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Part I of this report analyzes recent SME trends, and examines the life cycle and productivity of SMEs and the employment
environment and labor shortage situation surrounding SMEs.

Based on the information presented in Part I, Part II focuses on the life cycle of SMEs and the human resources that
support them, and analyzes their startup, business succession, growth through new business development, and initiatives
for acquiring human resources.

Partl Developments among SME:s in fiscal 2016

Current state of SMEs

The Japanese economy is continuing to improve, and the environment surrounding SMEs and micro-businesses is also
showing a trend toward improvement.

However, the degree of improvement varies according to enterprise size, industry, region, and other such factors, and
various issues also exist, such as the sluggish growth of capital investment and sales. Furthermore, there still remains a
disparity in the transaction environment between large enterprises and SMEs.

The life cycle and productivity of SMEs

The number of enterprises in Japan is declining, but while the number of small enterprises marked a significant decline
from 2009 to 2014, the number of medium enterprises increased over the same period. With a conspicuous increase in
number of workers, medium enterprises are gradually strengthening their presence in Japan’s economy.

Trends in the components of the life cycle of enterprises, including market entries and exits, are imposing a large
impact on overall SME productivity in Japan. Entries have boosted SME productivity as a whole, but the upward effect
has shrunken in recent years, in part due to market exits by high-productivity enterprises, which have pushed down overall
productivity.

The employment environment and labor shortage in SMEs

Amid an improving employment environment in Japan, the unemployment we see today could be said to be a structural
unemployment caused by mismatches. For example, underlying this structural unemployment is a mismatch in occupations
for which enterprises seek applicants and occupations that are sought by job seekers. Under this situation, SMEs that offer
attractive jobs and flexible working styles are being chosen as a place of employment.

Part I SME life cycle

New business startup/establishment

Entrepreneurial hopefuls and people making startup preparations face different concerns according to gender, age, and
other such attributes, but even those who have become entrepreneurs had not been able to receive the startup support they
needed, in many cases. After startup, entrepreneurs continue to face various issues at each stage of growth of their business.
For smooth business startup, entreprencurial hopefuls and people making startup preparations need to acquire information
on the support they require to resolve their respective issues, and to utilize those support schemes to their benefit. After



business startup, it is also important for enterprises to achieve the growth they envision by procuring funds and acquiring
personnel as appropriate to each growth stage.

Business succession

In order for a company president to begin preparing for business succession, approaches need to be made by people
around the president. Prompted by such approaches, the president could then develop an awareness of business succession
at an early stage, and seek the optimal method of handing down the business in consultation with people and institutions in
an advisory capacity, such as advising certified public accountants/tax accountants, financial institutions, and societies or
chambers of commerce and industry.

Business transfers, sale and integration (M&A) are important options to enterprises that do not have a candidate successor
but wish to continue their business. With regard to M&A schemes, various issues need to be addressed, but measures and
preparations have yet to make progress. It is important to business presidents that their advisors grasp latent needs and
develop a support framework that can address diverse issues, in cooperation with M&A specialists.

There is also a certain ratio of business presidents who choose to close their business, mainly among micro businesses.
When closing their business, some presidents wish to transfer the operations and assets of their company to another company.
In such cases, it is important to create a cycle in which the management resources of such enterprises are inherited by the
next generation.

Encouraging new business development

Enterprises that succeed in developing a new business place emphasis on marketing. Those that engage in marketing
activities up to the evaluation and verification stages gain the benefits of increased profitability and strong employee
motivations. Personnel shortage may be an issue in new business development, but to achieve future growth, it is important
for SMEs with limited management resources to actively engage in new business development, while also considering
utilizing external resources.

New technologies such as IoT and new economic schemes such as the sharing economy, are not yet being utilized to
a large degree by SMEs, but enterprises that utilize them are experiencing increased sales and reduced operational costs,
which lead to growth opportunities for SMEs.

Overcoming the personnel shortage

SMEs that succeed in acquiring personnel do so by clearly defining their company’s management policy, accurately
assessing the type of personnel they seek, giving information about themselves to potential personnel by the most effective
means, and utilizing diverse recruitment methods.

The difficulty in acquiring personnel is expected to continue, but many SMEs are employing diverse personnel by offering
flexible working styles, and are working to increase operational efficiency by improving their workplace environments and
operational processes so that these personnel can work comfortably. It is also important that SMEs leverage their flexibility
to promote IT, energy conservation, and the effective utilization of external resources as part of their internal reform, and
initiate further growth despite a shortage of personnel.
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Part II SME life cycle
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Tokaibane Mfg. Co., Ltd. and reflecting added value in its prices
A company that has been successful in
Case 2-3-3 Nagoya City, cultivating new customers by using the Internet | o
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: . . 436
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Case 2-3-6 Obihiro City, increased customer satisfaction and realized 450
Tokachi Bus Co., Ltd. Hokkaido Prefecture | growth through the active introduction of loT
technologies
Case 2-3-7 A company that provides a service enabling users
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Nokisaki Inc. and at any time
Chapter 4 Overcoming the personnel shortage
Name of enterprise, etc. Location Case Page
A company that has been successful in
Case 2-4-1 attracting and retaining employees by creatively
Adachi City, Tokyo modifying its production system, adopting a fair | 499
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Case 2-4-2 Matsue Git A company that has succeeded in retaining
Shiman PZ,f tur employees by realizing flexible working styles 510
Nagaoka Toso Co., Ltd. ane Frelecture | hat respond to the needs of individual workers
. A company that has cultivated a corporate
Case 2-4-3
. g:ﬁ;;a:glg‘géture culture allowing women to flourish, with “One 533
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Case 2-4-4 Gifu City, by ceaselessly improving its workplaces and 535
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) ¥, companies with professional female freelancers | 558
Waris, Inc. Tokyo

for the conclusion of service agreements
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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 “small enterprises” refers to
“small enterprises” as defined under Article 2, Paragraph 5 of said act. In addition, “medium enterprises” refers to SMEs
other than small enterprises. (More specifically, SMEs and small enterprises may roughly be categorized as follows.)

SMEs

(meet one or more of the following conditions)

Small enterprises
included among SMEs

Industry at left
. Number of regular Number of regular
Capital
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 Uptob
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

» Software industry & information service industry: Up to ¥300 million in capital or up to 300 regular employees
» Hotel industry: Up to ¥50 million in capital or up to 200 regular employees

[Small 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. The phrase “Recompiled from” that
is used in this paper indicates that the results shown have been independently calculated by the Small and Medium
Enterprise Agency using questionnaire data obtained from various statistical surveys.

(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) METI, 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 small enterprises. 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 small
enterprises. In consideration of sample sizes and response rates, moreover, the results concerning small 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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Chapter 1
Current state of SMEs

Section 1 Current state of Japan’s economy

The Japanese economy has been continuing on a
gradual recovery trend since the end of 2012 despite the
impact of the consumption tax increase, mainly owing
to increased corporate profits and an improvement in the
employment environment. This section will outline recent
developments in the Japanese economy.

