies’ usage of cloud services
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Fig. 2-1-21 shows the extent to which different telework allows employees to work more flexibly. This
categories of companies are embracing telework?. It can allow companies to make up for a lack of human
indicates that around 20% of large enterprises and less resources. Teleworking employees are also able to work
than 10% of SMEs allow telework. In addition to enabling from anywhere, potentially allowing companies to reduce

more efficient operations and improving productivity, fixed costs such as office building costs.

2) Teleworking refers to a flexible work arrangement that makes use of ICT free workers from specific places and times of work. The
neologism comes from “tel”, meaning a remote place, and “work”. According to the Japan Telework Association, there are three types of
work arrangements based on where the person works: (1) home-based telework, (2) mobile-based telework, and (3) facility-based telework.
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Fig. 2-1-21 Telework adoption by company size
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Note: Large enterprises here refer to enterprises with a capital of ¥100 million or more, and SMEs refer to enterprises with a

capital of less than ¥100 million.

l The importance of risk management

The discussion so far has focused on supply restrictions
and provided an overview of the environment involving
SMEs. We have seen how the domestic market in Japan
is contracting due to population decline and how the
problem of Japan’s aging and shrinking workforce is
worsening, as well as how companies are responding
by capturing more overseas demand and leveraging
information and communications technologies. Against
this backdrop, it will be essential that companies looking
to improve their earning power capture overseas demand
and make investments aimed at utilizing information and
communications technologies.

There are, however, a number of risks that will need to
be considered by companies engaging in such investment.
This includes the need to perceive as risks business
practices, legal systems, and other matters not previously
perceived as such in Japan when endeavoring to capture
overseas demand and establish subsidiaries overseas.
When deploying new IT systems, companies will also
need to conduct advance planning for measures to address

system problems and cyber attacks. There are many
more risks in addition to these, including risks arising
from business activities such as accidents caused by
defective products, risks associated with natural disasters
such as typhoons, floods, and earthquakes, and risks that
involve compliance violations. To address risks that grow
increasingly variegated and complex, companies need to
practice proper risk management.

For an example of this, let us look at Fig. 2-1-22 and
the cumulative cost of damage done by natural disasters
from 1985 to 2015. The graph shows that the cumulative
damage cost is highest in the U.S., followed by Asia.
Japan ranks after the Asian region due to its high level of
damage caused by natural disasters. Fig. 2-1-22 provides
a reminder of the importance of Japan having strategies to
address natural disasters. There are many salient examples
from recent years, including unexpected disasters such
as major floods like the levee destruction that occurred
on the Kinugawa River in 2015. Preparing for risks as a
matter of normal practice is critical to ensuring continued
corporate activity during disasters.
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Fig. 2-1-22 Global proportions of damage costs and natural disaster damage costs
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Source: Prepared by the SME Agency based on CRED/OFDA International Disaster Database (EM-DAT) of the Université

Catholique de Louvain.

Notes: 1. Figures represent total cost of damage done by natural disasters between 1985 and 2015.
2. At least one of the following criteria must be fulfilled to be considered an EM-DAT disaster: 1. Ten (10) or more people
reported killed, 2. Hundred (100) or more people reported affected, 3. Declaration of a state of emergency, and 4. Call

for international assistance.

Fig. 2-1-23 shows the margins between insurance
losses and total economic losses between 1970 and 2014.»
Getting insurance coverage is one important part of good
risk management. We can see from Fig. 2-1-23 that, while
total economic losses are growing rapidly, insurance
losses are seeing only mild growth, indicating that non-

insurance losses are on the rise. In years with significant
total economic losses, it is often the case that disasters
that occurred in Japan played a role. These facts suggest
that it is important to consider measures for dealing with
natural disasters.

3) Total loss here refers to all financial damages directly attributable to major accidents and includes damage done to buildings, infrastructure,
and modes of transport. This also includes damages attributable to cessation of business as a direct result of property damage. Total loss here
does not include indirect financial damage such as earnings decreases suffered by suppliers due to an inability to conduct business. Insurance
loss refers to the total amount paid as insurance proceeds, whether as part of a private or a government program, and represents the total
amount prior to reinsurance claim recovery. However, it does not include insurance loss arising from damage liability or life insurance
proceeds. Lastly, non-insurance loss is calculated as total economic loss minus insurance loss.
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Fig. 2-1-23 Insurance loss, non-insurance loss, and total economic loss
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Source: Prepared by the SME Agency based on Swiss Re, Swiss Re Sigma No. 2, 2015.
Note: Average amounts of insurance loss and average amounts of total economic loss are calculated based on 10 years moving
averages.

Let us examine SMEs’ awareness of and preparedness
towards risks such as natural disasters and information
security risks. Fig. 2-1-24 and Fig. 2-1-25 present four
categories of SMEs based on ordinary profit rate and
equity ratio levels* and examines these companies’
awareness of and preparedness towards different risks.

Fig. 2-1-24 shows that companies tend to be aware of
consequences when risks present themselves, while Fig.
2-1-25 suggests that few companies are taking measures

to address these risks. Of particular note is that, despite
companies having a high awareness of natural disasters
as one category of risk (Fig. 2-1-24), they are doing
little to prepare for them. This chapter has discussed the
importance of leveraging IT, and it is now clear that there
is still much work to be done not only in taking measures
to improve information security but also in improving
awareness of such risks. Thus, risk preparation stands as a
major issue SMEs need to address.

4) See Part II Chapter 6 for more information about SME categories based on ordinary profit rate and equity ratio.
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Fig. 2-1-24 Attitude towards risk preparation, by company category
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities
(December 2015), commissioned by the SME Agency.
Notes: 1. “Impact are expected” represents the sum of “Has a large impact” and “Has an impact” responses.
2. “No impact are expected” represents the sum of “Has a slight impact” and “Has almost no impact” responses.
3. “Other” responses are not presented here.
4. Enterprise categories conform to those in Fig. 2-6-5.
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Fig. 2-1-25 Measures against risks, by company category
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Notes: 1. “Other” responses are not presented here.
2. Enterprise categories conform to those in Fig. 2-6-5.
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This chapter has discussed the necessity of capturing
overseas demand if demand for products and services is
to be expanded, as well as the importance of increasing
productivity through the use of information and
communication technologies. The present state of these
efforts and related issues are discussed in more detail in
Part IT Chapter 2 and Chapter 3. These initiatives will
have a major impact on expanding sales and will be

important efforts to improving SMEs’ earning power.
However, as discussed above, proper risk management
will also be essential as enterprises engage in business
activities. This risk management is discussed in Part II
Chapter 4, where we present an overview of the present
state of risk management at SMEs as well as related
issues, and examine the importance of risk management
going forward.
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Chapter 2

IT utilization among SMEs

Section 1

As we saw in Part I and Part 11, Chapter 1, SMEs in
Japan are facing worker shortages as a result of structural
factors, namely a decreasing overall population and
working-age population arising from declining birth rates
and a growing number of elderly. As structural problems
are difficult to resolve in the short term, economizing
on manpower and promoting rationalization on the
assumption that labor shortages will continue would seem
the best course of action.

Part II Chapter 1 examined the gradually changing
nature of the relationship between the principal contractor
and subcontractor and how, as relationships with principal
contractors weaken, subcontractors are finding it necessary
to promote themselves and find their own customers. Yet,
with nationwide labor shortages, it has never been more
difficult to find people to spare for sales efforts. It is also

Necessity of IT investment for improving productivity

not easy — even with active sales staff — to generate new
demand and find new customers.

IT has made rapid advances and achieved widespread
penetration in recent years. As we saw in Part II, Chapter
1, it will be important to make use of these technologies
in order to overcome challenges such as labor shortages
and changing trading dynamics and to expand sales while
cutting costs and allowing SMEs to increase their earning
power. Subsequent sections therefore analyze the specific
effects of IT deployment as well as the state of and
challenges surrounding IT deployment at SMEs based
on the Questionnaire on Small and Medium Enterprises’
Growth and Investment ActivitiesV in order to examine
the kind of IT investment that will enable SMEs to grow
going forward.

Section 2 Extent and effects of IT utilization at SMEs

This section will look at the current situation involving
Japanese SMEs making IT investments and the potential

effects to enterprises that such investment can bring.

1. Effects of IT investment and the impact on enterprises

l Relationship between business performance and
IT
Fig. 2-2-1 breaks down enterprises by industry and
compares average annual sales and recurring profit

margin for the last three years at enterprises that did and
did not invest in IT. From this we can see that both sales
and recurring profit margin are higher at enterprises that
invested in IT than at enterprises that did not.

1) Survey of 30,000 SMEs conducted by Teikoku Databank, Ltd. in December 2015, commissioned by the SME Agency. The response rate

was 15.3%.
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Fig. 2-2-1
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(2) Recurring profit margin of enterprises that have/have not made an IT investment
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Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December,

Figures were categorized based on whether or not enterprises invested in IT.

2. Figures shown are averages of sales and recurring profit margin for the three years from 2012 to 2014.

l Recurring profit margin resulting from IT

investment

As it is now clear, enterprises investing in IT tend
to have better performance with respect to sales and
recurring profit margin than enterprises not investing in
IT. However, these results merely indicate a correlation;
this graph cannot tell us if sales and recurring profit margin
improved due to IT investment or if enterprises with
good sales and recurring profit ratios are investing in IT.
Consequently, referencing data compiled by the Ministry
of Economy, Trade and Industry in their Basic Survey
of Japanese Business Structure and Activities and focus
on recurring profit margin, let us look at recurring profit
margin changes before and after IT investment (Fig. 2-2-2).

The graph looks at SMEs that from fiscal 2007 through
2013 responded every year regarding their IT investment.
It compares the recurring profit margins of enterprises that
did not invest in IT from fiscal 2007 through 2009, began
investing in fiscal 2010, and continued to invest through
fiscal 2013 (“IT investment enterprises”) with those that
made no IT investment between fiscal 2007 and 2013
(“non-IT investment enterprises”). Here, IT investment
enterprises had lower recurring profit margins than non-IT
investment enterprises in fiscal 2007, before investment
was started. For fiscal 2010 and beyond, however, whereas
recurring profit margin at non-IT investment enterprises
increased only slightly between fiscal 2007 and 2013, IT
investment enterprises achieved major gains in recurring
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profit margin compared to fiscal 2007, before they began
investing. Thus it would seem that one factor behind IT
investment enterprises’ ability to improve recurring profit
margin was their beginning IT investment in fiscal 2010,

which allowed them to make operations more efficient
and expand sales while improving their profit ratio, the
result of which was improved recurring profit margins.

Fig. 2-2-2 Recurring profit margin among IT investment enterprises and non-IT

investment enterprises

—— Enterprises that have made an IT investment in FY2010 and have continued the investment until FY2013

(IT investment enterprises)

(%) Enterprises that have made no IT investment from FY2007 to FY2013
(non-IT investment enterprises)
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Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.
Notes: 1. Recurring profit margin = ordinary profit / sales.

2. Based on data from SMEs responding to surveys every year from fiscal 2007 to 2013.

B Effects of utilizing one’s own website and social

media services

The following discussion will look at the effects of
deploying specific types of IT. First let us examine the
potential effects of “developing and utilizing one’s own
company website” and “utilizing social media services”.
Social media services refer to relatively new information
services whereby a multitude of people and organizations
can do such things as talk and exchange video and text
over a computer network, some of the best known of which
are Facebook and Twitter. Recent years have begun to see
companies using these services to promote themselves as

they would with a company website. Fig. 2-2-3 shows
the potential effects of using a company website and
social media services. We can see here that the most cited
effect of developing and utilizing one’s own company
website is “Strengthening of marketing and sales power”,
followed by “Sales expansion” and “Increase in customer
satisfaction, cultivation of new customers and markets”.
As for the effects of using social media services, the
top response was “Greater utilization of in-house
information”, followed by “Strengthening of marketing
and sales power” and “Increase in customer satisfaction,
cultivation of new customers and markets”. Enterprises
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also said social media services effected them more
than their own website in the areas of “Rationalization
of business processes, expediting of decision-making
processes”, “Cost reduction” and “Increase in profit rate
and productivity”. This tells us that using social media
services can bring the same effects brought by company

websites, namely “Strengthening of marketing and sales
power”, “Increase in customer satisfaction, cultivation of
new customers and markets”, and “Sales expansion”, and
that enterprises may benefit from more active information
utilization in-house, process rationalization, and cost
reduction, while potentially improving profitability.

Fig. 2-2-3 Effects of using company websites and social media services

@ Development/utilization of an own company website

(%) (n=2,066)
60 ="
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40
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20

O Utilization of social media service
(n=338)

Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Note: Total does not always equal 100% as multiple responses were possible.

l Effects of electronic commerce

Now let us take a look at the effects of conducting
e-commerce. In Part II, Chapter 1 we learned that both
e-commerce market size and utilization frequency in Japan
is growing for the advancement of computerization, both
for BtoB? (business to business) and BtoC® (business
to customer) transactions. Amid this time of change in
the external environment, what sort of effects are SMEs
seeing in conducting e-commerce? Fig. 2-2-4 examines
the effects of EDI® and other BtoB services as well as

e-commerce® and other BtoC services. The top response
for BtoB services was “Cost reduction”, followed by
“Rationalization of business processes, expediting
of decision-making processes” and ‘“Promotion of
cooperation among enterprises”. The top responses for
BtoC, meanwhile, were “Sales expansion”, followed
by “Strengthening of marketing and sales power” and
“Increase in customer satisfaction, cultivation of new
customers and markets”. From this we can infer that,
for BtoB services, businesses’ usage of e-mail and the

2) “BtoB” here refers to the buying and selling of products and services between enterprises.
3) “BtoC” here refers to the buying and selling of products and services between an enterprise and a general consumer.
4) “EDI” here refers to a method of standardizing commerce-related data and exchanging it electronically between enterprises, and is used for

making and taking orders, issuing quotations, and making payments.