First, let us examine the trend in Japan’s real GDP
growth, as a measure of economic growth (Fig. 1-1-1).
A solid trend was observed, with 2016 marking positive
growth for the fourth consecutive quarter and annual
growth rate was 1.0%, exceeding 1% for the first time in

Fig. 1-1-1  Real GDP growth rate

(1) Real GDP growth rate
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In terms of demand categories, personal consumption
showed positive growth from the first to third quarters,
and leveled off in the fourth quarter. The steady trend
thereafter shifted downward, however, due to the
impacts of the Kumamoto Earthquake of April 2016.
Nevertheless, export picked up mainly with regard to
electronic components and devices to Asian markets, and
contributed to the positive growth of real GDP in the third
quarter and beyond.
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Source: Cabinet Office, System of National Accounts.
Notes: 1. 2005 chained yen system

2. Figures are based on “Quarterly (secondary) preliminary GDP estimates for the fourth quarter of 2016” (@announced March 8, 2017).

Next, let us examine the actual business conditions
of 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) (Fig. 1-1-2).

From2013t02015,thebusiness conditions DI fluctuated

due to the consumption tax increase, but showed a rising
trend on the whole. In 2016, surveys conducted in March
and June revealed a decline in business conditions in the
manufacturing and non-manufacturing industries in the
context of economic deceleration in emerging countries
and a slowdown in consumption. In the latter half of 2016,
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however, exports picked up and prompted an improvement
in the manufacturing industries, marking an increase by
1 point in the September survey and an increase by 3
points in the December survey. In the non-manufacturing
industries as well, the business conditions DI declined by
1 point in September due to weather factors, but rose by
2 points in December. In the latest survey conducted in

March 2017, business conditions improved in both the
manufacturing and non-manufacturing industries. As
a whole, the business conditions DI remained above 0
throughout 2016, and the percentage of companies that
described business conditions as “good” surpassed the
percentage of those that described them as “poor.”

Fig. 1-1-2 Business conditions DI by industry

(DIZ'OO/‘ip) All industries Manufacturing --&-- Non-manufacturing
A, A 11
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Source: BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan).
Note: Business conditions Dl is calculated as the percentage (%) of companies that described recent business conditions as
“good,” minus the percentage (%) of companies that described them as “poor.”

Furthermore, a look at actual corporate activities
in the manufacturing industries shows that the indices
of industrial production were on a rising trend in 2016,
and in the fourth quarter recovered to the level of the
first quarter of 2014 (Fig. 1-1-3). With respect to tertiary
industries, the indices for tertiary industry activity also
showed a gradual rising trend in 2016, and hovered at
the same level as the first quarter of 2014. Similarly, the

indices of construction industry activity showed a rising
trend of activities in the industry, with the exception of the
fourth quarter.

The indices of all industry activity, which combines the
above three indices and represents the overall status of
corporate activities in Japan, also rose gradually through
the year, and reflected the increased activity of actual
corporate activities particularly in the latter half of 2016.




Chapter 1 Current state of SMEs

Fig. 1-1-3 Indices of all industry activity
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Real GDP showed positive growth throughout the such that the Japanese economy could be said to be on a
year, and corporate business conditions showed gradual gradual recovery trend.
improvement. Actual corporate activities also picked up,
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Section 2 Current state of SMEs

As seen in the previous section, the Japanese economy
is on a gradual recovery trend. However, in this section,

1. Business conditions of SMEs

we will examine issues that SMEs face, with a particular
focus on SME business conditions.

Here, let us examine corporate business conditions in
terms of large enterprises, SMEs and micro-businesses,
according to the BOJ Tankan and the Survey on SME
Business Conditions (hereinafter, Business Conditions
Survey) conducted by the SME Agency and SMRI.
As 80% of the enterprises surveyed in the Business
Conditions Survey are small enterprises, it can assess
small enterprise trends that cannot be grasped by the BOJ
Tankan.?

According to both the BOJ Tankan and Business
Conditions Survey, the business conditions DI of SMEs
largely fluctuated accompanying the consumption tax
increase in April 2014, and showed a gradual rise up to the
fourth quarter of 2015 (Fig. 1-1-4). After entering 2016, it
dropped for two consecutive quarters due to the impacts
of the Kumamoto Earthquake of April 2016 and other
factors, but picked up thereafter, such that both surveys
marked a rise in the first quarter of 2017 as an indication
of a recovery trend.

Fig. 1-1-4 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” compared to the previous quarter.

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.

When comparing the business conditions DI of large
enterprises and SMEs according to the BOJ Tankan, and
mid-sized and small enterprises according to the Business

Conditions Survey, both surveys show that smaller
enterprises have a lower index level and face relatively
stricter business conditions.

1) 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 SMEs. On
the other hand, the Business Conditions Survey does not include large enterprises, but some 80% of the enterprises surveyed are small

enterprises.
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Next, let us examine the financial status of SMEs. the financial status of SMEs marked a 9-point increase
When we look at the financial position DI according to the and the highest level in 26 years since the 1990 bubble
BOIJ Tankan and the Business Conditions Survey as we economy period. This improvement comes on the back of
did with business conditions, both surveys show a steady improved corporate earnings and a more flexible lending
improvement after the Lehman crisis, surpassing the level attitude among financial institutions.

before the crisis in 2007 (Fig. 1-1-5). In the BOJ Tankan,

Fig. 1-1-5 Financial position 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 financial position DI of the BOJ Tankan is calculated as the percentage (%) of enterprises that said their financial
position is “favorable,” minus the percentage of those that said it is “unfavorable.”
2. The financial position DI of Survey on SME Business Conditions 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” compared to the previous quarter.
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.
In relation to financial status, let us take a look at the mark for the third consecutive year following 2014 and
number of corporate bankruptcies. In 2016, there were 2015 and marking the lowest level in 26 years since the

8,446 cases of bankruptcies, dropping below the 10,000 1990 bubble economy period (Fig. 1-1-6 (1)).
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Fig. 1-1-6 (1) Number of bankruptcies
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The breakdown of the number of bankruptcies in
2016 by enterprise size was such that there were 7 cases
of bankruptcies among large enterprises (up 16.7%
from the previous year), 1,053 cases among SMEs
(down 9.1% from the previous year), and 7,386 cases

(Year)

Tokyo Shoko Research, Ltd., Business Failure News (Monthly).

among small enterprises (down 3.4% from the previous
year). A particularly significant decrease in the number
of bankruptcies was seen among medium enterprises,
followed by a steady decrease also among small
enterprises (Fig. 1-1-6 (2)).

Fig. 1-1-6 (2) Number of bankruptcies by enterprise size
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Note:

The figures for number of bankruptcies by enterprise size represent figures for after 2000 only.
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Next, when we look at the ordinary profits of large 2016 surpassed the record high level achieved in 2015 and
enterprises and SMEs, we see that ordinary profits in continued to trend at the highest level ever (Fig. 1-1-7).

Fig. 1-1-7 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.
While operating profits maintained a high level, sales SMEs (Fig. 1-1-8).
tended to level off among both large enterprises and
Fig. 1-1-8 Sales by enterprise size
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As we have seen thus far, the business conditions
and financial status of SMEs showed an improvement,
the number of bankruptcies declined, and operating
profits remained high. Judging by these factors, the
situation surrounding SMEs as a whole could be said to

2. Business conditions of SMEs by industry and region

be improving. At the same time, however, the degree of
improvement among enterprises that are small in size
is smaller compared to medium enterprises, despite the
improvement trend. This suggests that many enterprises
are still facing difficult circumstances.

Next, let us examine changes in the business conditions
of SMEs in 2016 as surveyed by the Business Conditions
Survey, by industry and region.

In the first quarter of 2016, business conditions dropped
2.8 points compared to the previous quarter, mainly in
the manufacturing and service industries, which suffered
poor sales of winter articles, given the mild winter (Fig.
1-1-9). The second quarter saw a 1.4-point drop, mainly
in the service and wholesale trade industries, considered
an impact of the Kumamoto Earthquake that occurred on
April 14, 2016. In the third quarter, there was a 1.3-point
increase compared to the previous quarter, mainly owing
to the progress of post-earthquake restoration work
and recovery of productions in the construction and
manufacturing industries. Among the service industries,
the increase was mainly attributed to the post-earthquake
restoration and recovery of inbound demand in the
accommodations industry. The fourth quarter marked

a 0.5-point drop compared to the previous quarter, as a
result of business conditions mainly in the construction
industry and particularly the accommodations industry
among the service industries, which were affected by
the earthquake that struck central Tottori Prefecture on
October 21, 2016.

Additionally, throughout the year in 2016, there were
constant voices of concern about the deceleration of the
economy in emerging countries, the decline in domestic
demand due to the falling population, and the shortage of
workers.

The first quarter of 2017 marked a 1.7-point increase
in business conditions compared to the previous
quarter, owing to improved business conditions in the
manufacturing industries, where signs of recovery were
seen in the production of automobiles and production
machinery components.
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Fig. 1-1-9 Breakdown of the business conditions DI by industry

(Survey on SME Business Conditions)
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Source: SME Agency and SMRJ, Survey on SME Business Conditions.

Notes: 1. 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” compared to the previous
quarter.

2. Due to the nature of seasonal adjustment, the sum of the stacks of figures for each industry does not correspond to
the total of all industries.

Next, when we examine the business conditions in the following third quarter, the same Kyushu region
of SMEs by region, we see that the Kyushu region contributed the most to pushing up the index, as a reaction
contributed the most to pushing down the index, as to the previous quarter. In the fourth quarter, business
an impact of the Kumamoto Earthquake that occurred conditions in the Chugoku region pushed down the total,
in the second quarter of 2016 (Fig. 1-1-10). However, due to the impacts of the Central Tottori Earthquake.

Fig. 1-1-10 Breakdown of the business conditions DI by region (Survey on SME

(D1, %p)
207
15F
1.0
0.5
0.0

Business Conditions)

T Hokkaido T Tohoku [ Kanto 1 Chubu C— Kinki T Chugoku 3 Shikoku T— Kyushu =s==All Japan total

1.7
1.3 N

N

-0.5r
-1.0r
-1.51
-20r
-25¢1
-3.0r
-3.5

/ ~

// -0.5

-2.8

Source:
Notes:

| Il Il 1\ |

2016 2017
(Year and quarter)

SME Agency and SMRJ, Survey on SME Business Conditions.

1. The business conditions Dl is calculated as the percentage (%) of companies that described business conditions as
“favorable,” minus the percentage (%) of companies that described them as “unfavorable” compared to the previous
quarter.

2. Due to the nature of seasonal adjustment, the sum of the stacks of figures for each industry does not correspond to
the total of all industries.
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Column 1-1-1 Countermeasures for SMEs affected by the 2016 Kumamoto

Earthquake

The 2016 Kumamoto Earthquake that occurred in April 2016 wrought severe damage mainly to
Kumamoto Prefecture, and affected many SMEs.

To directly assess the plight of SMEs in the affected region and promote government-wide
efforts to implement the necessary countermeasures, the Ministry of Economy, Trade and Industry
established a Comprehensive SME Countermeasure Headquarters, with the METI Minister as director.
It also stationed personnel in Kumamoto to assess the current situation of affected SMEs.

METI also took prompt measures to provide financial support to SMEs and micro-businesses
affected by the Kumamoto Earthquake. They included the provision of disaster recovery loans
from governmental financial institutions, the provision of Safety Net Guarantee No. 4 from the
Credit Guarantee Corporation, requests to governmental financial institutions for considerations in
modifying existing loan repayment conditions, and the provision of mutual aid disaster loans to small
enterprises. Special consultation centers were also established to respond to inquiries from businesses.
Additionally, as measures to facilitate additional funding, disaster-related credit guarantees and
reduced-interest disaster recovery loans were set up as a special provision to the Small and Medium-
sized Enterprise Credit Insurance Act approved under the Act on Special Financial Support to Deal
with the Designated Disaster of Extreme Severity.

Furthermore, in consideration of the fact that damage from the earthquake was wide-ranging and
catastrophic, and that Japan’s economy was at risk of stagnating due to damage to the supply chain, a
measure was taken to provide group subsidies for the restoration of facilities and equipment of SMEs
and other such groups, from the FY2016 Reserve Fund of the Kumamoto Earthquake Restoration
etc. Schemes were also created for the provision of financial support through governmental financial
institutions, such as the establishment of the 2016 Kumamoto Earthquake Special Loan System, and
the necessary budgets were allocated to ensure early reconstruction from the earthquake, such as
the Micro Business Sustainability Subsidy for cultivation of sales channels by micro businesses in the
Kyushu region.

Inadditiontothe above, requests were madetorelevantorganizationsto give special considerations
to subcontractor SMEs, the due dates for application to public subsidies were extended, experts
were dispatched to support the management of affected SMEs, a guidebook was published and
distributed to disseminate information on support measures for affected SMEs, and special pages for
support information were created within the website of SME Agency and Mirasapo, a portal site for
SME support.

11
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Fig. Column 1-1-1 Countermeasures for SMEs affected by the 2016 Kumamoto Earthquake
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* SME Group Subsidy (Post-disaster recovery project on joint facilities of
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* Provision of information via the website of SME Agency, twitter, and
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3. SME Issues

Below, we shall analyze the issues that SMEs face,
particularly with regard to (1) capital investment trend,
(2) status of overseas expansion, and (3) status of
transactions.

(1) Capital investment trend

First, let us take a look at the trend in capital investment
among SMEs. Investment amount dropped significantly
from 2008 to 2009, due in part to the impacts of the
Lehman crisis. It thereafter showed signs of leveling

off, but shifted to a slight increase among both large
enterprises and SMEs (Fig. 1-1-11). Nevertheless, it
remained below the 2007 level before the Lehman crisis.

Fig. 1-1-11 Capital investment by enterprise size
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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.

Next, we shall examine the degree of aging of facilities,
or the number of years that has passed since a facility
was newly constructed. At present, capital investment
by SMEs is increasing, so the degree of aging is gradual,
but when compared to 1990, when the age, or “vintage”

of facilities was basically the same in both SMEs and
large enterprises, facilities in large enterprises have aged
approx. 1.5-fold, while those in SMEs have aged approx.
2.0-fold, indicating particularly a larger proportion of
aging facilities in SMEs (Fig. 1-1-12).
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Fig. 1-1-12 “Vintage” of facilities by enterprise size
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Source: Prepared by SME Agency using MOF, Financial Statements Statistics of Corporations by Industry, Annually and based on
Shoko Research Institute, SME Competitiveness and Capital Investment.

Of all investments, indicators for IT-related investment
show that SME investment in software has remained
unchanged over the past decade or so, but large enterprises
have increased their investment in software in recent years
(Fig. 1-1-13). The ratio of software investment to overall

capital investment also shows a higher rate of software
investment by large enterprises, with large enterprises
marking a ratio slightly below 10% and SMEs a ratio of
around 4%.
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Fig. 1-1-13 Software investment amount and software investment ratio
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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.

Capital investment by SMEs is gradually increasing, excess facilities has abated in both large enterprises and
but has yet to return to the level before the Lehman crisis. SMEs in recent years, and has even shifted to a sense of
Facilities are aging at a greater rate than large enterprises, insufficiency among non-manufacturing industries (Fig.
and software investment is practically at a standstill. 1-1-14).