5) “E-commerce” here refers to the buying, selling, and distribution of goods and services through electronic data transmission over a computer

network.
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Internet to buy and sell things between themselves and
their leveraging of EDI data transactions to make and
receive orders is enabling them to cut down on the
time and costs involved in creating conventional paper
forms while strengthening cooperative relationships

Fig. 2-2-4 Effects of e-commerce

@ EDI and other BtoB services

(%) (n=638)
5o

40.4
40 | T

35
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25 24.0

19.9
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with business partners through quicker transactions. For
BtoC services, new sales channels are being formed as
enterprises sell their products over the Internet; this is
effectively expanding sales as they gain new customers
and boost sales volume.

o0 E-commerce and other BtoC services
(n=267)

Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Notes: 1. Based on data from companies conducting e-commerce.
2. Total does not always equal 100% as multiple responses were possible.

l Relationship between IT investment and number
of workers

Atatime when Japan’s overall population and working-
age population are declining due to higher numbers of
elderly and lower birth rates, SMEs need to improve
profitability by improving operational effectiveness,
cutting costs, and economizing on manpower through IT
investment if they are to strengthen their earning power
with the limited workforces available to them. The goal
of most IT investment seems to be rationalization or
laborsaving, but what is the relationship between IT
utilization and the number of workers at SMEs?

Fig. 2-2-5 looks at how worker numbers changed as a
result of IT investment, based on the type of investment.
We can sce that worker numbers decreased at 13.3%,
10.1%, and 8.0% of companies that, respectively,

deployed “Enterprise systems for operational efficiency”,
“Hardware/software for task automation and assistance”
and “Business support systems for higher added
value”. This suggests that, as it was done primarily for
rationalization and laborsaving, this IT investment allowed
these enterprises to review their business processes and
ultimately reduce worker numbers. However, it was only
for these types of IT investment that a high percentage
of enterprises said their numbers of workers decreased.
80% to 90% of enterprises said there was no change in
their numbers of workers, regardless of the type of IT
investment. We can also see that, for almost all types of IT
investment, the proportion of enterprises that said worker
numbers increased was higher than that which said
worker numbers decreased. Among companies who said
their worker numbers increased, “Usage of e-commerce
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(for BtoC)” (14.8%), “Development/utilization of an
own company website” (13.4%), “Hardware/software for
task automation and assistance” (10.7%), and “Business
support systems for higher added value” (9.9%) were
cited more often than other types of IT investment.
This would suggest that enterprises are engaging in
IT investment apt to bring greater added value to the
enterprise in the form of strengthened marketing and sales
capabilities, expanded sales, and the cultivation of new
customers and markets. This is leading to greater sales
by developing new business partners, and enterprises are

hiring new workers to handle these operations. We noted
earlier that worker numbers decreased in association with
certain types of IT investment. Some companies have
deployed both IT for improving added value and IT for
making operations more efficient. It is possible that these
companies are improving business performance without a
change in worker numbers companywide by using IT in
back office operations to save on labor and by assigning
surplus staff to areas of business—namely sales and
marketing—that are seeing IT investment for the sake of
improving added value.

Fig. 2-2-5 Changes in worker numbers based on types of IT investment
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Note: Based on companies engaged in each type of IT investment.
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Column 2-2-1 E-commerce and EDI Initiatives

EDI is a method of standardizing commerce-related data and exchanging it electronically
between enterprises, and is used for making and taking orders, issuing quotations, and making
payments. This column looks at EDI and presents an overview of EDI initiatives at SMEs and the
effects of these initiatives.

| EDI utilization

Let us first take a broad look at the extent to which SMEs are using e-commerce. Fig. Column
2-2-1 (1) shows the back office situation concerning accounting and taxation business at
SMEs in 2012 based on the 2012 Survey of Conditions in Accounting at SMEs conducted by
Teikoku Databank, Ltd. and commissioned by the SME Agency. Here we can see that 26.5% of
all SMEs surveyed outsource even bookkeeping to accounting professionals, suggesting that
these enterprises find it difficult to keep track of business conditions by themselves. In recent
years, enterprises able to effectively utilize IT can easily keep track of the company’s business
situation without needing specialized knowledge of finance or accounting which leads to a
business improvement. It might also be inferred that, judging from the potential effects of the
aforementioned e-commerce for BtoB transactions, using EDI and other e-commerce technologies
is likely to help cut costs and achieve business process rationalization.

Fig. Column 2-2-1 (1) Management of finance and accounting affairs at surveyed enterprises

_______________________ ~

,I Financial accounting is internally performed up to the preparation and storage |

(n=1, 266) '-26_ 51 of packing lists, invoices, receipts, etc., and the rest is outsourced to an |
Loz 1 accounting specialist.

| OFinancial accounting is internally performed up to the issuance of journal slips, 1
| and the rest is outsourced to an accounting specialist.

BFinancial accounting is internally performed up to bookkeeping, and the
processing of settlement-specific journal entries is outsourced to an accounting
specialist.

OFinancial accounting is internally performed up to the preparation of the general
ledger, and the processing of financial and tax statements is outsourced to an
accounting specialist.

BFinancial accounting is internally performed up to the preparation of financial
statements, and the processing of tax statements is outsourced to an
accounting specialist.

O Financial accounting is internally performed up to the preparation of financial
and tax statements.
(%) o Other

Source: Teikoku Databank, Ltd., 2072 Survey of Conditions in Accounting at SMEs, commissioned by the SME Agency.
Note: Based on data from SMEs.

I Proportions of enterprises using EDI, based on enterprise size

Next, Fig. Column 2-2-1 (2) looks at enterprise size and the proportions of enterprises using
EDI, based on the Ministry of Economy, Trade and Industry’s Survey of Conditions in Information
Processing. It should be noted that, as the Survey of Conditions in Information Processing surveyed
enterprises that had capital or investment of ¥30 million and 50 or more employees, the enterprises
surveyed are relatively large organizations. The data shows that SMEs lag behind large enterprises
when it comes to EDI initiatives and that even now 44.9% of SMEs use no EDI. However, increasing
computerization is seeing a gradually rising trend in the number of SMEs deploying this technology.
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Fig. Column 2-2-1 (2) EDI usage by enterprise size

(Year) @ Users of EDI O Non-users of EDI
—09 Diliiniiiiiiiiiiiiiiiiiiiiiil 35.8
10 35.5
Large enterprises = 11 [ 35.1
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13 31.0
i 44.6 m 55.4
46.0 m 54.0
SMEs — : 54.0
T48.5 51.5
L 55.1 44.9 .
0% 100%
Source: Recompiled from METI, Survey of Conditions in Information Processing.
Note: Based on enterprises that said they used either Internet-based EDI or other type of EDI.

| Effects of using EDI

The following discussion will look at the effects of EDI for BtoB applications based on the
Ministry of Economy, Trade and Industry’s Survey of Conditions in Information Processing. In Fig.
Column 2-2-1 (3), which examines EDI effect by industry, the combined rate of response for the
"Extremely effective” and “Somewhat effective” responses was around 70% to 80% for every
industry with respect to operational reform and efficiency in (1). In the retail trade industry, half
of enterprises chose “Extremely effective”. With respect to sales expansion as per (2), while no
direct effect was seen here because EDI is used for making and taking orders and making payments

between enterprises, it is worth noting that roughly 30% to 50% of enterprises said EDI had an
indirect effect on boosting sales.
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Fig. Column 2-2-1 (3) Effects of EDI by industry

(1) Effects on operational reform and efficiency
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Source: Recompiled from METI, 2074 Survey of Conditions in Information Processing.
Note: Based strictly on data from SMEs.
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Case
2-2-1 NAKAGAWA Corporation

A long-established company that has used bottom-up improvement and
visualization of processes to focus IT investment

NAKAGAWA Corporation (employees: 30; capital: ¥30 million), based in Taito City in Tokyo, is a long-
established company (founded in 1910) that plans, manufactures, and markets products for use in festivals,
under the brand name “Asakusa Nakaya.” In addition to direct sales from its two stores in Asakusa, the
company also exhibits at special events held by department stores throughout the country, operates stalls
during festivals (for example the three major festivals of the Tohoku region), and conducts e-commerce via
the Internet.

Since its establishment in 1910, the company has based its operations on three corporate principles: To
always maintain an eagerness for business, to operate on a face-to-face basis with its customers, and to
perpetuate traditional Japanese culture. In addition to this side of the company, its characteristics as a long-
established business, it also possesses another side as an up-to-date organization that has read the trend of
the times and maintained investment in information technology.

The company’s IT investment began in 1991, when it introduced office computers in order to commence
catalogue sales, seeking to sell its products throughout the country on a year-round basis, rather than
as seasonal products for festival use. In 2000, NAKAGAWA Corporation created a Web sales system and
commenced Internet marketing, expanding its business throughout Japan. Around 2001, however, the
company'’s business took a turn for the worse, in part as the result of the entry of new competitors to its
market. In response, it began to rebuild its in-house systems using information technology.

The fact that the company’s Web sales system and basic business system, which relied on office computers,
were not linked had been inefficient. In 2004, it therefore installed servers for functions including the
Internet, email, and databases, and linked its basic business system and its sales system. The newly-organized
Systems Office and staff members from the company’s workplaces began to hold twice-monthly e-commerce
meetings, at which they examined IT strategy and considered opinions and requests for improvements
from workplaces. They modified the systems to make it easier to use at the worksite, thus increasing the
efficiency of work procedures.

In 2015, the company developed a simulator system® called “Nakaya Factory,” which made it possible
to take orders for order-made products”?, something that had previously required hand-written entries,
entirely over the Web. At the same time, it created a WEB-EDI system, enabling it to make a complete
transition from the use of paper dockets, estimate sheets, etc. to electronic data. By enabling automatic
calculation of the rate of defective products against total products and realizing total consistency from
procurement to ordering, the company was successful in further increasing the efficiency of its operations.

Based on the company’s experience, company President Masao Nakagawa is emphatic that “The key to IT
investment is making processes visible and ensuring that the systems penetrate to the workplace level. It is
meaningless to just indiscriminately introduce IT. It's important to consider which aspects of your procedures
you want to make more efficient, to make investments after establishing an investment plan, and to assess
the outcomes following the investment.”

Tegaki fuda
(Small wooden plaques with
names hand-painted on them)

Shinchu fuda Chochin
i ~_ (Brass fuda) e ZIPPO (Paper lanterns)

Kubisage kifuda
(Tegaki fuda that can be
worn as pendants)

Products that can be ordered from NAKAGAWA Corporation’s simulator Nakaya Factory

6) The company’s “simulator system” is a system that enables users to select the materials, size, characters, font, etc. that they desire on the
Web via simple operations, and to then order the product directly on the Web.
7) “Order-made products” here refers to tegaki fuda, hori fuda (engraved fuda), chochin, etc. that are made to order.
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Column 2-2-2 A New Trend: Cloud Computing

The high costs of hardware and software have traditionally made IT investment prohibitive.
However, the emergence of social media services, cloud computing®, and other such new information
services has now made it possible to deploy IT at relatively low cost. This column focuses on “cloud
computing” as a comparatively new information service, examining the extent of and benefits from
cloud computing initiatives at SMEs in Japan, as well as issues standing in the way of further cloud
computing utilization.

l Extent of cloud computing usage

With the advent of cloud computing, IT has become an information service that enterprises
can use to run their businesses without the need to possess their own hardware or software. Cloud
computing is garnering attention as an information technology for its low cost of deployment and
use compared to conventional local hardware and software based IT systems.

Fig. Column 2-2-2 (1) looks at cloud computing usage by enterprise size, specifically whether or
not enterprises are incurring costs to deploy cloud computing, based on the Survey of Conditions in
Information Processing published by the Ministry of Economy, Trade and Industry. The graph shows
that while the proportion of SMEs using cloud computing is lower than that for large enterprises,
this proportion is rising every year.

Fig. Column 2-2-2 (1) Cloud computing usage by enterprise size
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Source: Recompiled from METI, Survey of Conditions in Information Processing.

8) Cloud computing is an on-demand information processing service provided by Internet networks and is a means for using software and data
traditionally managed and used on local computers.
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Let us look at the means by which cloud computing services are deployed. Fig. Column 2-2-2 (2)
shows the results of the Questionnaire Survey on IT Use® conducted in November 2012 by Mitsubishi
UFJ Research and Consulting Co., Ltd. and commissioned by the SME Agency, as well as cloud computing
usage categorized by business domain using data from another survey conducted in December 2015. The
top reason cited for using cloud computing was “Internal information sharing”, followed by “Customer
support”. Comparing the 2012 and 2015 survey results, we can see that the proportion of enterprises
using cloud computing increased across all business domains.

Fig. Column 2-2-2 (2) Comparison of cloud computing usage by business domain
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and salaries

1.2 Development

and design
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Sources: For 2012 data: Mitsubishi UFJ Research & Consulting, Co., Ltd., Questionnaire Survey on IT Use (November
2012), commissioned by the SME Agency.
For 2015 data: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment
Activities (December 2015), commissioned by the SME Agency.
Notes: 1. Based on data from SMEs.
SMEs here refer to enterprises with 300 or fewer employees (100 or fewer employees for the wholesale trade
and services industries, and 50 or fewer employees for the retail trade industry).
2. Cloud computing usage rates for each business domain are presented for enterprises that said they use IT in
every business domain.
3. Total does not always equal 100% as multiple responses were possible.
4. 2012 cloud computing usage is blank for Customer support as it was not a category on the 2012 survey.

l Advantages of cloud computing

Fig. Column 2-2-2 (3) shows cloud computing advantages by enterprise size based on the Survey
of Conditions in Information Processing published by the Ministry of Economy, Trade and Industry.
For both large enterprises and SMEs, “Short introduction period” and “Low initial costs” had the
first and second highest response rates, a result that puts the unique advantages of cloud computing
at the top. Areas where SMEs scored higher than large enterprises were “Low operating costs”,
“No specialized technical knowledge is needed for introduction”, and “High reliability and safety
in terms of security”. These results suggest that both large enterprises and SMEs are becoming
broadly aware of the fact that cloud computing can be used at low cost and without the need to
overcome significant technological hurdles.

Survey of 15,000 enterprises conducted in November 2012 by Mitsubishi UFJ Research and Consulting Co., Ltd. and commissioned by the
SME Agency. The response rate was 16.7%.
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Fig. Column 2-2-2 (3) Advantages of cloud computing by enterprise size
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Source: Recompiled from METI, 2074 Survey of Conditions in Information Processing.
Notes: 1. No “Other” category is presented here.
2. Total does not always equal 100% as multiple responses were possible.

l Effects of cloud computing

Fig. Column 2-2-2 (4) shows the potential effects of using cloud computing based on survey results.
The top effect cited was “Greater utilization of in-house information”, followed by “Responses to
risks, security countermeasures”, “Rationalization of business processes, expediting of decision-
making processes”, “Cost reduction”, “Strengthening of marketing and sales power”, and “Increase
in profit rate and productivity”. In Fig. Column 2-2-2 (2) we saw how cloud computing is being
used not only for “Internal information sharing” but also “Customer support”, “Sales”, and many
other areas of business. Although cloud computing is being used for information sharing, finance
and accounting, personnel affairs and salaries, and other such back-office functions, survey results
imply that SMEs are boosting selling power and improving profit ratios through better profitability
achieved through the use of cloud computing in business domains such as sales, customer support,
and other areas that lead to greater added value.
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Fig. Column 2-2-2 (4) Effects of cloud computing
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities
(December 2015), commissioned by the SME Agency.

Notes: 1. Based on data from enterprises using cloud computing.
2. Total does not always equal 100% as multiple responses were possible.

This column has presented an overview of the extent of and effects from deploying cloud
computing at SMEs. Different from the traditional method of IT deployment, i.e. enterprises
possessing their own hardware, software, and information systems, cloud computing is a new low-
cost information service that is likely to take on increasingly greater importance, despite inherent
security and other issues. Moreover, Japanese SMEs’ earning power is likely to get a boost as these
enterprises also begin using cloud computing in many areas outside of back office operations.
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Case
2-2-2 Shibazono Kaihatsu Corporation

A company that boosted its earnings by making processes visible through
the introduction of cloud computing

Shibazono Kaihatsu Corporation (employees: 19; capital: ¥50 million), based in Adachi City in Tokyo (founded in
1986), is a company mainly involved in the operation of a chain of pay-by-the-hour parking lots called “ST-Park” and
pay-by-the-hour bicycle parking lots called “cycle24h,” and the provision of commissioned services such as clearing away
abandoned bicycles, chiefly in the Tokyo metropolitan area.

Originally a construction company, Shibazono Kaihatsu recognized that the need for car and bicycle parking lots was
increasing as a result of social trends and revisions in the law, and transformed its business towards the construction
and sale of multi-story car park facilities and the operation of pay-by-the-hour car parks and bicycle parks. The company
took its first steps in the pay-by-the-hour parking lot business as a franchisee of a major parking lot company in 1995.
Following this, recognizing that illegally parked bicycles were becoming a social issue, it commenced a pay-by-the-hour
bicycle parking lot business. In 1998, the company developed Japan’s first unmanned mechanical pay-by-the-hour bicycle
parking system, and its profits steadily increased. However, a revision of the Road Traffic Act in 2006 that enhanced the
enforcement of penalties for parking violations saw other companies enter the parking lot management business, setting
off competition to undercut prices. The company’s profit rate declined rapidly, and its business results worsened.

Shibazono Kaihatsu introduced an office computer system on a top-down basis in 2006 in an attempt to get the
company back in the black, but employees found it difficult to input data, and the system was not linked with contract
and other in-house data. The system was not used by employees, and the investment was a failure. In addition, the failed
computer system introduction worsened relations with employees, leading several to quit the company. The company’s
internal system was breaking down, and it faced a difficult situation.

After reflecting on its situation, in 2007 Shibazono Kaihatsu introduced a management accounting system with easier data
input functions. It took opinions from employees following the introduction of the system, and unified its approach to the
management of worksites and accounting. This system linked sales for each of the company’s facilities and a range of in-house
contract data such as rental fees on land with the accounting system, making it possible to instantly understand income and
expenditure at the level of individual facilities. The company got back into the black, and its business results steadily recovered.

The introduction of the management accounting system had enabled Shibazono Kaihatsu to achieve a recovery in its
results, and its number of car and parking lots also showed a steady increase. However, this increase in facilities made
it difficult for the company to check the status of operations and the balance of income and expenditure at all of its
facilities with its existing staff. In addition to this, it was difficult for the management accounting system itself to monitor
the operating status of all the company’s facilities in real time. This necessitated a further IT initiative.

Seeking to make the operating and income and expenditure status of each of its facilities, in addition to the operating status
of each space in each of its car and bicycle parking facilities, visible, and to boost profitability by rationalizing work procedures,
in 2012 the company developed a unique integrated facility management system called SHIP, using cloud computing. This
system made it possible to grasp the operating status of any of 270 car or bicycle parking lots from a map in real time via a
tablet or smartphone. Linking to Google Maps, Google’s map service, enabled a range of data, including the management
history of the facility, real-time images from surveillance cameras, and sales information linked to ticket machine data, to be
obtained by clicking on car or bicycle icons displayed on a map. In addition, linking to the company’s management accounting
system made it possible to instantaneously view the status of income and expenditure at each facility. A six-member project
team including representatives of the system development company was formed, and held fortnightly meetings at which
it considered opinions from employees concerning the functions that were needed at worksites and functions that would
increase convenience. The addition of new functions on this basis increased the sophistication of the system.

The introduction of this system enabled Shibazono Kaihatsu to reduce costs by increasing the efficiency of work procedures,
and it succeeded in boosting sales by 10% and its operating profit by 90% against fiscal 2006 in fiscal 2012. It also became possible
for the company to make important management decisions, such as the negotiation of leasing fees with the owners of car park
facilities and the closure of unprofitable facilities, backed up by data.

In addition to its benefits from the perspective of management
and operating procedures for the company’s car and bicycle
parking facilities, the system has also enabled the company to
work to increase customer satisfaction by responding closely
to the needs of its users via the linkage of its services to public
transport electronic payment systems and point card systems, and
the introduction of a system for free short-term bicycle parking.

In the future, in addition to obtaining and analyzing publicly
accessible data (population density and road data in the vicinity of
stations published by the government and municipalities) in order
to make long-term sales projections and enhance its profitability,
the company will continue to act as a responsible member of society
and contribute to the realization of more livable towns and cities by
prov!ding support for the upgrafﬂing o_f deteri_orated public bi_cycle the introduction of the cloud computing system SHIP
parking facilities and cooperating with regional and municipal in the Ministry of Economy, Trade and Industry’s 2014

administrations to assist in responding to the problem of illegally |t Management Awards for Small and Medium Enterprises
parked bicycles, says Koji Ebinuma, Shibazono Kaihatsu’s President. (Company President Koji Ebinuma second from right)

=
=

Receiving the Grand Prize and the Special Prize for
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Case
2-2-3 ID’s Co., Ltd.

A company that boosts the added value and productivity of retailers
using Big Data and cloud computing

ID’s Co., Ltd. (employees: 43; capital: ¥191.035 million), based in Tomigusuku City, Okinawa Prefecture, is
a business providing database and marketing services for chain grocery stores and other retail chains.

Of the foodstuffs sold by chain grocery stores and similar retailers in Japan, only processed foods have a
Japanese Article Number (JAN) code (a system of article codes that is unified throughout the country). Up to
the present, there has been no standard for unified JAN codes for pre-prepared food items and fresh foods.
It has therefore been impossible to establish databases of trends in consumption of these staple goods. Few
grocery store chains have made effective use of information obtained from POS data in their marketing,
and without possessing a full understanding of the demand among consumers in their area, they have
faced a range of problems, including losses on food items due to the ordering of excess stock. Choken
Yamakawa, President of ID’s Co. Ltd., saw this as a business opportunity, and set about creating a business
in this area. In 2014, he developed "i-code”'?, a unified code making it possible to survey information
on the market distribution of all food items, including fresh foods. In order to obtain a volume of data
from throughout Japan that would overwhelm his competitors, Mr. Yamakawa provided i-code without
charge to grocery store chains. Collecting the data at his company’s data center in Okinawa, he commenced
marketing activities.

By introducing the ID-POS data analysis cloud computing system Power-GAP and analyzing the POS data
they compiled, grocery store chains became able to aggregate data including the unit prices of products
and the number of products sold on a store-by-store basis, and compare market trends in their regions and
demand at their own stores. The analysis of factors such as purchasing trends among consumers in addition
to trends in demand in the areas in which their stores were located made it possible to control losses
on products, in addition to controlling opportunity loss resulting from failing to offer the products that
consumers wanted to purchase. Because this analysis tool is a cloud-based Web system, client companies
were able to introduce it at a low cost. It is also able to be operated by on-site employees with no systems
knowledge, and is capable of immediately outputting a range of accumulated data, contributing to
increased productivity among the retailers using it.

Apart from data analysis, the system is also able to inform point card holders of sales and bargains
by direct mail or email, and issue coupons based on customers’ attributes and purchase history, offering
retailers a high level of added value as an effective marketing tool.

As a result of the development of the system, ID’s Co., Ltd. now deals with approximately 50 grocery
store chains, representing more than 2,000 stores,
throughou‘t the Country, and iS Contribu‘ting to A company offering Big Data and cloud computing services with Okinawa as its base

increased productivity and the realization of high o LB o
added value for chain grocery stores across Japan. w2 i (EKINAWA] wiriam

For the future, the company is looking towards the arosoun s MUPE-FESE e i
overseas market. By compiling POS data for Japanese MR 7 lﬂu
grocery store chains advancing into China and Taiwan, j ' _“ = e
it intends to create a system enabling Japanese etk i .
agricultural producers to obtain information about # =
what items are selling, and by this means to promote Qe ey C "o in
exports of Japanese agricultural products. Seeking "‘,",‘,"‘I‘,;I"E- = & n:u%
also to tap into demand from overseas tourists who t ﬁ L

are today visiting Japan in increasing numbers (the
inbound market), the company is also working on the m
development of a system for labeling products with ~ a-i-5—ser. &
information concerning ingredients, characteristics, T A
etc. in multiple languages.

..—-r__

Conceptual diagram of
the company’s business model

10) “i-code” is Japan’s first marketing code for foodstuffs that integrates classification systems and code systems from processed foods to fresh
produce and pre-prepared food items (Granted Japanese patent: Patent No. 5753217).
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Case
2-2-4 WEIC Corporation

A company that promotes the aggressive use of IT systems by SMEs through
the provision of business support services using Al and cloud computing

WEIC Corporation (employees: 100; capital: ¥335.2 million), based in Chuo City in Tokyo, is a company mainly
specializing in the provision of business support services such as the acquisition of potential customers for corporate
sales and the securing of appointments for business negotiations, through the fusion of IT and inside sales'.
The company was founded in 2004, and its first area of business was the development and sale of e-learning
systems for learning Chinese. In 2008, the company established a business office in Shanghai, and its business in
China steadily expanded. With a request from one of its business partners for business support services as the
starting point, the company began to cultivate the area of business support systems that bring together customer
relationship management (CRM)'? and data analysis, which is now its main business area.

The traditional sales method in Japan has generally involved the handling of the entire process from the creation
of customer lists, to the organization of appointments, visiting the customer, and closing the sale', by a single
sales representative. However, because sales representatives each have differing areas of specialization within the
sales process, considerable time and cost is involved before reaching the contract stage. In addition, the process is
inefficient, because sales representatives do not share information, and expertise is therefore not accumulated. By
contrast, US companies divide the process into three segments — 1) Marketing; 2) Inside sales; and 3) Visiting the
customer/Closing the sale — and share information while implementing an efficient sales process.

WEIC Corporation set about developing a system that would enable Japanese companies to conduct efficient sales by
subdividing the process like US companies. In 2015, it began to supply customers with its cloud-based sales support system
SALES BASE. Based on a unique database containing information on approximately four million companies, this system uses
artificial intelligence (Al)™ to identify potential customers with a high degree of accuracy, collects information regarding
the needs of these potential customers from the company’s call center, organizes appointments, and automatically inputs
the appointment schedule to the schedules of the client company’s sales representatives. Of the three divisions of the sales
process discussed above, the system therefore conducts 1) Marketing and 2) Inside sales. By allowing the client company
to focus exclusively on 3) Visiting the customer/Closing the sale based on customer information offering a high potential
for closure of the sale, the system enables the realization of an efficient sales process and an increased closure rate.

At the same time, because the introduction of the system significantly changes the traditional individual-based
sales method and eliminates any difference in outcomes based on the skills of the individual sales representative,
the company had to consider methods of ensuring that the introduction of the system would not result in a
decline in the motivation and the productivity of sales representatives who were confident of their sales skills.
Management therefore needs to explain the features and characteristics of the system to its employees prior to its
introduction, and takes their opinions. Depending on the situation, it may also be necessary to revise the client’s
methods of assessing personnel or its company rules in order to ensure that sales representatives accept the system.

“In the case of a conventional IT investment involving the introduction of software, if the company is unable to
use the software effectively following its introduction, it will not obtain the outcomes it desires. By contrast, when
we introduce our system, we ask the client company what type of output it desires, and we act as the client’s proxy in
conducting all of the necessary processes to make that happen, including
searching our database, having our data analysts conduct analyses in
order to identify targets, and arranging appointments by telephone.
This means that as long as the client company’s sales representatives
maintain their motivation and use our system, the company will realize
the outcomes it seeks,” says WEIC's President Yuki Uchiyama.

If one of WEIC's client companies were to conduct the entire series
of processes described above in-house, from creating a database to
developing a system and engaging data analysts and other IT specialists,
it could expect to invest a considerable amount of time and money. .
Given this, rather than an attempting to conduct their own sales, the
introduction of this system offers SMEs with little sales experience and
limited staff a means of increasing efficiency using IT, making it possible -
for them to expand their sales channels and realize increased efficiency
by delegating aspects of the sales process in order to enable an efficient |
sales process and the acquisition of new customers. Yuki Uchiyama, President of WEIC Corporation

11) “Inside sales” refers to sales methods such as telephone and email sales and DM, which differ from the traditional method of visiting the
potential customer (field sales).

12) By means of customer relationship management, or CRM, companies attempt to increase customer satisfaction by basing initiatives on
customer attributes, the history of contact with the customer, etc., chiefly using IT.

13) “Closing the sale” refers to the conclusion of a contract with the customer.

14) Artificial intelligence, or Al, refers to computer programs that are able to understand natural languages used by humans, make logical
deductions, and learn from experience.
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2. IT usage among SMEs

I IT deployment by industry

The following discussion will focus on the current
state of IT investment among SMEs. Fig. 2-2-6 looks at
IT deployment by industry. Here we see that 75.6% of
SMEs use hardware'” in managing their business, and
that 63.7% —more than half—of these enterprises use
both hardware and software'® (including information

systems'” and cloud computing). Categorized by industry,
the manufacturing and wholesale trade industries showed
slightly higher hardware and software deployment rates
than other industries. Meanwhile, for all industries, some
20% to 30% of enterprises were not using hardware and
roughly 30% to 40% were not using software, indicating
that IT usage among SMEs is lagging.