Owing to these circumstances, the sense of having
Fig. 1-1-14 Production and operational facility DI by enterprise size and industry
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Source: BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan).
Note: 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.
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(2) Status of overseas expansion by SMEs

Among all SMEs, the number of enterprises that
engage in direct export in the manufacturing industries
is increasing, and totaled 6,553 enterprises in 2014
(Fig. 1-1-15). The ratio of such enterprises to SME
manufacturing industries as a whole has also risen for six
consecutive years since 2009, but still remained at a low
3.7% in 2014. In terms of actual export value, the export

value of SMEs increased by 3.1 trillion yen from FY2001
to 2014, but during the same period, the export value of
large enterprises increased by ¥25.6 trillion. The ratio
of export value to sales increased from 9.7% to 12.8%
among large enterprise, and from 2.3% to 3.7% among
SMEs, indicating that the export-to-sales ratio of large
enterprises increased more than SMEs over the past 15
years (Fig. 1-1-16).

Fig. 1-1-15 Number of enterprises engaging in direct export in the manufacturing

industries, by enterprise size
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Sources: Recompiled from METI, Census of Manufactures and MIC, METI, 2012 Economic Census for Business Activity.
Notes: 1. Statistics for units of businesses with four or more workers have been recalculated into enterprise units.
2. According to the 2074 Census of Manufactures (recompiled), manufacturing businesses with four or more workers
were included among 177,069 SMEs and among 124,019 micro businesses.
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Fig. 1-1-16 Export value and export-to-sales ratio (by enterprise size)
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(3) Status of SME transactions

Next, to examine the status of SME transactions, and
particularly the situation regarding cost transfers, we shall
take a look at the trends in the purchase price DI and sales
price DI by enterprise size. From around 2014, purchase
price DI began to drop, also bringing down sales price DI
along with it, but in recent years, both purchase price DI
and sales price DI have turned to an increase (Fig. 1-1-
17 (1)). With regard to the terms-of-trade index, which
is obtained by subtracting purchase price DI from sales
price DI, the terms of trade of large enterprises and SMEs

fluctuated in much the same manner from the 1980s
to 1990s, and little difference was observed between
the two. Thereafter in the 2000s, a difference began to
gradually emerge between large enterprises and SMEs,
particularly due to the growing negative margin. The
difference remains as yet.

When purchase price is on the rise but the index is in
the negative, there is the possibility that purchasing price
is not being properly passed on to sales price, which means
that SMEs face a more severe transaction environment
than large enterprises.
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Fig. 1-1-17 (1) Purchase price DI and sales price DI by enterprise size

Large enterprises — Purchase price —— SMEs — Purchase price
(DI, point)
70 - Large enterprises — Sales price SMEs — Sales price

50 -

-30 +

5 NI NN )
83 85 87 89 91 93 95 97 99 01 03 05 07 09 11 13 15 17
(Year)

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. Purchase price DI equals the ratio of respondent enterprises that say the purchase price of major raw materials or
major products have “risen” compared to the previous quarter, minus the ratio of those that say it has “dropped.”
3. Sales price DI equals the ratio of respondent enterprises that say the sales price of major products or services have
“risen” compared to the previous quarter, minus the ratio of those that say it has “dropped.”

Fig. 1-1-17 (2) Terms-of-trade index (by 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. “Terms-of-trade index” equals the sales price DI minus purchase price DI.
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Section 3 Summary

The Japanese economy in fiscal 2016 continued on a
gradual recovery trend, and SMEs and micro-businesses
also enjoyed a steadily improving business climate, which
boosted their business conditions and financial status,
brought record high ordinary profits, and brought the
number of bankruptcies down to the lowest in 26 years.

However, the degree of improvement was small for
small enterprises. It widely varied according to industry
and region, and was also affected by external factors such
as earthquakes and the weather.

In addition, capital investment by SMEs failed to
reach the level before the Lehman crisis, facilities were
progressively aging, and overseas expansion were hardly

achieved at the rate of large enterprises. Given that
enterprises are achieving record high ordinary profits
today, SMEs and micro-businesses need to aim for greater
growth by addressing the above issues. For example, they
need to make capital investments that would resolve the
issue of aging facilities, and make efforts to cultivate
new demand in Japan and overseas to overcome the slow
growth in sales.

Furthermore, the transaction conditions of SMEs and
micro-businesses must also be improved hereafter, as there
is still a large gap between the transaction environment of
large enterprises and SMEs.
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Column 1-1-2 Basic Policies for Future-oriented Trade Practices (Seko Plan)

To achieve a positive economic growth cycle, transaction conditions for SMEs and micro-businesses
must be improved. In September 2016, Mr. Hiroshige Seko, Minister of Economy, Trade and Industry,
released "“Basic Policies for Future-oriented Trade Practices” (Seko Plan) as a package of measures for
improving transaction conditions. This column introduces initiatives related to these measures.

lInter—ministerial liaison conference on improving transaction conditions of subcontractor SMEs
(December 2015 -)

A liaison conference (chairman: Mr. Seko, Deputy Chief Cabinet Secretary (then)) was established
in the Prime Minister's Office in December 2015, to assess the actual state of transactions by
subcontractor SMEs and examine the necessary improvements in transaction conditions from the
perspective of developing an environment that is conducive to increasing wages in SMEs and micro-
businesses. The conference has been held 11 times as of March 2017.

I Corporate surveys and interviews about subcontracts (December 2015 — August 2016)

Between December 2015 and March 2016, the actual state of subcontract transactions was
investigated by means of a written survey to more than 15,000 large enterprises, an online survey to
some 10,000 SMEs, and interview surveys with some 200 subcontractor SMEs.

Based on the results of the above surveys implemented up to March 2016, interviews were held
with 95 large enterprises in industries where issues were deemed to exist (automobile manufacturing,
construction, truck transportation (incl. shipping operators)), regarding their procurement policies
and initiatives for fair transactions.

l Basic Policies for Future-oriented Trade Practices (released September 15, 2016)

The “Basic Policies for Future-oriented Trade Practices” (Seko Plan) were released, with the
objective of promoting fair trade between main subcontracting enterprises and subcontractors,
enhancing added values, and improving the overall trade environment through the entire supply
chain.
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Fig. Column 1-1-2 Basic Policies for Future-oriented Trade Practices

Basic Policies for Future-oriented Trade Practices Sept. 2016
Ministry of Economy,
Trade and Industry
(1) Strictly deal with inappropriate actions by main subcontracting enterprises and realize fair trade environments.

(2) Disseminate and establish desirable trade practices and other actions that contribute to fair trade and improvement of added value for

both main subcontracting enterprises and subcontractors.
(3) Make efforts to improve trade environments across entire supply chains and developing environments favorable for wage raises.
Thoroughly enforce measures to prevent main subcontracting enterprises from compelling their subcontractors
to pay expenses that the main subcontracting enterprises are required to bear.

Optimization of price determining methods Optimization of cost burden Improvement of terms of payment
Requests for (% cost reductions across the board, || Imposing the storage of molds free of charge for prolonged | High ratio of receiving payments by promissory note,
no consideration for increases in labor costs, etc. periods after completion of mass production, etc. having no choice but to pay discounted costs, etc.