Fig. 2-2-6 IT deployment by industry
@Introduction of hardware Olntroduction of software, etc.
%) (PC, smartphone, etc.) (incl. information system, cloud computing)
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(n=4,046) (n=947) (n=1,118) (n=128) (n=384) (n=1,464)
Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December
2015), commissioned by the SME Agency.
Note: Total does not always equal 100% as multiple responses were possible.

l IT usage for bookkeeping at SMEs

Next, Fig. 2-2-7 shows IT usage for bookkeeping
among SMEs based on the 2012 Survey of Conditions in
Accounting at SMEs published by Teikoku Databank, Ltd.
and commissioned by the SME Agency. We can see from

this that around 20% of SMEs are not using computers
for bookkeeping and that, even among SMEs using
computers, roughly 30% are doing their bookkeeping
without the use of accounting software.

15) “Hardware” here refers in a general sense to physical equipment that includes personal computers, smartphones, and other computing
devices, as well as the circuits, apparatuses, and other components from which these devices are made.

16) “Software” here refers to non-physical computing programs, data, etc. that is loaded onto hardware.

17) “Information system” here refers to any system that properly stores and manages data via computer-aided information processing.
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These results imply that SMEs which have yet to
deploy IT are doing their bookkeeping by hand and
are consequently seeing productivity and profitability

Fig. 2-2-7

(1) Usage of a PC for bookkeeping

@Bookkeeping is performed using a PC
oBookkeeping is performed without using a PC
80ther

2.7 (n=1,262)

IT usage for bookkeeping at SMEs

being driven down by the mistakes, lost time, and costs
committed and incurred when making book entries.

(2) Usage of an accounting software for bookkeeping

@ An accounting software is used
ONo accounting software is used
80ther

/'0.4

(n=1, 236)

(%)

Source: Teikoku Databank, Ltd., 2072 Survey of Conditions in Accounting at SMEs, commissioned by the SME Agency.

Note: Based on data from SMEs.

B IT usage in different business domains

The following will examine the extent of IT
deployment in different business domains. Figs. 2-2-8
and 2-2-9 look at the extent of and methods used for IT
deployment in different business domains. We see here
that, as the back-office business areas of “Finance and
accounting” and “Personnel affairs and salaries” are
critical to enterprises in every industry, a high proportion
of enterprises are using IT in these areas and that most IT
consists of packaged software and systems. On the other
hand, IT deployment is low in the business domains of
“Development and design”, “Physical distribution”, and

“Customer support” as these domains are not necessary
for certain industries. We can also see that, with respect
to the method of deployment, many enterprises are
eschewing packaged software and systems in favor of
“Self-developed software systems” and “Order-made
systems” that allow for the deployment of IT technologies
tailored to their specific enterprises.

Clearly, IT is increasingly being used in business areas
that can make use of packaged software and systems. It is
also clear that a substantial number of enterprises are not
using IT in finance and accounting or personnel affairs and
salaries — business domains necessary in every industry.
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Fig. 2-2-8 IT deployment by business domain

(n=4,079)
(%)
9

80 r
0
60
50

40 r

30 r

Finance Personnel Sales Procurement Internal Production  Development  Physical Customer
and affairs and and information and design  distribution support
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December
2015), commissioned by the SME Agency.
Note: Total does not always equal 100% as multiple responses were possible.

Fig. 2-2-9 IT deployment method by business domain
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December
2015), commissioned by the SME Agency.
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B Importance of IT investment at SMEs
Lastly, we look at Fig. 2-2-10 and examine the extent
to which IT investment is seen as important at Japanese

SMEs. This indicates that some 40% of enterprises still
believe that usage of IT is not important.

Fig. 2-2-10 Importance of IT investment at SMEs

Not important
37.6

A7 Important TR

o 624 S

(n=4,271)

(%)

Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Note: The “Most important” and “Important” responses were tabulated as “Important”, while “Not so important” and “Not

important” were tabulated as “Not important”.

This section has looked at the extent and potential
effects of IT usage by SMEs in Japan. Here we have
seen that, although SMEs are making progress in
effectively utilizing IT as society becomes increasingly
computerized, there are still a number of enterprises doing

Section 3
revenue enterprises

In this section, we will shed light on the reasons why
IT investment is making little progress among SMEs and
the success factors behind enterprises that are enjoying
the expected effects of IT investment.

This section will focus on recurring profit margin
as a key indicator of earning power and will examine
differences in the effects from and initiatives being taken
towards IT investment by enterprises that have achieved

business without the use of IT. As previously discussed,
IT investment helps rationalize business processes, reduce
costs, expand sales, among many other effects, and using
IT allows Japanese SMEs to boost their earning power
even as they struggle with a shortage of workers.

Issues involving effective IT usage and initiatives at high-

a strong profit structure through investment and those that
have not by comparing these enterprises’ earning power
(recurring profit margins). To do this, we have created
two groups of enterprises of the same size: those with
recurring profit margins in the top 25% (“high-revenue
enterprises”) and those in the bottom 25% (“low-revenue
enterprises”).
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1. Reasons for not investing in IT and issues faced when investing

I Reasons for not investing in I'T among companies

that have yet to invest

Fig. 2-2-11 shows the result of asking companies
who viewed IT investment as important but who had not
invested in IT their reasons for not investing. The top
reason given was “There is a lack of personnel who can
introduce IT”, followed by “The effects of introducing
IT are unclear or are not sufficient” and “Costs cannot

be borne”. From this we can see that companies that
view IT investment as important are looking to invest
in IT in order to solve management issues but do not
have IT people capable of deploying IT. We can also
see that many enterprises have not taken steps towards
investment as they do not understand the potential effects
of IT deployment and cannot bear the costs.

Fig. 2-2-11 Reasons for not investing in IT among companies that have yet to invest
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Notes: 1. Total does not always equal 100% as multiple responses were possible.
2. Based on data from enterprises that stated IT investment is important but that they are not currently investing in IT.

3. No “Other” category is presented here.

l Issues faced by enterprises when investing in IT

Next we look at Fig. 2-2-12, which shows future
investment issues to be faced by enterprises currently
investing in IT, categorized by high- and low-revenue
enterprises. Overall, the issue of “Measures against
information security risks, etc. are necessary” was the
top response, followed by “Employees lack the capacity

to use IT” and “There is a lack of IT human resources”.
Furthermore, although there are strong trends among
high- and low-revenue enterprises to cite a lack of human
resources and costs, respectively, as issues, there are no
particularly conspicuous differences between the issues
faced by the two types of enterprises.
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Fig. 2-2-12 Future investment issues to be faced by enterprises currently investing in IT,
categorized by high- and low-revenue enterprises
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.
Notes: 1.

Total does not always equal 100% as multiple responses were possible.

2. Based on data from enterprises currently investing in IT.

3. No “Other” category is presented here.

2. IT investment initiatives among high- and low-revenue enterprises

l Effects of IT investment for high- and low-

revenue enterprises

Let us now look at the different potential effects of
investing in IT for high- and low-revenue enterprises.
Fig. 2-2-13 compares high- and low-revenue enterprises
in terms of two types of IT investment made: “Enterprise
systems for operational efficiency” and “Business support
systems for higher added value”. We can see that high-
revenue enterprises saw “Rationalization of business
processes, expediting of decision-making processes”
as the top effect of enterprise systems for operational
efficiency, indicating that such enterprises have a greater
sense of this effect than low-revenue enterprises. A
similar pattern was also seen for business support systems
for higher added value: high-revenue enterprises made

“Rationalization of business processes, expediting of
decision-making processes” their top response, and we
can see that these enterprises have a greater sense of “Sales
expansion”, “Increase in profit rate and productivity”, and
“Strengthening of marketing and sales power” as effects
than do low-revenue enterprises.

These results indicate that the potential effects of IT
investment are felt more keenly among high-revenue
enterprises. If all enterprises could get the same sense of
effect by investing in the same type of IT, there should
not be any conspicuous difference between high- and low-
revenue enterprises. This is further evidence that high-
revenue enterprises realize the effects of IT investment and
are taking steps to further improve business performance.
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Fig. 2-2-13 Effects of IT investment as viewed by high-revenue and low-revenue enterprises
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Note: Total does not always equal 100% as multiple responses were possible.

B Actions taken before and after IT investment
among high- and low-revenue enterprises —
the success factors behind IT investment
The following discussion focuses on actions taken

before and after IT investment by high- and low-

revenue enterprises, presenting a detailed analysis of the
differences among these actions at enterprises effecting
from IT investment and at those not effecting, as well as
the success factors behind IT investment.

Fig. 2-2-14 compares high- and low-revenue

enterprises in terms of which actions taken before and
after IT investment were meaningful in achieving effects.
Big differences were seen between the two types of
enterprises for responses such as “Review of operational
processes and internal rules”, “Collection of the voices of
relevant business departments and employees regarding
the introduction of IT”, “Formulation of a plan toward the
introduction of IT”, “Employee education and training on
the improvement of operations based on IT”, and “Phased
introduction of IT and post-introduction monitoring”.
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Fig. 2-2-14 Actions taken that were meaningful to achieving IT investment effects, as
viewed by high- and low-revenue enterprises
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December
2015), commissioned by the SME Agency.

Notes: 1. Based on data from enterprises currently investing in IT.
2. Total does not always equal 100% as multiple responses were possible.

The above results suggest that, along with reviewing to provide employees with IT training in a staged and
business processes and internal rules while gathering systematic manner and to conduct ex-post investment
feedback and information from departments and evaluations following IT investment.

employees, enterprises deploying IT would do well
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Case
2-2-5 Yoshihana Co., Ltd.

A company that has improved its efficiency and increased its profit rate
by attracting customers through its website and introducing a cloud
computing system

Yoshihana Co., Ltd. (employees: 44; capital: ¥3 million), based in Kaga City, Ishikawa Prefecture, operates the 50-
room hot spring ryokan Ohanami Kyubei, located in the Yamanaka Onsen region. From the time of its establishment
in 1958, the company focused on taking group bookings for company trips organized through travel agents. In
addition to providing ryokan accommodation, the company also organized banquets for its corporate guests and
engaged in product sales, and its business status was solid. However, the effects of a sluggish economy combined
with a contraction in the scale of the hotel accommodation industry overall, in addition to a change in the company’s
customer makeup from groups to individuals, saw its revenue per customer decline and its business status worsen,
and its traditional operational system could not function effectively with increasing complexity in procedures.

Feeling a sense of crisis in relation to the problems being faced by the company’s traditional business approach,
company President Ryuhei Yoshimoto joined Yoshihana in 2004 in order to reform operations. At the time, Mr.
Yoshimoto had no knowledge or experience of business management, and he was hard pressed to determine how
to reform the company. He decided to introduce an IT system in order to render processes previously conducted
on an individual basis visible, making it possible to identify where the company’s problems lay.

First, Mr. Yoshimoto judged that the company’s traditional system of relying on travel agents made it difficult to
attract individual customers with diverse needs, and he commenced the creation of a company webpage in 2005 in
order to make it possible to attract customers directly. In addition to formulating product plans that responded to
diverse needs, he analyzed the webpage access log to investigate which pages received the most access and how
the reservation rate changed when he changed the photographs on the starting page. Repeating the PDCA cycle
in this way enabled Mr. Yoshimoto to optimize the company homepage.

Next, in order to increase the efficiency of complex work procedures, in 2010 Mr. Yoshimoto introduced a
system that used cloud computing. Until then, all office procedures had used paper — for example, reservations
made by telephone or FAX were copied into a reservation book. This cost time and money, and procedures were
also inefficient, for example as a result of the frequent occurrence of mistakes in copying. The introduction of
the cloud computing system enabled data to be managed entirely on computer rather than paper. Linking the
systems used for different sections (reservations, reception, accounts) rationalized operations and saved labor,
and analysis of the data concerning customer attributes and sales aggregated by the system made it possible to
conduct effective advertising and develop products with consideration of customer attributes.

By means of repeatedly implementing measures and checking the results in this way, the company was able
to continue to improve its website in stages, leading to an increased reservation rate via Web reservations, and
increased revenue. In addition to this, the introduction of the cloud-based system increased operational efficiency
and reduced costs, resulting in an increase in the company’s profit rate.

However, this process of company reform via the introduction of IT had been based on Mr. Yoshimoto’s own
judgment, and had been put into effect from the top down, without consideration of the opinions of employees.
Because of this, while the introduction of IT initially improved business results, as time passed, the antipathy of
employees to the changes increased. Job motivation declined, the level of customer service declined, and as a
consequence customer satisfaction also declined, resulting in a steady reduction in sales.

Realizing that top-down IT introduction had been a mistake, Mr. Yoshimoto revised the company’s internal
system to ensure that future business plans would only be formulated after he had communicated his thinking to all
employees and taken their opinions into consideration and reflected them in the plan, and in addition that efforts
would be made to provide every individual employee with guidance and training in customer service and IT use.
This produced a steady recovery in employee motivation, improved
the quality of customer service, and resulted in increased customer
satisfaction. In addition, while only a section of employees had used the
IT systems up to that point, IT-related training for the entire company
resulted in greater use of the systems at the workplace level. This once
again increased operational efficiency, and the company’s results,
which had previously slumped, steadily recovered their previous level.

Mr. Yoshimoto says “The introduction of IT and the fostering of
human resources have resulted in a steady improvementin Yoshihana’s
business results, but there is still room for development. People tend
to think that introducing IT costs a lot of money, but there are also
quite a few low-cost options such as cloud computing systems, and
also options that can be used for free, like webpage analysis. Because
the ryokan business is a traditional industry, a lot of inefficient ways
of going about things still linger from the past, and this makes the
well-planned introduction of IT all the more effective.” Company President Ryuhei Yoshimoto
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Case
2-2-6 Kobayashi Manufacture Co., Ltd.

A company that has increased its productivity by listening to employee
opinions and reforming its systems to ensure employee satisfaction

Kobayashi Manufacture Co., Ltd. (employees: 99; capital: ¥10 million), based in Hakusan City, Ishikawa
Prefecture, is a manufacturer of precision-machined sheet metal products for semiconductor manufacturing
equipment and machine tools. Equipped with a full range of production equipment and boasting considerable
technological expertise, the company uses these strengths to respond to its customers’ needs via high-mix/low-
volume manufacturing in short time periods.