Defining and strictly implementing cross-industry rules (horizontal axis)

[ wem Specific policy

Add case examples of violations, to strengthen the collection of information
regarding violations and prevent violations. [Propose to the Fair Trade
Commission to include case examples of such violations as improper cost
reduction activities and imposition of the storage cost of molds]

Strengthen the enforcement of the
Subcontractor Act
(revision of operation standards)

Promote fair trade and enhance added
values (revision of promotion standards)

*Act on the Promotion of Subcontracting Small
and Medium-sized Enterprises

Improve the terms of payment of
subcontracting fees (notification, review
of promotion standards)

Place greater weight on surveys and

Define preferable trade practices, and request main subcontracting
enterprises to adopt those practices (cooperation in increasing productivity
of business partners, consideration regarding rises in labor costs, fair trade
through the entire supply chain, etc.). [To be revised within the fiscal year]

Request main subcontracting enterprises to improve the terms of payment
of subcontracting fees (payment in cash as a basic rule, prevention of
unilateral imposition of the burden of discounts, shortening of the payment
period of promissory notes, etc.). [To be reviewed within the fiscal year, first
time in approx. 50 years]

Implement written surveys under the Subcontractor Act with a focus on

cost reductions, molds, and promissory notes, and conduct special on-site
inspections. [To be implemented within the fiscal year]

Formulation of industry-specific voluntary action plans (vertical axis)

(1) Among industries that formulate subcontracting guidelines, first request the automobile industries, which have a
broad subcontracting structure, to formulate and steadily execute a voluntary action plan for promoting fair trade and
enhancing added values through the entire supply chain, and follow up on their efforts. [To be formulated within the
fiscal year]

(2) Revise industry-specific subcontracting guidelines, and include best practices in coordination and cooperation
between main subcontracting businesses and subcontractors. [To be revised within the fiscal year]

inspections of the Subcontractor Act
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I Defining and strictly implementing cross-industry rules (December 14, 2016)

(1) Operation standards concerning the Act against Delay in Payment of Subcontract Proceeds, etc.
to Subcontractors (partial revision announced via the Japan Fair Trade Commission’s Secretary
General Notice No. 15 of Dec. 14, 2016)

The Fair Trade Commission increased the number of case examples of violations such as improper
cost reduction activities and the imposition of the storage cost of molds, from 66 case examples
to 141.

(2) Promotion standards based on the provision in Article 3 Paragraph 1 of Act on the Promotion
of Subcontracting Small and Medium-sized Enterprises (Ministry of Economy, Trade and Industry
Announcement No. 290 of Dec. 14, 2016)
The following items were added as preferable trade practices between main subcontracting
enterprises and subcontractors.

(i) Cooperation in increasing productivity

(i) Guarantee of reasonableness regarding requests for cost reductions

(iii) Reflection of increased labor cost on transaction value

(iv) Optimization of the storage and management of molds (cost of storage due to reasons
attributable to the main subcontracting enterprise to be borne by the main
subcontracting enterprise)

(v) Compliance with industry-specific subcontracting guidelines, formulation and execution of
voluntary action plans, etc.

(3) About the payment method of subcontract fees (Dec. 14,2016; 20161207; No. 1, Japan Fair
Trade Commission Inter-enterprise Trade Division No. 140, Director-General of Small and
Medium Enterprise Agency, Secretary General of the Japan Fair Trade Commission)

Main subcontracting enterprises that are large enterprises were requested to take the initiative
in executing the following items.

(i) Pay subcontract fees in cash as much as possible.

(i) For payments by promissory note, determine the subcontract fee upon sufficient consultation
so that discounts are not borne by the subcontractors.

(iii) Make promissory notes payable within 120 days after sight (90 days in the textiles industry)
as a matter of course, and strive to make them payable within 60 days in the future.

I Formulation of industry-specific voluntary action plans, etc.

(1) Among industries that formulate subcontracting guidelines, the automobile industries, which
have a broad subcontracting structure, will be requested to formulate and steadily execute a
voluntary action plan for promoting fair trade and enhancing added values through the entire
supply chain, and their efforts will be followed up.

As of the end of March 2017, 13 organizations in 8 industries have formulated a voluntary action
plan.

(2) Based on the revision to the operation standards concerning the Act against Delay in Payment
of Subcontract Proceeds, etc. to Subcontractors, industry-specific subcontracting guidelines have
been revised, and best practices in coordination and cooperation between main subcontracting
enterprises and subcontractors have been added.

I Door-to-door surveys by transaction inspectors (subcontract G-men) (January 2017 —)

The Small and Medium Enterprise Agency will newly assign “subcontract G-men” to interview as
many as 2,000 or more subcontractor SMEs per year. Information obtained through these interviews
will be shared with order-placing businesses and industrial organizations as necessary, on the
premise of confidentiality, to strongly urge initiatives for promoting fair trade.



Chapter 2
Life cycle and productivity of SMEs

As reviewed in the previous chapter, the situation surrounding SMEs is improving, but the
degree of improvement differs according to region and industry, and issues such as a slowdown in
sales and aging facilities persist among SMEs.

In order for the Japanese economy to continue to grow hereafter despite the expected decline
in population, it is important for SMEs to increase productivity and gain stronger earning power.

However, SMEs in Japan face various issues that make productivity increases difficult, such as
the lack of new market entries, the aging of SME business managers and an increase in market
exits. Changes in the life cycle of enterprises, from the birth of new enterprises, or new entries,
through the growth of continuing enterprises (expansion of market share and development of new
businesses), to the exit of enterprises due to bankruptcy or closure, are thought to have a large
influence on overall SME productivity in Japan. Therefore, in this chapter, we will first review
trends in the elements composing the life cycle of SMEs, such as entry, growth, bankruptcy and
exit, and quantitatively analyze the impacts they have on SME productivity in Japan.

Section 1 Present state of market entries and exits

In this section, we will examine the degree of impact changes in the rate of entries and exits, and analyze the
that market entries and exits of enterprises have on the present state of exiting enterprises using the database of
number of enterprises and workers in Japan, and the Tokyo Shoko Research, Ltd.

1. Changes in the numbers of enterprises and workers caused by market entries and exits

The number of enterprises in Japan has been is a result of a decrease of 410,000 small enterprises, an
consistently declining since 1999, and decreased by increase of 20,000 medium enterprises?, and a decrease of
390,000 enterprises over the five years from 2009 to some 800 large enterprises.

2014 (Fig. 1-2-1). In terms of enterprise size, this figure

1) Medium enterprises here refer to SMEs as defined by the Small and Medium-sized Enterprise Basic Act that do not fall under the category
of small enterprises as also defined by the said Act.
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Fig. 1-2-1

3 Large enterprises
(10,000 businesses)

3 Medium enterprises

Number of enterprises by enterprise size

= Small enterprises

Total number

500 of enterprises
' ~ Total number
450 - 4.21 million 390,000 of enterprises
3.82 million

400 -
350
300 Small enterprises

423 410 3.67 million -410,000 Small enterprises
250 - 378 3.25 million

366 334
200 -
150
: : Medium enterprises
L Medium enterprises +20.000 -~
100 0.54 million ’ 0.56 million
50 - 1 f
61 59 55 53 ‘ ‘ 51
o | L J
1999 2001 2004 2006 2009 Large 2012|Large 2014 (Year)
enterprises enterprises
1.2 11
Sources: MIC, 1999, 2001, 2004 and 2006 Establishment and Enterprise Census; 2009 and 2014 Economic Census for Business
Frame and MIC, METI, 2012 Economic Census for Business Activity.
Notes: 1. Number of enterprises = Number of companies + Business establishments of sole proprietors

2. 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.

From the perspective of entries and exits, the changes
in the number of enterprises between 2009 and 2014 are
attributed to 0.66 million enterprises that have entered the
market and 1.13 million enterprises that have exited the
market (Fig. 1-2-2). A breakdown of these figures reveals
there were 300,000 entries and 620,000 exits between
2009 and 2012, but 360,000 entries and 510,000 exits

between 2012 and 2014, corresponding to an overall
increase of 60,000 entries and a decrease of 110,000 exits.

As of 2014, enterprises that newly entered the market
within the past five years account for approximately 17%
of the total number of enterprises, indicating that new
enterprises are emerging at a certain rate, even while the
total number of enterprises is on a decline.
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Fig. 1-2-2 Breakdown of changes in the number of enterprises (2009 — 2014)

(10,000 businesses)

450 ~ Total number of
enterprises: 4.21 million
. . 390,000 million Total number of
400 - ” 510,000 exits between TTe-e enterprises: 3.82 million
Exmn_g 2012 and 2014 el 0.36 mill i
enterprises Increase/decrease T .50 million entries :
350 - |1.13 million ‘ 620,000 exits between ‘ of 70,000 enterprises| | |Petween 2012 and 2014 eE?éf;r?sges
2009 and 2012 for other reasons 0.30 million entries 0.66 million
e 010 ) S e el it between 2009 and 2012
250 -
200 | —
Continuing Continuing
enterprises enterprises
150 - 3.04 million 3.04 million
100 -
50 -
0
2009 2014 (Year)

Sources: Recompiled from MIC, 2009 and 2014 Economic Census for Business Frame and MIC, METI, 2012 Economic Census for
Business Activity.
Notes: 1. Number of enterprises = Number of companies + Business establishments of sole proprietors
2. Among enterprises whose corporate information could not be confirmed for both years of comparison using the
Economic Census of the relevant years, 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, such as enterprises that increased or decreased due to mergers,
spin-offs or other such reason, and enterprises whose business type changed to or from a primary industry were
categorized as “other.”
3. 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.

Of the breakdown of the change in the number of and 1,027,000 exits, but more entries than exits among
enterprises from 2009 to 2014, a look at entries and exits medium enterprises, with 111,000 entries and 99,000 exits
by enterprise size reveals that there were more exits than (Fig. 1-2-3).

entries among small enterprises, with 546,000 entries
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Fig. 1-2-3 Breakdown of entries and exits by enterprise size (2009 — 2014)

(10,000 businesses) Total -470,000 enterprises +660,000
80 -
60 -
Entries of small Entries of medium
40 - Entries of large entzr‘{)gses ent(1er1p.r1|ses Entry
enterprises .
20 - 0.1
O . .
Exits of large Exits tof medium
20 - enterprises en erpgses
40 0.1 -
Exits of small Exit
-60 - enterprises
-102.7
-80
-1oor -1,130,000
-120
-140 -

Sources: Recompiled from MIC, 2009 and 2014 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 for both years of comparison using the
Economic Census of the relevant years, 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.”

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.

3. Entries are the sum of the number of entries between 2009 and 2012 and between 2012 and 2014. The same applies

to exits.

Next, let us look at the change in enterprises sizes from
2009 to 2014. Of the 3.04 million continuing enterprises,
there was no change in size in approximately 95% of
enterprises, or 2.87 million enterprises? (Fig. 1-2-4).
Meanwhile, some 72,000 enterprises increased in size,
and 93,000 enterprises decreased in size, mostly attributed

2) “Change in size” here refers to changes that accompany a shift among the small, medium and large enterprise classifications according to the
requirements in capital and number of employees based on the Small and Medium-sized Enterprise Basic Act. Therefore, even if the number

of workers increases drastically, there are SMEs that remain an SME if their amount of capital does not change.

to small enterprises growing into medium enterprises,
and medium enterprises downsizing to small enterprises.
A change from medium enterprise to large enterprise
was seen in 1,000 enterprises, and a change from large
enterprise to SME was seen in 2,000 enterprises.
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Fig. 1-2-4 Changes in the enterprise size of continuing enterprises (2009 — 2014)

(10,000 businesses)

3.04 million continuing enterprises

350
Breakdown of increases
in enterprise size
Enterprises that
300 - | Small — Medium 71,000 became larger
Medium — Large 1,000 72,000
Small — Large 61
250 -
200 -
Enterprises that
saw no change
150 ¢ in enterprise size
2,871,000
100 - —| Breakdown of decreases
in enterprise size
50 L Medium — Small 91,000
Large — Medium 2,000
Enterprises that 1 Large — Small 72
0 became smaller
93,000
Sources: Recompiled from MIC, 2009 and 2014 Economic Census for Business Frame and MIC, METI, 2072 Economic Census for
Business Activity.
Note: “Continuing enterprises” here refer to enterprises that were confirmed as existing in the July 2009, February 2012 and July
2014 surveys.
Next, we shall examine the impacts of entries and exits but a decrease of 0.56 million workers in large enterprises
on employment. and a decrease of 1.55 million workers in small enterprises,
First, an overview of changes in the total number of corresponding to an overall decrease from 48.03 million
workers from 2009 to 2014 by enterprise size shows an to 47.94 million workers (Fig. 1-2-5).

increase of 2.01 million workers in medium enterprises,
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Fig. 1-2-5 Changes in the numbers of workers by enterprise size (2009 — 2014)

(10,000 workers) All enterprises

5,000 - 48.03 million workers 47.94 million workers
enlt_:rrp?r?ses ——560,000 workers enlt_:rrpgr?ses
4,000 1,489 (38%) [T 1,433
3,000 -
Medium o Medium
enterprises +2.01 million workers| entorprises
2,033 (+9.9%) 2254
2,000 - = ,
1,000 | — T
mal
enterprises —|-1.55 million workers engpparlilses
0,
1,282 (-12.1%) —> 1127
0 J
2009 2014 (Year)

Sources: Recompiled from MIC, 2009 and 2014 Economic Census for Business Frame.

To examine the characteristics of enterprises that have
a changing number of workers, let us look at increases
and decreases in the number of workers in continuing
enterprises, as referring to enterprises that existed
from 2009 to 2014, entering enterprises, as referring to
enterprises that have entered the market after 2009, and
exiting enterprises, as referring to enterprises that exited
the market between 2009 and 2014.

Fig. 1-2-6 shows that between 2009 and 2014, there
was an increase of 13.18 million workers and a decrease
of 12.23 million workers in continuing enterprises,
corresponding to an overall increase of 0.95 million
workers. At the same time, there was an increase of
5.51 million workers among entering enterprises, and

a decrease of 6.56 million workers among exiting
enterprises. This shows that entries and exits have a
certain degree of impact on changes in the overall number
of workers.

Let us look at the above in terms of enterprise size.
Among entries, the largest increase in number of
workers was seen in medium enterprises, and accounted
for approximately 57% of the total increase in workers
generated by entries. Among exits, the largest decrease
in number of workers was seen in small enterprises,
accounting for approximately 45% of the total decrease
in workers due to exits. Among continuing enterprises,
the number of workers decreased in large enterprises and
small enterprises, but increased in medium enterprises.
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Fig. 1-2-6 Changes in the numbers of workers in terms of entering, exiting and
continuing enterprises (2009 — 2014)

OLarge enterprises 0O Medium enterprises O Small enterprises

(10,000 workers)
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-424
-1,000 -
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I
Total
-0.1 million

Sources: Recompiled from MIC, 2009 and 2014 Economic Census for Business Frame and MIC, METI, 2012 Economic Census for

Business Activity.