Established in 1919, Kobayashi Manufacture’s main business was initially the production of bolts for use in ships and
textile machinery. As times changed, the demand for bolts declined, and the company shifted its area of business to
sheet metals and coatings. The company’s approach those days was low-mix/high-volume. In the 1980s, when the use
of personal computers began to become more widespread, company President Yasunori Kobayashi, then a student,
perceived their potential. He quickly developed an original order management software, and, with the agreement
of the then-President, his father, introduced it to the company. However, employees rebelled against this unilateral
introduction of IT by management. Feeling that being managed by computers was demeaning to employees, not
only did they not make use of the new technology, but some even left the company. After joining the company,
Yasunori Kobayashi was appointed President in 1991, and came to question the company’s low-mix/high-volume
approach to manufacturing, which treated workers like machines. In 1999, Kobayashi Manufacture changed its
management orientation, transforming itself from a company that prioritized speed to one that sought to ensure
the happiness of each of its employees. Efforts were commenced to create a working environment in which the
company'’s employees could perform their jobs energetically and with a sense of the value of the work.

As times changed, the company found that its clients were demanding the same low prices as were available from
overseas products, and it became difficult to ensure its previous level of profit. In 2008, the Lehman crisis occurred,
resulting in a significant decline in sales across the industry. Each time that the company faced these changes in its
circumstances and new challenging trials, it upgraded its IT system in an attempt to reduce costs through IT use.

First, the company upgraded its order management software, which had focused exclusively on the management
of dockets from the acceptance of orders to shipping, developing a production status management system that made
it possible for users to check materials, the status of the work, work history, solid diagrams, and estimates at a glance,
and that handled the acceptance and issuing of orders via electronic data interchange (EDI). The company also made
efforts to establish relationships of greater trust with its business partners via the speedy acceptance and issuing
of orders using EDI, in order to help secure new orders from existing and new customers. Next, it installed 90 Web
cameras in its factory and recorded all of its work procedures and the operations of the employees in charge of them.
In order to make it possible to instantaneously grasp the work procedures involved in manufacturing a product, the
company linked the images recorded by its cameras to the data in its production status management system.

In making these improvements to the company’s system, Mr. Kobayashi sought opinions from employees, and made the
system upgrades in stages in order to resolve any problems
that arose along the way. For example, Mr. Kobayashi
predicted that company employees might feel that they were
being put under surveillance, and object to the installation of
the Web cameras. He therefore explained to all employees in
advance that the purpose of the installation of the cameras
was to record manufacturing activities in order to increase
quality, boost productivity, and fairly assess each employee’s
way of working, and only went ahead with their installation
after receiving the agreement of the employees.

By upgrading its systems in steady stages and
rendering its manufacturing procedures visible as
described above, Kobayashi Manufacture has succeeded
in increasing the efficiency of its work processes. In
addition, the realization of an atmosphere of greater Company President Yasunori Kobayashi (R)
openness and communication has resulted in increased and Department Manager Masae Kurokawa (L)
employee motivation and productivity, and has seen the
company'’s results display a V-shaped recovery, returning
to their pre-crisis level the year after the Lehman crisis.

Mr. Kobayashi says “No matter how magnificent the
system, if a company’s employees are not satisfied with it,
the company will not obtain the results it desired. To ensure
that your investment is successful, dialogue with employees
is essential. The most important thing is to understand
what kind of company each employee wants the company
to be in the future, and to share these visions.” Kobayashi Manufacture Co., Ltd.’s head office and factory
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Case
2-2-7 Eagle Bus Co., Ltd.

A bus company that improved its unprofitable routes through a fusion of
digital and analogue: The introduction of an original system to reform its
work processes and the conducting of customer surveys

Eagle Bus Co., Ltd. (employees: 200; capital ¥50 million), based in Kawagoe City, Saitama Prefecture, is a
transportation company that operates route buses, high-speed buses, and sightseeing buses.

From its establishment in 1972, the company’s business focus was the operation of high-speed and sightseeing
buses. However, a request to the company from Hidaka City in Saitama Prefecture in 2006 to take over the
operation of bus routes when a major bus company pulled out of the area saw it newly add route bus operation
to its other business areas.

The route bus business that Eagle Bus. Co., Ltd. took over had been inefficiently managed, with no change to
the timetables in almost 40 years, and was chronically in the red. Believing that it would be necessary to optimize
timetables in order to bring unprofitable routes into the black, Masaru Yajima, the company’s President, brought
together the marketing methods for the identification of user needs that he had developed in the sightseeing
bus business and scientific methods for the understanding and analysis of transport data using IT, and created
and introduced a unique timetable optimization system. First, global positioning system (GPS) units and infrared
sensors were installed at the entrances of the buses on the routes in order to gather basic information. This enabled
constant monitoring of the status of operations, and the collection of data including data on the average number
of passengers and the length of delays by route, data on stops with a low rate of use, and data for different time
periods throughout the day. In addition, the company conducted a questionnaire survey of customers at the
same time as introducing the new system, in order to assess the needs of customers using the buses every day.
Bringing together the objective data obtained using IT and the results of the questionnaire survey, the company
reorganized its timetables in order to increase customer satisfaction
and boost profits with the optimum cost-benefit ratio.

The introduction of the IT system not only made the operation of
the bus routes visible, but also enabled the Eagle Bus to commence
management based on specific consumption (the quantity of various
factors of production required to produce a specific level of output)
in order to reduce costs. Efforts were made to increase profitability by
projecting the costs that could be reduced by shortening operating
times, and conducting thorough post facto assessments of the
reduction in costs following implementation.

The combination of the introduction of an IT system and the
conducting of a questionnaire survey enabled the company, four
years after taking over the operation of the routes, to achieve
increased customer satisfaction and a resultant increase in the
number of passengers, and to realize a return to profitability. In
order to maintain a high level of customer satisfaction, in addition
to day-by-day surveys, Eagle Bus also conducts questionnaire surveys
regarding passenger attitudes towards once-yearly changes in its
timetables, and, because the lifestyles of the residents of the areas
through which its routes run are changing, a questionnaire survey of
local residents once every three years.

Eagle Bus has succeeded in improving its unprofitable routes
through the introduction of IT, but still faces a severe business
environment, with the Ministry of Land, Infrastructure, Transport and
Tourism estimating that more than 70% of bus companies throughout
the country are operating at a loss. The company has succeeded in
significantly improving its balance of revenue and expenditure on
unprofitable routes, but its route bus business as a whole is still in the
red, necessitating further increases in productivity and profitability
into the future. Company President Masaru Yajima says “We have to
increase the profitability of our route bus business in the future, but
we can’t make increasing the profit rate our number one priority as
a management indicator. We also can't just judge the data based on
appearances. Although the introduction of IT has made it possible for
us to understand which routes were normally underused, we have to
ensure that we understand the needs of the customers who use those
routes before deciding on their continuation. Increased satisfaction . -
with our services is linked to increased profitability.” The company’s retro “CO-EDO Loop Bus”

An Eagle Bus Co., Ltd. route bus
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Case
2-2-8 Happy Co., Ltd.

A company that optimized its business and increased profitability through the
introduction of an electronic records system that centrally manages its services

Happy Co., Ltd. (employees: 25; capital: ¥53.5 million), based in Uji City, Kyoto Prefecture, offers a “Care
and Maintenance Service®” for clothes to customers throughout the country, based on a concept of enabling
its customers to enjoy their garments for as long as possible. The company operates without physical stores or
agencies, accepting orders by telephone or the Internet and making use of delivery services.

37 years ago, in 1979, company President Hideo Hashimoto established a dry cleaning business using equipment
that he had developed himself. By the latter half of the 1990s, he had expanded his business to almost 50 agencies.
However, the dry cleaning market in Japan began to shrink annually, for reasons including the limited cleaning ability
of dry cleaning procedures, and, as times changed, reduced prices due to increased competition and the trend towards
“fast fashion.” Recognizing the urgency of the situation, Mr. Hashimoto closed all his stores and established Happy Co.,
Ltd. in 2002. Mr. Hashimoto moved away from the dry cleaning business and developed a new area of business, a service
for revivifying clothes that involved a process of laundering that would not damage even high-quality fabrics (in 2006
he invented a world-first technique for laundering in water, which he called “Weightless Balance Laundering®”'®).

Happy Co., Ltd. makes skillful use of IT in its care and maintenance process. Employees first check the level of
soiling and the state of clothing received from customers, and create individual records for the items in the system.
Based on these records, company sales representatives advise customers as to the optimum care and maintenance
schemes and the potential risks. Procedures are commenced when the customer’s agreement is obtained. The
development and introduction of this core electronic records system enabled centralized management that
establishes a solid connection between front office processes (consultation and sales, settlement of accounts, etc.)
and back office processes (laundering, finishing, shipment, etc.), making it possible to optimize the business as
a whole. In addition, the recording of all work procedures by video cameras has enabled the transformation of
experience-based knowledge such as employees’ specific skills from implicit knowledge to explicit technique. This
“visualization” has further transformed human resources into assets, enabling the realization of high quality and
high added value, with a resulting increase in the level of customer satisfaction.

The use of a database that compiles data from the electronic records
system also enables the company to target customers and conduct efficient
sales. In addition to this, by linking its order Webpage to the electronic
records system, the company has created a cyber-physical system' that
allows customers to make orders from PCs and also smartphones and
other mobile terminals. By means of efficient sales procedures based on
data mining?® using this Big Data, the company is working to reduce costs,
increase repeat business, and increase its sales by acquiring new customers.

The original electronic records system that was introduced following
the company’s establishment did not possess the diverse functions of
the system today. Based on Mr. Hashimoto’s belief in not incorporating
functions that would not be used in the workplace, the system was
improved instages by arepeated process of trial and error thatreflected the
opinions of company employees. By incorporating an increasing number
of functions that enhanced convenience, Mr. Hashimoto succeeded in
creating a system that is able to be put to use in the workplace.

Following the completion of the electronic records system, which
provides a total management system, the company’s advertising expenses
were reduced to one-eighth, its sales were increased by 113%, and its
operating profit was approximately five times what it had been prior to
the completion of the system. The company’s prices are higher than those
of a normal laundering business, but its sales have steadily increased.
Since the completion of its management system, Happy Co., Ltd. has also
worked to make constant improvements to the system while reflecting
opinions from the workplace as to how to further optimize work
procedures and increase the added value of services.

Mr. Hashimoto says “We will continue to offer our customers a richer
lifestyle through our unique service for the revivification of their valued
garments, based on a concept of care and maintenance that goes beyond One of the company’s procedures
conventional laundering services.” (GO

Customer consultation at Happy Co., Ltd.

18) “Weightless Balance Laundering” is an original laundering method developed by Happy Co., Ltd. that realizes the cleaning ability that is the

strong point of washing in water with the ability to maintain the shape of clothes that is the strong point of dry cleaning, applying a water
washing process that does not use physical, mechanical force and is gentler than hand washing (patent granted for Japan and overseas).

19) “Cyber-physical systems” are services/systems that contribute to the realization of a more efficient and advanced society by bringing together the

information obtained from sensor networks, etc. making up embedded systems in the real world (physical) with the computing power of IT (cyber).

20) “Data mining” refers to automated search technologies and methods enabling patterns, trends, correlations, etc. that would not be discovered

by simple analyses to be determined in large volumes of data.
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Column 2-2-3 IT usage and labor productivity

The discussion so far has looked at how, even though SMEs as a whole are increasingly engaging
in IT deployment, there is still a good number not using things like computers or accounting
software. This column will examine the relationship between IT investment and labor productivity
at SMEs.

I IT usage and labor productivity

Fig. Column 2-2-3 (1) shows labor productivity levels by enterprise size based on differences in
IT usage at enterprises using data from 2074 Survey of Conditions in Information Processing and
2014 Basic Survey of Japanese Business Structure and Activities, both published by METI. We can see
that, regardless of enterprise size, enterprises with unclear IT goals and inadequate IT usage have
lower levels of labor productivity than do enterprises using IT for different business departments
and functions.

As shown earlier in Figs. 2-2-8 and 2-2-9, a strong percentage of SMEs are utilizing IT in the form
of packaged software and systems in the “finance and accounting” and “personnel affairs and
salaries” business domains, which are critical to every type of industry. These results provide further
grounds for the idea that enterprises that are deploying packaged accounting software and other
IT to improve operational efficiency are effectively improving productivity, while enterprises not
deploying accounting software, etc. are not achieving improved efficiency through IT, indicating
the latter is not improving productivity like the former is.

Fig. Column 2-2-3 (1) IT usage and labor productivity at enterprises, by size (2013)

BDifferent functions of IT are used by different business departments
(Million yen/people) OThe purpose of using IT is unclear, so IT is not adequately used

9

51 5.3

Large enterprises SMEs

Source: Recompiled from METI, 2074 Survey of Conditions in Information Processing and 2014 Basic Survey of Japanese
Business Structure and Activities.

Notes: 1. Based on fiscal 2013 labor productivity resulting from 2013 IT usage.
2. Labor productivity = amount of added value / number of employees.

l IT investment evaluation and labor productivity

Next let us look at Fig. Column 2-2-3 (2), which shows enterprises’ labor productivity based on
size and actions taken before and after IT investment. We can see that, regardless of enterprise
size, enterprises that made effect estimates prior to and after investing in IT had higher labor
productivity than those that made no estimates at all. Moreover, enterprises that conducted ex-post
evaluations in addition to preliminary evaluations and that carry out a PDCA cycle had even higher
levels of labor productivity.

This would suggest that SMEs can improve labor productivity to the level of large enterprises by
conducting much more thorough preliminary and ex-post evaluations when investing in IT.
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Fig. Column 2-2-3 (2) IT investment evaluations and labor productivity, by enterprise size (2013)

o By applying the PDCA cycle, an investment evaluation is made before and after making an IT investment,
and the results are used to make improvements or to decide on whether to continue the system

0 The effects of making an IT investment are predicted before the investment, but ex-post evaluation is not carried out
8 The effects of making an IT investment are predicted neither before nor after the investment
(Million yen/people)
1M r

Large enterprises SMEs

Source: Recompiled from METI, 2014 Survey of Conditions in Information Processing and 2014 Basic Survey of Japanese
Business Structure and Activities.

Notes: 1. Based on fiscal 2013 labor productivity resulting from 2013 IT usage.
2. Labor productivity = amount of added value / number of employees
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Column 2-2-4 Measures to support deployment and effective utilization

of IT

I Lending for investment in IT (IT funds)

The Japan Finance Corporation provides funding for equipment capital for the acquisition of
equipment, etc. that composes information networks SMEs need to computerize their business, as
well as working capital for the acquisition of software and for the production, screening, etc. of
digital content (see Fig. Column 2-2-4).