Note: The figures for the enterprise size of continuing enterprises are figures as of 2009.

Above, we examined changes in the numbers of
enterprises and workers according to entering, exiting and
continuing enterprises, but next let us examine how the
number of workers per enterprise changed from 2009 to
2014 as a result of the above changes (Fig. 1-2-7).

Among large enterprises, the numbers of enterprises
and workers both decreased, but because the decrease
in number of enterprises was larger than the decrease in
number of workers, the number of workers per enterprise
ultimately increased by 3.3%. Among medium enterprises,
the numbers of enterprises and workers both increased,
and because the increase in number of workers was larger
than the increase in number of enterprises, the number
of workers per enterprise ultimately increased by 5.8%.

Among small enterprises, the numbers of enterprises
and workers both decreased, and because the decrease in
number of workers was slightly larger than the decrease
in number of enterprises, the number of workers per
enterprise resulted in a 0.9% decrease.

The numbers of enterprises and workers decreased
in small enterprises, but the same numbers increased
in medium enterprises, and the number of workers per
large enterprise and medium enterprise also increased.
Therefore, despite the decreasing number of enterprises,
the total number of workers decreased only slightly, owing
to the increase in the number of workers in relatively large
enterprises.
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Fig. 1-2-7 Changes in the number of workers per enterprise,
by enterprise size (2009 — 2014)

(Workers) 1) Large enterprises (Workers) 2) Medium enterprises 3) Small enterprises
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2009 12,000 14,890,000 1,248 536,000 | 20,330,000 37.9 3,665,000 | 12,820,000 3.50
2014 11,000 14,330,000 1,289 557,000 | 22,340,000 40.1 3,252,000 | 11,270,000 3.46
Change -1,000 -560,000 +41 +21,000 | +2,010,000 +2.2 -413,000 | -1,550,000 -0.04
Rate of change -6.8% -3.8% +3.3% +3.9% +9.9% +5.8% -11.3% -12.1% -0.9%

Sources: Recompiled from MIC, 2009 and 2014 Economic Census for Business Frame.

2. Changes and the present state of entry and exit rates

Here, we examine trends in market entries and exits in
Japan by looking at entry and exit rates calculated based
on the Ministry of Health, Labour and Welfare’s Annual
Report on Employment Insurance Programs®. The entry
rate in Japan stood at the 6 to 7% level in the 1980s, but
declined after fiscal 1989, and maintained a level below
5% from fiscal 1993 to 2014 (Fig. 1-2-8). In fiscal 2015,
it was 5.2%, and rose above the 5% mark for the first time
since 1993.

When examining the exit rate using the same index, we
see that it was roughly 3 to 4% from the second half of the
1980s to the first half of the 1990s, and thereafter hovered
at around the 4 to 5% level, with a higher rate of exits than
entries in some years after 2002. The most recent figure
shows a somewhat low rate of 3.8%.

3) Entry and exit rates based on the Annual Report on Employment Insurance Programs regard the establishment and dissolution of
employment relationships in a business establishment as entries and exits, respectively. For this reason, entries and exists cannot be verified
by enterprise units, and entries by sole business owners with no employees, for example, cannot be assessed. Nevertheless, the index is used
in this analysis, as it is implemented every year, and because it is also used in Japan Revitalization Strategy 2016 (approved by the Cabinet

on June 2, 2016) as a KPI of entry and exit rates.
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Fig. 1-2-8 Entry and exit rates
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Source: MHLW, Annual Report on Employment Insurance Programs.

Notes: 1. Entry rates according to the Annual Report on Employment Insurance Programs are the number of business
establishments that were newly covered by employment insurance in the relevant fiscal year, divided by the number of
insurance-covered business establishments as of the end of the previous fiscal year.

2. Exit rates according to the Annual Report on Employment Insurance Programs are the number of business
establishments whose employment insurance coverage expired in the relevant fiscal year, divided by the number of
insurance-covered business establishments as of the end of the previous fiscal year.

3. Insurance-covered business establishments are the number of business establishments that are covered by labor
insurance under an employment insurance (Article 5 of the Employment Insurance Act).

In fiscal 2015, entry rate was 5.2% and exit rate was
3.8%, but the rates differ according to industry, so let us
examine the entry/exit rates of each industry. Fig. 1-2-9
shows the entry rates of each industry along the horizontal
axis and exit rates along the vertical axis. The size of the
circle for each industry indicates the number of insurance-
covered business establishments in the industry.

With respect to entry rate, the manufacturing industries
had the lowest rate at 1.9%, and largely drove down the
overall entry rate, also with their large number of business
establishments. On the other hand, the accommodations,
eating and drinking services industry had the highest entry
rate at 9.7%, followed by the construction industry and
the living-related and personal services and amusement
services industry. The accommodations, eating and
drinking services industry not only had the highest entry
rate, but also a certain number of business establishments.
Similarly, the construction industry had the second
highest entry rate and the largest number of business
establishments. Thus, it could be said that these two

industries contributed to boosting the overall entry rate.

With respect to exit rate by industry, there was little
difference among the industries. The medical, health care
and welfare industry had the lowest exit rate at 2.4%,
and contributed to lowering the overall exit rate. The
accommodations, eating and drinking services industry
had the highest exit rate at 6.4%, and drove up the overall
exit rate. The manufacturing industries and construction
industry, which greatly differed in their entry rates, had
exit rates that were generally at the same level.

A comparison of entry and exit rates by industry
shows that entry and exit rates both exceed the average
in the accommodations, eating and drinking services
industry and the living-related and personal services
and amusement services industry, which also have a
high turnover of business establishments, while the
construction industry has a high entry rate and low exit
rate, and the manufacturing industries and the wholesale
trade industry have a low entry rate and a low exit rate.
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Fig. 1-2-9 Distribution of entry and exit rates by industry (fiscal 2015)
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Source: MHLW, Annual Report on Employment Insurance Programs.
Notes: 1. Entry rates according to the Annual Report on Employment Insurance Programs are the number of business

establishments that were newly covered by employment insurance in the relevant fiscal year, divided by the number of
insurance-covered business establishments as of the end of the previous fiscal year.

2. Exit rates according to the Annual Report on Employment Insurance Programs are the number of business
establishments whose employment insurance coverage expired in the relevant fiscal year, divided by the number of
insurance-covered business establishments as of the end of the previous fiscal year.

3. Insurance-covered business establishments are the number of business establishments that are covered by labor
insurance under an employment insurance (Article 5 of the Employment Insurance Act).

Next, a look at entry and exit rates by prefecture
reveals that Okinawa has the highest entry rate, followed
by Saitama, Chiba, Kanagawa and Fukuoka (Fig. 1-2-
10). An existing study gives a number of factors that
influence regional entry rates. They include demand-side
factors such as the rates of increase in population and
income; human capital factors such as the population age
composition, the ratio of university graduates, and the
ratio of specialists; and factors related to the industrial

composition of the region?. In terms of industrial
composition, Okinawa, which had the highest entry rate,
had the largest ratio of businesses in the accommodations,
eating and drinking services industry of all prefectures,
indicating that the composition of businesses may have
an influence on the entry rate of each prefecture. Exit rate
was the highest in Shiga, followed by Kyoto, Fukuoka,
Hokkaido and Chiba.