Fig. Column 2-2-4 Overview of IT fund programs

Enterprises for which any of the following apply:

1. Enterprises undertaking internal business improvement, information exchange, or other effective
measures aimed at upgrading the enterprise’s business through the use of information technologies

2. Enterprises conducting transactions or sending or receiving information over a network with
other enterprises, consumers, etc.

3. Enterprises endeavoring to bring the level of the information technologies used in its business to
the level of those used by a business partner or other outside entity

4. Enterprises endeavoring to innovate with respect to business methods, content, etc. through the
use of information technologies

5. Enterprises upgrading their information technology base, including efforts involving any
combination of 1 through 4 above

6. Enterprises that are or are attempting to operate a taxi business and are investing in digitalization
to equip their fleets with wireless technology (ended May, 2016)

7. Cable television service providers

8. Enterprises transferring, etc. taxable assets targeted for tax reduction as provided for by the
Consumption Tax Act

1. Enterprises for which any of 1 through 5 under “Loan Eligibility” apply
Equipment funds and leasing capital, etc. needed to acquire computers (including software)
2. Enterprises for which 6 under “Loan Eligibility” apply
Equipment funds needed to equip taxis with wireless technologies
Loan Usage 3. Enterprises for which 7 under “Loan Eligibility” apply
Equipment funds needed to provide 4K broadcasting
4. Enterprises for which 8 under “Loan Eligibility” applies
Equipment funds needed to acquire computers (including software) and other equipment for a
taxable business targeted for a reduced tax rate

SME Unit: ¥720 million (of which working capital is limited to ¥250 million)
Micro Business and Individual Unit: ¥72 million (of which working capital is limited to ¥48 million)

Loan Eligibility

Loan Limits

SME Unit: Standard interest rates, special interest rates
Micro Business and Individual Unit: Standard interest rates, special interest rates

Equipment funds: Not exceeding 20 years (including a period of deferment not exceeding 2 years)
Working capital:  Not exceeding 7 years (including a period of deferment not exceeding 2 years)

Managing Financial | Japan Finance Corporation (SME Unit as well as Micro Business and Individual Unit)
Institutions Okinawa Development Finance Corporation

Loan Interest Rates

Loan Periods
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Column 2-2-5 Competitive IT Strategy SME Selection 100

A program jointly conducted by METI and related agencies, the Competitive IT Strategy SME
Selection 100 selects SMEs that are proactively endeavoring to effectively utilize IT in competitive
fields and presents their efforts as best practices.

In contrast to the kind of IT investment practiced by Japanese enterprises, that is “conservative”
investment focused mainly on improving business efficiency and cutting costs, American enterprises
are using IT to strengthen product and service development capabilities while creating new
value and honing their competitive edge through business model reform supported by IT. Amid
the changing environment surrounding SMEs, which includes a declining and aging population
alongside a changing employment structure, Japanese SMEs — which form the economic foundation
of the country — will need to focus further energies on “competitive IT investment” if they are to
strengthen their earning power.

Those selected are SMEs that effectively utilize IT to expand profits by strengthening current
business and to create new value by venturing into new areas of business.

The acceptance of applications began in fiscal 2014, and the program plans to select about 100
companies over a three-year period?".

WHDITREFNERTE

21) 33 SMEs were selected on October 27, 2015 during the first phase. Information about the selected companies can be found on METI’s
website at http://www.meti.go.jp/policy/it_policy/investment/it_keiei/100sen.html.
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3. Utilization of IT personnel

We have so far looked at issues faced by enterprises
investing in IT and at “IT personnel®?” as one reason for
enterprises’ not investing in IT. This section will look at
the present state of and issues concerning IT personnel
needed to succeed with IT investment.

[ Present state of IT personnel utilization

Fig. 2-2-15 looks at IT personnel sufficiency based
categorized by industry. In every industry, roughly
30% of enterprises said that IT personnel were either
“Sufficient” or “Generally sufficient”. Meanwhile, some
50% to 60% of respondents in every industry chose either
“Somewhat lacking” or “Greatly lacking”, indicating an
overall lack of IT personnel.

Fig. 2-2-15 IT personnel sufficiency by industry

o Sufficient
BSomewhat lacking

BNot needed, IT human resources are outsourced

All industries

OGenerally sufficient
DOGreatly lacking
mNo IT human resources are not needed in the first place

(n=3, 069) . 29.9
Manufacturing
(n=761) 2.6
Wholesale trade =,
(n=870) 3. 6 31.0
Retail trade E
(n=100) 1.0 32.0
Services
(n=283) .;.;.: 21.9
Other
et oen L5 2.8
0%
Source:
2015), commissioned by the SME Agency.
Note: Based on data from enterprises currently investing in IT.

Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

22) “IT personnel” here refers to personnel that use IT or plan, implement, and manage the deployment of information systems.
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Next, Fig. 2-2-16 shows IT personnel utilization by
business domain and Fig. 2-2-17 shows IT personnel
working in each business domain. Keeping in mind that
IT personnel are not needed in certain business domains
in certain industries, the business domain found to have
the most IT personnel working in it was “Finance and
accounting”, followed by “Sales and planning”, “Internal
information sharing”, and “Procurement and purchasing”.
We can also see that, compared to other business domains,
the “Finance and accounting” and “Personnel affairs
and general affairs” domains had higher percentages
of enterprises utilizing highly-specialized IT personnel
recruited via external outsourcing as freelancers® or as
personnel from information systems firms, as opposed
to IT personnel employed in-house to perform jobs as
systems engineers®”, project managers®), and other IT

engineers in charge of developing and operating systems,
as well as IT engineers that analyze data, such as data
scientists®®.

These results also suggest there is a high percentage
of enterprises employing highly-specialized IT
personnel in-house in order to differentiate themselves
from competitors. These are the development and
design, production, and other business domains in
the manufacturing industry and the procurement and
purchasing, physical distribution, and other domains in
the wholesale and retail trade industries, among others.
On the other hand, an increasing number of companies
is utilizing IT personnel recruited via outsourcing for
business domains such as finance and accounting, which
are critical to every industry, as there is no need to
differentiate oneself from competitors in such domains.

Fig. 2-2-16 Methods for utilizing IT personnel, by business domain

(%)
50
45
41.0
0 + [
3%
30 r
25
20
15
10
5 L
0 lelel 1 Zelel 1 lelelel 1 lelelal 1 Zelel 1 lelelel 1 Zelelel 1 Zelel 1 lelelel
Finance Sales Internal Procurement  Personnel Production Customer  Development Physical
and and information and affairs and support and design distribution
accounting planning sharing purchasing general affairs
(n=2, 603) (n=2, 556) (n=2, 420) (n=2, 454) (n=2, 461) (n=2, 356) (n=2, 186) (n=2, 242) (n=2, 204)
Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.
Notes: 1. Total does not always equal 100% as multiple responses were possible.
2. Based on data from enterprises currently investing in IT.

23) “Freelancers” here refer to those that do not work exclusively for any enterprise or organization and that provide their skills as
occupationally independent sole proprietors or private enterprises.

24) “Systems engineers” here refer to engineers whose primary duties are the planning, design, and operation of systems to ensure their smooth
operation.

25) “Project managers” here refer to project managers whose primary duties are coordinating schedules, ascertaining workloads, conducting
external negotiations, and managing operations.

26) “Data scientists” here refer to engineers and researchers who utilize statistics, data analysis, and other disciplines to perform duties that
involve leveraging large amounts of data for use in business strategy.
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Fig. 2-2-17 Composition of IT personnel being utilized by enterprises, by business domain

8|T engineers who engage in the development and operation of systems (system engineers, project managers, etc.)

O|T engineer who engage in data analysis (data scientists, etc.)

BExternal IT engineers (information systems companies, freelance engineers, etc.)

Development and
design
(n=562)
Internal information s
sharian
(n=90T)
Production
(n=736)

Procurement and
purchasing
(n=850)
Physical distribution [
(n=449) —

Sales and planning s
(n=1,016)
Personnel affairs |__
and general affairs |2
(n=835)
Finance and

accounting

42.9

(n=1,113)
Customer support [
(n=543)

44.6

0%

100%

Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Note: Based on data from enterprises currently investing in IT.

B Initiatives to recruit and train IT personnel

Figs. 2-2-18 and 2-2-19 look at enterprises with IT
personnel and show, respectively, these enterprises’
efforts to recruit and train IT personnel. With respect to
IT personnel recruiting, the largest group of enterprises
was those engaged in the “Assignment of employees who
are literate in IT”. Those engaged in the “Recruitment of
mid-career IT human resources” and “Strengthening of IT
education to employees who are literate in own company
operations” ranked second and third. This would suggest
that, among enterprises investing in I'T, many are recruiting
IT personnel by first reorganizing existing employees in
preparation for the investment and then hiring mid-career
IT personnel.

Regarding the training of IT personnel, the largest
group at 31.3% was that who said that “IT human resource
development is important, but no particular initiatives are
taken”, and this was among enterprises that currently have
IT personnel. It seems that enterprises with IT personnel are
facing a number of problems that are preventing them from
conducting sufficient training to improve these people’s
skills. In order to boost profit ratios and productivity
through IT investment, these enterprises will need to take
full advantage of the IT measures they implement. Doing
this will require having high-level IT personnel with the
relevant skills. Enhancing profitability through the use of
IT will perhaps require leveraging high-level IT personnel
through outsourcing in a flexible manner, in addition to
hiring such people as full-time employees.
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ith IT personnel

1ISes wi

Fig. 2-2-18 Efforts to recruit IT personnel among enterpr

(n=1, 059)

(%)

Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

1.

Source:

Total does not always equal 100% as multiple responses were possible.

2. Based on data from enterprises who were investing in IT and responded that their IT personnel was either “Sufficient”
or “Generally sufficient”.

Notes:

ith IT personnel
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Fig. 2-2-19 Efforts to train IT personnel among enterpr

(n=1, 026)

(%)

Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

1.

Source:

Total does not always equal 100% as multiple responses were possible.

2. Based on data from enterprises who were investing in IT and responded that their IT personnel was either “Sufficient”
or “Generally sufficient”.

Notes:
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l Issues concerning IT personnel recruiting and

training

Continuing on, let us examine issues enterprises are
facing in recruiting and training IT personnel. Figs.
2-2-20 and 2-2-21 look at enterprises who said they
had insufficient IT personnel and show, respectively,
problems concerning IT personnel recruitment and
training. Regarding problems involving IT personnel
recruiting, “The vision of necessary human resources
is unclear” was the top response, followed by “There
are no human resources with the necessary qualities”
and “There is only a small number of desired human
resources”. This suggests that, while enterprises may
want to recruit IT personnel, both personal qualities and
personnel quantities are lacking, preventing them from

recruiting the IT people they need.

As for problems involving IT personnel training,
“Thereisalack of employees who are capable of providing
guidance to or developing IT human resources” was the
top response, followed by “Employees cannot secure
the necessary time to receive education due to being
busy with work” and “There is little means or know-
how for providing guidance to or developing IT human
resources”. It would appear that enterprises lacking
sufficient IT personnel are not training these personnel
because they have no employees able to teach IT skills,
nobody has expertise in personnel training, and there is
no time to spend on personnel training as employees are
busy with other work.

Fig. 2-2-20 Problems with recruiting IT personnel among enterprises with insufficient IT
personnel

(%)
35

30

25

(n=1,274)

Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Notes: 1. Total does not always equal 100% as multiple responses were possible.
2. Based on data from enterprises who were investing in IT and responded that their IT personnel was either “Somewhat

lacking” or “Greatly lacking”.
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Fig. 2-2-21 Problems with training IT personnel among enterprises with insufficient IT

personnel
(%)
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(n=1, 468)

Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Notes: 1. Total does not always equal 100% as multiple responses were possible.
2. Based on data from enterprises who were investing in IT and responded that their IT personnel was either “Somewhat

lacking” or “Greatly lacking”.

l Utilization of external IT personnel

The discussion that follows will examine the utilization
of external IT personnel at SMEs. Fig. 2-2-22 looks at
different business domains and compares high-revenue
and low-revenue enterprises in terms of the extent to

which they utilize external IT personnel in addition to
full-time IT employees. From this we can see that more
high-revenue enterprises are using external IT personnel
than are low-revenue enterprises.
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Fig. 2-2-22 Proportions of external IT personnel being utilized by high-revenue and low-

revenue enterprises
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Note: Based on data from enterprises currently investing in IT.

In this section we have looked at IT personnel
utilization and seen that SMEs lack the IT personnel they
need to invest in IT. Through Figs. 2-2-20 and 2-2-21
we have also seen that, due to the many problems SMEs
face, they are not able to sufficiently recruit or train IT
personnel. On the other hand, high-revenue enterprises
are overcoming IT personnel shortages by utilizing
external personnel. We can likely be certain that, due to
a declining overall population resulting from a declining

birth rate and population aging, labor shortages will
continue to worsen at SMEs in Japan. These shortages,
however, can be mitigated by using IT to rationalize
business processes. As the external business environment
continues to change, one effective method going forward
may be the enterprising utilization of IT in ways suited to
that enterprise by leveraging outside resources as needed,
rather than investing in IT using the enterprise’s internal
resources alone.
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Column 2-2-6 Support measures for IT personnel shortages

I Strategic CIO Development Support Program

This program is run by the Organization for Small & Medium Enterprises and Regional Innovation
and targets SMEs making systematic efforts to use IT in order to execute medium- to long-term
management strategies. It provides — for relatively extended periods — to these enterprises
specialists with ample knowledge of and experience with IT management and providing support in
drafting and executing IT implementation plans based on management strategies, and also trains
IT personnel for these enterprises.

Program Overview

SMEs systematically engaged in resolving management problems and achieving management
Eligible Enterprises | reform by deploying relatively advanced IT systems that allow for things such as coordination
between departments and companies

Dispatching of specialists to SMEs, providing support listed below, and allowing SMEs to play

a proactive role in the support process in order to train IT personnel within their enterprises.

1. Comprehensive support covering everything from management and IT strategy creation to
developing, migrating, operating, and expanding systems

2. Support for efforts ranging from management and IT strategy creation to IT planning

3. Support for efforts ranging from business practice improvement to achieving the ideal IT plans

4. Support for efforts ranging from companywide information management strategy creation to
achieving the ideal IT plans

Dispatch Fees ¥17,200 per person/day (including tax)
Dispatch Period 6 months to 1 year

Support Provided

Individuals with CIO experience, SME consultants, IT coordinators®”, and other advisers with
practical experience resolving and helping to resolve management problems using IT

Specialists Dispatched

27) “IT coordinators” here refer to experts that have knowledge of both IT and enterprise management and that provide IT implementation
support services aimed at achieving executives’ management strategies.
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4. Conclusion

Chapter 2 has looked at the present state of IT
investment, the effects of this investment, and the key
points and problems on the path to achieving investment
success at SMEs.

While there are enterprises that have not implemented
IT due to a range of issues and enterprises that have
invested in IT but are not enjoying the expected
benefits, both can improve their business performance
by following the examples of efforts by high-revenue

enterprises analyzed in this chapter, understanding the
key points of IT investment success, and investing in IT
while utilizing a variety of IT personnel.

Although labor shortages are likely to intensify as a
decreasing birth rate and aging population contribute
to an overall population decline in Japan, SMEs can
expect that IT implementation will allow them to not
only rationalize business processes and economize on
manpower but also boost their earning power.
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Chapter 3

Initiatives among SMEs to tap into overseas demand

As discussed in Part I and Chapter 1 of Part II, there is a possibility that domestic demand in
Japan will shrink as a result of the structural problems of declining total population and declining
productive-age population due to the nation’s declining birthrate and aging population. However,
as also discussed in Chapter 1 of Part II, overseas demand is expanding, and the number of foreign
tourists visiting Japan is also increasing. Furthermore, we can project a further deepening of
Japan’s relations with the rest of the world against the background of the Trans-Pacific Partnership
(TPP), and this will include links in the area of trade. Given this, accessing overseas demand will
be a vital factor in enabling Japan’s SMEs to expand their sales figures.

Following a discussion of changing trends in overseas expansion among Japan’s SMEs, this
chapter follows on from Chapter 2 of Part II in analyzing the effect, the status, and the issues of
investment in overseas expansion based on the results of the Questionnaire on Small and Medium
Enterprises’ Growth and Investment Activities. This chapter will also specifically focus on three
types of investment — investment in export (direct” and indirect”), direct investment®, and
responses to inbound tourism® — and will consider future directions for investment in overseas

expansion®.

Section 1

Changing trends in overseas expansion —The importance

of overseas expansion against the background of the TPP—

In considering the status of overseas expansion among
Japan’s SMEs, we will first offer an overview of the TPP,
concluded in 2015.

The Trans-Pacific Partnership Agreement, involving
12 countries (Japan, the US, Canada, Mexico, Chile,
Peru, Malaysia, Singapore, Viet Nam, Brunei, Australia,
and New Zealand), was concluded on October 5, 2015.
Establishing new rules in a broad range of areas, including
the abolition of tariffs, the liberalization of investment
and services, the protection of intellectual property,
e-commerce, and temporary entry for businesspersons,
the TPP will result in the formation of an enormous, high-
level free trade area in an economic zone that represents
approximately 40% of global GDP and approximately
30% of Japan’s total export value. This agreement is
expected to offer large numbers of SMEs and midsized
companies not only in the manufacturing industry but
also in the service industry with an opportunity for
expansion.

The TPP eliminates 99.9% of tariffs on the industrial
products exported by Japan, considered from the
perspective of ultimate export value. Taking automotive
parts as an example, the US (current tariff rate: 2.5%)
has agreed to immediately eliminate tariffs on auto parts
representing more than 80% of export value; Canada
(current tariff rate: 6.0%) has agreed to immediately
eliminate tariffs on products representing just under 90%
of export value in this area. This reduction of tariffs will
not only boost exports for SMEs and midsize companies
themselves, but also offers these companies significant
benefits via the expansion of exports by large enterprises.
The TPP will also eliminate tariffs on items produced by
regional SMEs, such as textiles and ceramics. For example,
the US will immediately eliminate tariffs on products
accounting for 75% of the value of Japanese ceramic
exports to the country; the US will phase out its current
tariff rate of 9.1% on towels over five years, while Canada
will immediately eliminate its current tariff of 17%.

1) Direct exports are exports for which customs procedures are conducted by a company itself or in the name of the company.

2) Indirect exports are exports conducted by domestic trading companies or wholesalers, export agents, etc.

3) Direct investment refers to investment to establish an overseas subsidiary or capital participation in an overseas company.

4) Responses to inbound tourism refers to the sale and provision of a company’s goods and services to tourists visiting Japan from overseas.

5) Overseas expansion also includes importing, the establishment of business tie-ups with overseas companies, etc., but these will generally not

be considered in this chapter.
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With regard to rules of origin, the TPP employs a
system of full cumulation of origin, in which origin is
judged on the basis of the cumulation of added value and
processing procedures in multiple signatory countries
(Fig. 2-3-1). This means that goods are able to satisfy
rules of origin requirements based not only on production

Fig. 2-3-1

Image of full cumulation system

in a single country, but also on the cumulation of added
value, etc. within the TPP region. This makes it possible
to utilize the TPP through a more diverse range of
production networks, a fact that benefits companies which
export parts and other products manufactured in Japan.

(Ex.) Scenario in which rules of origin specify 45% added value

(Figures and images are for the purpose of illustration only)
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In the absence of a cumulation rule, because the value added by nation A is 20%, the rule of origin requirement for added value of
45% is not satisfied. The cumulation system means that Japan’s 25% added value and nation A's 20% added value are cumulated
to make a figure of 45% added value. At an added value of 45% or above, the product is recognized as an originating product.

rary T
*Full cumulation system: Normal cumulation systems only allow cumulation for parts that satisfy the area’s rules of origin. The full’cumulation system employed by the
TPP makes it possible to cumulate value added to a part by countries within the area, even if the part itsélf'does not satisfy the rules of origin.

The TPP Agreement also liberalizes investment and the
provision of services across national borders. For example,
a country that is a recipient of investment is prohibited
from applying conditions to investment activities such
as the requirement for investors to conduct technology
transfers (the requirement for the transfer of specific
technologies, production processes, or valuable proprietary
knowledge to individuals within the country) or applying
royalty regulations (the requirement for the payment of
use fees of a fixed rate or value as specified by a licensing
contract). In addition, the introduction of Investor-State
Dispute Settlement (ISDS) means that if an SME or
midsize company has suffered damages as a result of unfair
treatment by a government, the company is able to directly
seek international arbitration regarding the issue.

Viet Nam and Malaysia have eased their restrictions on
external investment in convenience stores and other retail
businesses; Viet Nam has eased restrictions on investment
in a wide range of areas, including areas related to “Cool
Japan” initiatives, including theaters and live venues,
and tourism-related areas, including travel agents. This
easing of restrictions can be expected to offer benefits for
overseas expansion in a broad range of areas, including
the service industry. For example, SMEs and midsize
companies engaged in the production of foodstuffs
or specialty regional products will be able to expand
overseas through cooperation with convenience stores.
Fig. 2-3-2 compiles a list of examples of the benefits that
can be expected from the TPP.
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Fig. 2-3-2 Examples of benefits offered by the TPP Agreement

Facilitation of customs procedures (Rapid customs clearance, etc.)
e 48 hour rule for customs clearance from arrival of cargo (six hours in the case of express clearance)
- Reduces risk of delay in delivery to overseas customers. Beneficial for online sales, etc.

Enhancement of measures against counterfeit and pirated goods
e Grants authorities in each signatory country the right to interdict counterfeit goods at the border.
¢ Provides for mandatory criminal penalties, etc. for the use of labels or packaging that violate trademark rights and illegal recording of films.
- Approximately 20% of SMEs suffer losses due to counterfeiting of goods; these provisions offer the benefit of preventing the counterfeiting
of products manufactured by SMEs and midsize companies, and of protecting brands and technologies.
-> Offers the benefit of preventing piracy of digital content.

Introduction of rules concerning temporary entry of businesspersons

e Each signatory country has made pledges regarding the length of stay available to short-term business visitors, contracted service providers,
company transferees, investors, spouses, etc.
- Offers benefits to SMEs and midsize companies conducting trade negotiations, providing services, dispatching staff overseas, etc.

Introduction of rules concerning e-commerce
¢ Liberalization of cross-border data transfer.
¢ Abolition of requirement to locate servers in other countries’ territories.
- Will benefit SMEs and midsize companies engaged in the sale of products using IT from bases in Japan.

Introduction of rules concerning state-owned enterprises

e The TPP makes it a principle that state-owned enterprises will not discriminate against companies based in other signatory nations, and ensures
transparency among state-owned enterprises.
- These provisions will benefit SMEs and midsize companies conducting transactions with state-owned enterprises overseas.

Introduction of rules concerning government procurement

¢ Nations which are not parties to the WTO Agreement on Government Procurement, such as Viet Nam and Malaysia, will be subject to discipline
under the TPP.

¢ Organizations including some US power-related organizations and Malaysian investment-related agencies will be newly subject to discipline.
-> Improves access to infrastructure markets and government-affiliated agency procurement markets. SMEs and midsize companies will also benefit.

Introduction of rules concerning SMEs

¢ Each signatory nation will establish a dedicated website on which it publishes the text of the TPP Agreement, etc., which will include information
specifically for SMEs.

e The Agreement stipulates the establishment of subcommittees to identify means of supporting SMEs in making use of the business
opportunities offered by the TPP, etc.
- Nations will cooperate in encouraging the use of the TPP by SMEs.
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Case
2-3-1 Asai Nursery, Inc.

An example of an agriculture-commerce-industry joint venture that has
realized increased productivity through the use of Dutch cultivation techniques

Asai Nursery, Inc. (employees: 13; capital: ¥50 million), based in Tsu City in Mie Prefecture, cultivates flowers and
plants and operates a landscape gardening and greenification business, in addition to engaging in research and
development, cultivation, and distribution of agricultural products, chiefly tomatoes.

After its foundation in 1907, the company’s initial business focus was the cultivation and sale of trees for
greenification. During its heyday, the company’s annual turnover reached ¥500 million, but changes in lifestyle
following the collapse of Japan’s bubble economy saw demand for trees decline, and the company’s sales sank
to a tenth of what they had been in its peak period. In his university days, Asai Nursery’s President, Yuichiro
Asai, interned at a seed and seedling company in the US, and came to recognize the low level of productivity of
Japan'’s family-run agriculture in comparison to US-style agriculture. He felt strongly that he had to change Japan's
agriculture. Experience in the experimental cultivation of mini tomatoes and the systematization of cultivation
methods for a fertilizer company in Shizuoka Prefecture made him realize the potential of tomatoes. Believing
that he would be able to restructure his family’s company through research on mini tomatoes and their production
and sale, he returned home and commenced the greenhouse cultivation of tomatoes as a new business, having
been appointed the company’s President.

When he commenced the experimental cultivation of mini tomatoes, Mr. Asai had no expertise in cultivating
vegetables, and he found it hard going. Encouraged by Professor Norihiro Nishimura of Mie University, he entered
the university’s graduate school and commenced research on the selective breeding of tomatoes using genome
technology. He also introduced a system created by a Dutch company which is the world’s largest producer of
greenhouse cultivation systems, and focused on increasing productivity, receiving advice from Dutch consultants
and controlling the temperature, humidity, and amount of carbon dioxide in the greenhouse. In the area of
distribution, Mr. Asai commenced direct sales, enabling him to maintain a constant awareness of customers’
needs and to avoid being caught between agricultural cooperatives and other entities, and he steadily cultivated
business partners.

Four years ago, seeking to expand its sales channels and spur overseas demand, Asai Nursery formulated a plan
to jointly launch a Vietnamese subsidiary that would become a local production base. However, this attempt failed
as a result of trouble with the company’s local business partner. Learning from this experience, Mr. Asai created
a system enabling the company to expand its business overseas by traveling overseas and surveying foreign
markets for himself, identifying reliable local partners
and employing staff possessing language abilities
making it possible to smoothly conduct overseas business
and local Chinese personnel with Ph.D. degrees. The
company is today exporting tomatoes and other high-
quality agricultural produce to Asian countries including
China and Singapore, and, while the pace is gradual, its
overseas sales are increasing.

In 2013, Asai Nursery was involved in the joint
foundation of Ureshinoagri Inc., an agriculture-
commerce-industry joint venture (Tsuji Oil Mills Co.,
Ltd: 65%; Asai Nursery, Inc.: 20%; Mitsui & Co., Ltd.:
15%) seeking to incorporate industrial and commercial
expertise in order to realize a new agriculture. In
September 2014, the venture completed the construction
of alarge-scale plant factory with a total floor area of two :
hectares. The facility focuses on the production and sale Yuichiro Asai, President of Asai Nursery, Inc.
of high-quality mini tomatoes, using sunlight and waste
heat from a neighboring Tsuji Oil Mills biomass boiler for
greenhouse temperature management, and applying
the latest technologies to the maintenance of optimal
temperature conditions for tomatoes, using sensors
and computers. In addition to this, the standardization
of procedures inside the greenhouse has enabled the
realization of a high level of productivity.

Mr. Asai says “In addition to expanding our joint
venture in future, | also want to work to move into the
global food market by gathering together young farm
managers and promoting the overseas expansion of
Japan'’s agricultural and food industries.” “Ureshino” truss tomatoes produced by Asai Nursery, Inc.
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Section 2
Status and outcomes

This section will consider the status of investment in
overseas expansion among Japanese SMEs, and clarify

Investment in overseas expansion among SMEs:

the outcomes which can be obtained from conducting
such investments.

1. Outcomes of investment in overseas expansion and effects on enterprises

Bl Outcomes of investment in overseas expansion

Fig. 2-3-3 shows outcomes from exports, direct
investment in production bases, direct investment in
sales and services bases, and investment in responses to
inbound tourism. For each of these types of investment in
overseas expansion, the proportion of enterprises which
have experienced positive outcomes in terms of “Sales
expansion” and “Development of new markets, and
acquisition of new customers overseas” is high. This can
be considered to indicate that no matter which category
is chosen, conducting investment in overseas expansion
leads to the acquisition of overseas customers, and as a
result to increased sales.

The proportion of enterprises responding “Increase
in brand recognition” is also high in the categories of
exports and investment in responses to inbound tourism.
It may be inferred from this that the presentation of
goods and services to overseas customers in their own
countries and to overseas visitors to Japan increases a
company’s level of recognition and boosts the value of
its brand.

Numerous enterprises indicated “Cost reduction,”
“Increase in customer satisfaction,” and “Increase
in profit rate and productivity” as effects of direct
investment in production bases. In the case of direct
investment in sales and service bases, a higher proportion
of enterprises indicated the “Development of new markets
and acquisition of new customers overseas” as outcomes
than was the case for other forms of investment, and
numerous enterprises also indicated the “Collection of
information on overseas markets,” “Enhancement of
sales and marketing ability and planning ability,” and
“Increase in customer satisfaction” as effects. We can
infer that direct investment in production bases enables
enterprises to reduce costs and increase their productivity
and profit rate by taking advantage of the low-cost labor
and geographical advantages offered by locating their
production bases overseas. In the case of direct investment
in sales and service bases, it can be assumed that the
establishment of sales centers and offices overseas and the
subsequent pursuit of sales activities enables enterprises
to collect information on overseas markets and to acquire
new overseas customers.
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in overseas expansion

Fig. 2-3-3 Effects of investment

(1) Effects of export

=611)

(n

72.2

80
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Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December

2015), commissioned by the SME Agency.

Source:

Categories respectively aggregate results for companies investing in export, conducting direct investment in production

or sales/service bases, or investing in responses to inbound tourism.
2. Total does not always equal 100% as multiple responses were possible.

1.

Notes:

163



164

Chapter 3 Initiatives among SMEs to tap into overseas demand

l Changes in recurring profit margin with

investment in overseas expansion

In order fora company to boost its earning power, it must
increase sales and reduce costs to increase profitability.
What is the correlation between investment in overseas
expansion and labor productivity? Using data from the
Ministry of Economy, Trade and Industry’s Basic Survey
of Japanese Business Structure and Activities, this section
will consider changes in labor productivity following the
commencement of exports and the conducting of direct
investments, in order to determine whether investment
in overseas expansion contributes to increased labor
productivity.

Based on data for SMEs that responded each fiscal
year to the survey regarding their export status from fiscal
2001 to fiscal 2013, Fig. 2-3-4 shows changes in labor

productivity for companies that conducted continuous
exports from fiscal 2001 to fiscal 2013 (“exporting
companies” below) and companies that did not conduct
any exports between fiscal 2001 and fiscal 2013 (“non-
exporting companies” below), with the figure for 2001
considered as 100. For non-exporting companies, there is
little change in the level of labor productivity from fiscal
2001 to fiscal 2013. By contrast, exporting companies
display a steady increase in labor productivity from
fiscal 2001 onwards. While labor productivity figures for
exporting companies dipped temporarily below those for
non-exporting companies in 2009 due to the effect of the
Lehman crisis, they recovered following this, and have
maintained a consistently high level in relation to figures
for non-exporting companies.

Fig. 2-3-4 Labor productivity for exporting and non-exporting companies
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Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.

2. Labor productivity calculated as value added domestically divided by number of domestic employees.
3. Aggregates results for companies responding to the survey every fiscal year from fiscal 2001 to fiscal 2013.

Fig. 2-3-5 shows the relationship between direct
investment and labor productivity. Based on data for
SMEs that responded each fiscal year to the survey
regarding their direct investment status from fiscal
2001 to fiscal 2013, the figure shows changes in labor
productivity for companies that conducted continuous
direct investments from fiscal 2001 to fiscal 2013 (“direct-
investing companies” below) and companies that did not

conduct any direct investments between fiscal 2001 and
fiscal 2013 (“non-direct-investing companies” below),
with the figure for 2001 considered as 100. As in the case
of results for exports, little change in labor productivity
is observed for the non-direct-investing companies from
fiscal 2001 to fiscal 2013. By contrast, labor productivity
began to increase for direct-investing companies from
fiscal 2001. Figures dipped below those for non-direct-
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investing companies in fiscal 2009 due to the effect of the
Lehman crisis, but recovered following this to maintain

a consistently high level in relation to figures for non-
direct-investing companies.

Fig. 2-3-5 Labor productivity for direct-investing and non-direct-investing companies

—&— Companies that maintained consistent direct investments from fiscal 2001 to fiscal 2013
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Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.

2. Labor productivity calculated as value added domestically divided by number of domestic employees.
3. Aggregates results for companies responding to the survey every fiscal year from fiscal 2001 to fiscal 2013.

The results discussed above do not demonstrate a
causal relationship between investment in overseas
expansion and increased labor productivity (it is not clear
whether investment in overseas expansion increased labor
productivity for these companies, or whether companies
boasting a high level of labor productivity conducted
investments in overseas expansion), but they do at least
demonstrate that there is a correlation between investment
in overseas expansion and increased labor productivity.

l Relationship between investment in overseas
expansion and number of domestic workers

Up to this point, we have considered outcomes related
to investment in overseas expansion. This section will
look at the effect of investment in overseas expansion on
employment in companies.

Fig. 2-3-6 shows changes in the number of domestic
workers with investment in overseas expansion, by type
of investment. Slightly more than 10% of companies
conducting direct investment in order to establish
production bases overseas responded that their number
of domestic workers had declined, a higher proportion
than for companies conducting other types of investment.

However, for all types of investment, approximately
70 to 80% of companies responded that there had been
no change, and the proportion of companies responding
that their number of domestic workers had increased is
consistently higher than the proportion responding that
the number had decreased.

Based on these results, we may conjecture that in the
case of investment in exports and responses to inbound
tourism, with the commencement of investment in
overseas expansion, companies acquire new customers,
increasing their sales and turnover, and hire more
domestic workers in order to respond to this increased
sales volume. In the case of direct investment for the
establishment of production bases, because production
processes originally conducted domestically are shifted
overseas with the establishment of local factories, etc., the
number of domestic workers decreases. However, we can
also assume the existence of companies which increase
their domestic workers following the commencement
of direct investment, for example through the hiring of
domestic personnel for the management of overseas
subsidiaries, the collection of information on overseas
markets, the formulation of business strategy, etc., or
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through the domestic recruitment of specialized personnel This indicates that rather than hollowing-out domestic
with the transition to a high-value-added research and employment, investment in overseas expansion has the
development-based business model. potential to boost employment.

Fig. 2-3-6 Changes in number of domestic workers with investment in overseas
expansion (by type of investment)
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Source: Teikoku Databank, Ltd., Questionnaire on Small and Medium Enterprises’ Growth and Investment Activities (December
2015), commissioned by the SME Agency.

Note: Categories respectively aggregate results for companies investing in export, conducting direct investment in production
or sales/service bases, or investing in responses to inbound tourism.
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Case
2-3-2 Kahoku Lighting Solutions Corporation

A company that has enhanced cost-competitiveness and realized high
added value by establishing overseas production bases and strengthening
its domestic business

Kahoku Lighting Solutions Corporation (employees: 120; capital: ¥100 million), based in Ishinomaki City
in Miyagi Prefecture, is a manufacturer of light bulbs and other lighting products for industrial and medical
applications.

The company was established in 1927 as a manufacturer of lamps for projectors. Over the course of its
history it concluded joint venture contracts with the overseas companies GTE Sylvania, Inc. and Phillips
Lighting Holdings B.V., but in 2006 the company extinguished these contracts, and became independent as
Kahoku Lighting Solutions Corporation. Because the company had previously been foreign-owned, it had
for years been conducting exports to countries and regions including Asia, the US, and Europe, and its ratio
of overseas sales was high. Possessing no brand power in comparison to larger companies, the achievement
of brand recognition among users represents an issue for the company. Kahoku Lighting Solutions’ strength
is its ability to understand customer desires and dissatisfactions that larger companies are unable to respond
to, and to respond flexibly to these needs using the expertise it has accumulated in the more than 80 years
since its foundation in 1927.

The Lehman crisis in 2008 reduced revenue by around 30%, and area such as semiconductors received a
significant effect. Feeling that it was necessary to find a new business axis to add to its business in the areas of
medical equipment and semiconductors, one that would not be affected by economic downturns, the company
turned to airport lighting. However, manufacturing its products in Japan meant that it was unable to match
existing manufacturers in terms of cost. In order to realize cost-competitiveness, the company therefore began
to investigate offshore production from 2009. Representatives traveled overseas and collected information
on overseas markets, and the company began formulating a business plan for overseas expansion. It then
proceeded to systematically implement its overseas expansion plan, beginning with the selection of a country
or region to locate its production base in. Taking costs and the level of acceptance of Japanese companies into
consideration, the company selected Viet Nam, and commenced operation of a local subsidiary in April 2013.

In conducting investment in overseas expansion, the company first consulted with the liaison service of
the Japan External Trade Organization (JETRO) for the support of Japanese companies venturing overseas.
JETRO was able to introduce it to a partner with extensive knowledge of manufacturing in Viet Nam. As
a result, the company was able to secure local personnel for the main posts in its local subsidiary, and its
factory launch was extremely smooth. One staff member from the Head Office in Japan is stationed in
Viet Nam, with the remaining almost 30 employees having been locally recruited. The local personnel tend
to be hard-working, and the development of their skills through efforts by the company to cultivate its
human resources has enabled the realization of increased operational efficiency. However, because local
employees often quit very soon after commencing their employment, the company feels that in the future
it will be necessary to make improvements to employee treatment and the working environment in order
to retain local staff. The fact that the local legal system and business practices differ from Japan’s in many
areas has also meant that the company has experienced its share of problems in Viet Nam, but step-by-step
instruction is gradually leading to improvements.

The establishment of an overseas production base through the foundation of a local subsidiary has enabled
the company to reduce manufacturing costs, and the creation of a system of overseas mass production is
gradually increasing sales, boosting its profit rate.

The establishment of an overseas production base, the overseas shift
of its domestic production, and the creation of a system of overseas mass
production has also not only made it possible for the Japanese Head
Office to strengthen its research and development efforts, enabling it to
respond to new demand in the future, but also to plan the establishment
of a system for high-unit-cost small-lot production.

Company President Yasumasa Konno says “In the domestic market we
were fighting for customers, and it was vital for us to access overseas
demand through exports and direct investment in order to increase
our sales. We are also aware that our main products at present might
not be successful forever, and so we want to enhance our research and
development in Japan and create a system that enables us to respond
rapidly to future demand. To make this possible, we intend to boost our
company metabolism by recruiting personnel able to advance research

. A . Yasumasa Konno,
and development and sales every year, and giving attention to fostering President of

these human resources.” Kahoku Lighting Solutions Corporation
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2. Status of overseas expansion among SMEs

This section will consider the status of exports, direct
investment, and responses to inbound tourism among
Japan’s SMEs against the background of intensifying
international competition with the growth of companies
in emerging nations.

[ Status of exports among SMEs
The status of exports among Japan’s SMEs will be

Fig. 2-3-7 Number

considered first. Fig. 2-3-7 shows changes in the number
and percentage of exporting companies among small and
medium-size manufacturing enterprises (SMMs) and
micro manufacturing businesses. While the number of
exporting companies among SMEs and micro-businesses
has increased over the long-term, the percentage of these
companies against the total number of SMMs has not
exceeded a low 3.5%.

and percentage of enterprises conducting direct exports

(by enterprise size; manufacturing industry)
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Sources: Recompiled from METI, Census of Manufactures; MIC, METI, 2012 Economic Census for Business Activity.

Notes: 1.

Statistics for workplaces with four or more workers re-aggregated for units of companies.

2. According to the 20713 Census of Manufactures, there are approximately 180,000 SMEs and approximately 130,000
micro businesses with manufacturing sites having four or more workers.

Fig. 2-3-8 shows the composition of direct export
by small and medium-size manufacturing enterprises
conducting direct exports, by industry. Of 24
classifications for the manufacturing industry, the top five
business types account for 50.3% of exports, or more than

half of the total. This indicates that export among Japan’s
SMMs is fundamentally underpinned by machinery and
equipment-related export, in particular the export of
production machinery.
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Fig. 2-3-8 Composition of direct export (by industry; SMMs)
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Source: Recompiled from METI, 2013 Census of Manufactures.

Note: Statistics for workplaces with four or more workers re-aggregated for units of companies.

Fig. 2-3-9 shows changes in the number of enterprises with the exception of the period directly following the
conducting direct exports in the top five industry categories Lehman crisis, while numbers in the other four industry
from Fig. 2-3-8. Production machinery and equipment categories have recovered to roughly their pre-Lehman
manufacturing, the category with the highest number of levels in recent years.

exporting companies, has maintained a consistent increase
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Fig. 2-3-9 Changes in the number of enterprises conducting direct exports

(by industry; SMMs)
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Sources: Recompiled from METI, Census of Manufactures; MIC, METI, 2012 Economic Census for Business Activity.
Notes: 1. Statistics for workplaces with four or more workers re-aggregated for units of companies.
2. Results for top five industry categories in 2013.

Fig. 2-3-10 compares the ratio of SMMs conducting increase between 2009 and 2013 is greater in proportion to
direct exports by number of employees, for 2009 and the size of the company indicates that the manufacturing
2013. These results show that the ratio of exporting industry, which is characterized by comparatively large-
companies increases with an increasing number of scale companies, has driven the increase in the number of
employees. In addition, the fact that the amplitude of the companies conducting direct exports.
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Fig. 2-3-10 Ratio of enterprises conducting direct exports

(by number of employees; SMMs)
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Sources: Recompiled from METI, 2009 Census of Manufactures and 2013 Census of Manufactures.
Note: Statistics for workplaces with four or more workers re-aggregated for units of companies.

Fig. 2-3-11 compares the number of exporting
companies and the annual value of exports for large
enterprises and SMEs. Data for the number of exporting
companies were aggregated from METI, 2013 Census of
Manufactures®, and data for the value of exports were
aggregated from METI, 2014 Basic Survey of Japanese
Business Structure and Activities”. The fact that there are
differences between the enterprises surveyed in the data

sets should be borne in mind. The results show that while
approximately 90% of Japan’s 7,225 exporting companies,
or 6,397 companies, are SMEs, at an annual export value
of 3.38 trillion yen, they account for less than 10% of the
nation’s annual export value of 56.80 trillion yen. This
demonstrates that the export value per company for SMEs
is extremely low in comparison to large enterprises.

6) The Ministry of Economy, Trade and Industry’s Census of Manufactures is a survey focusing on manufacturing industry workplaces

throughout Japan with four employees or more.

7) The Ministry of Economy, Trade and Industry’s Basic Survey of Japanese Business Structure and Activities is a survey focusing on

companies with 50 or more employees and capital of ¥30 million or more.
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Fig. 2-3-11 Number of exporting companies and value of exports
(by enterprise size; manufacturing industry)
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