4) In Okamuro, Hiroyuki and Nobuo Kobayashi, “Determinants of regional variations in the business start-up ratio,” municipal-level data
is used to analyze the determining factors of entry rates of private business establishments in the latter half of the 1990s, and show that
demand, expenses, human capital, capital procurement, industrial aggregation and structures, and other factors (enterprise size structures,
access to transportation, public services) all have a significant influence on entry rates.
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Fig. 1-2-10 Entry and exit rates by prefecture (fiscal 2015)

Entry rate | Exit rate Entry rate | Exit rate Entry rate | Exit rate

Hokkaido 4.2% 4.3% Ishikawa 4.3% 3.5% Okayama 4.8% 3.7%
Aomori 3.6% 3.7% Fukui 3.7% 3.3% Hiroshima 4.4% 3.6%
Iwate 3.4% 3.4% Yamanashi 4.7% 3.5% Yamaguchi 41% 3.6%
Miyagi 5.3% 3.3% Nagano 4.0% 4.0% Tokushima 4.2% 2.9%
Akita 2.8% 3.5% Gifu 4.6% 3.7% Kagawa 4.3% 3.2%
Yamagata 3.4% 3.2% Shizuoka 4.6% 3.9% Ehime 4.5% 3.8%
Fukushima 5.3% 3.1% Aichi 6.1% 4.0% Kochi 41% 3.6%
Ibaraki 5.3% 3.3% Mie 5.3% 3.6% Fukuoka 6.1% 4.4%
Tochigi 4.4% 3.3% Shiga 4.3% 4.9% Saga 4.7% 3.6%
Gunma 5.1% 3.8% Kyoto 4.7% 4.6% Nagasaki 41% 3.6%
Saitama 6.8% 3.5% Osaka 5.9% 3.6% Kumamoto 5.3% 3.2%
Chiba 6.5% 4.3% Hyogo 5.2% 4.2% Oita 4.6% 4.0%
Tokyo 5.6% 3.7% Nara 4.7% 4.3% Miyazaki 4.8% 4.1%
Kanagawa 6.3% 41% Wakayama 4.5% 3.1% Kagoshima 4.3% 3.5%
Niigata 3.1% 3.4% Tottori 4.2% 3.5% Okinawa 7.0% 3.7%
Toyama 3.7% 3.5% Shimane 3.3% 4.2% Total 5.2% 3.8%

Source: MHLW, 2015 Annual Report on Employment Insurance Programs.
Notes: 1. Entry rate = The number of business establishments that were newly covered by employment insurance in the relevant
fiscal year, divided by the average number of insurance-covered business establishments in the previous fiscal year x
100
2. Exit rate = The number of business establishments whose employment insurance coverage expired in the relevant
fiscal year, divided by the average number of insurance-covered business establishments in the previous fiscal year x
100
3. Insurance-covered business establishments are the number of business establishments that are covered by labor
insurance under an employment insurance (Article 5 of the Employment Insurance Act).

3. Present state of market exits

Up to here, we examined trends in market entries and
exits using the Economic Census and the Annual Report
on Employment Insurance Programs, but exit trends are
in some ways difficult to assess from public statistics®.
For this reason, we shall examine the present state of
exits using Tokyo Shoko Research’s Survey of Business
Suspensions, Closures and Dissolutions, which identifies
and tabulates enterprises that have suspended business,
closed or dissolved, from a database of 2.63 million

enterprises.

First, let us compare the yearly number of
suspensions, closures and dissolutions with the number of
bankruptcies. Bankruptcies peaked in 2008 and gradually
declined thereafter, remaining below the 10,000 level
for three consecutive years. Suspensions, closures and
dissolutions, on the other hand, reached a record high in
2016, corresponding to nearly double the figure in 2000
(Fig. 1-2-11).

5) The Economic Census for Business Frame and Business Activity are implemented every two to three years, so it does not cover enterprises
that have entered and exited the market in years between surveys. The Annual Report on Employment Insurance Programs is published

every year, but provides statistics in business establishment units. Additionally, transfers of business establishments and merger of

enterprises are categorized as exits in some cases.
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Fig. 1-2-11 Number of suspensions, closures, dissolutions, and bankruptcies
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Tokyo Shoko Research, Ltd., 2016 Survey of Business Suspensions, Closures and Dissolutions.
Business suspension and closure refers to the termination of business with more assets than liabilities, without taking

2. Dissolution refers to the termination of business and the commencement of the necessary settlement procedures for
extinguishing the corporate status of the enterprise. Such enterprises basically have more assets than liabilities, but
they may be found to have a capital deficit after dissolution, in which case they are retabulated as a bankruptcy.

3. Bankruptcy refers to a state where an enterprise has fallen into a state where it is unable to pay its debts and
cannot continue engaging in economic activities. Voluntary liquidation (including suspension of transactions) is also

categorized as a bankruptcy.

By industry, the construction industry had the largest
number of business suspensions, closures and dissolutions
during the period from 2007 to 2015, with the number
still increasing in 2016 (Fig. 1-2-12). In 2016, however,
the services, etc. industry had the largest number and
double the number compared to ten years ago, owing
to a continuous increase since 2007. The manufacturing
industries and the wholesale trade industry remained
unchanged, and the retail trade industry showed a slightly
increasing trend.

In the services, etc. industry, a detailed look at the types
of businesses that particularly increased compared to ten
years ago shows that, with the exclusion of business types
with special characteristics?, there were increases in the
numbers of clinics of medical practitioners (+335), eating
places (+271), engineering and architectural services
(+210), business consultants and pure holding companies
(+186), and dental clinics (+169), among others.

6) NPOs not classified elsewhere (+1,090) and political organizations (+419) have been excluded.
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Fig. 1-2-12 Numbers of business suspensions, closures and dissolutions by industry
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Source: Tokyo Shoko Research, Ltd., 20716 Survey of Business Suspensions, Closures and Dissolutions.
Note: Other industries include the agriculture, forestry, fishery and mining industries, the finance and insurance industry, the real
estate industry, the transport industry, and the information communication industry.

* Businesses with particularly large increases in the services, etc. industry (top ten businesses)

Middle classification Small classification 2007 2016 Increases
Medical, health care and welfare Clinics of medical practitioners 38 373 +335
Eating and drinking places Eating places 172 443 +271
Scientific research, professional and technical services | Engineering and architectural services 297 507 +210
Services, n.e.c. Business services, n.e.c. 174 371 +197
Scientific research, professional and technical services | Business consultants and pure holding companies 4 399 +186
Medical, health care and welfare Dental clinics 213 173 +169
Scientific research, professional and technical services | Miscellaneous professional services 182 347 +165
Medical, health care and welfare Welfare services for the aged and care services 2 194 +156
Electricity, gas, heat supply and water Production, transmission and distribution of electricity 38 145 +143
Services, n.e.c. Automobile maintenance services 156 265 +109

With regard to the ages of managers of suspended,
closed or dissolved enterprises, managers were aged 60
or older in 82.4% of enterprises in 2016, and marked a
record high rate. Compared to ten years ago, the ratio of
managers between ages 70 and 79 and age 80 or older also
increased, such that managers were 80 or older in 14.0%
of enterprises, also marking a record high (Fig. 1-2-13).
Meanwhile, the proportion of managers between ages 50
and 59 halved, and those aged 49 or younger declined

slightly, indicating the aging of managers in enterprises
that suspended business, closed or dissolved within the
past ten years.

The ages of SME managers as a whole” also showed a
decline in the ratio of managers aged 59 and younger and
an increase in the ratio of managers aged 60 and older. The
volume zone has also shifted from the 50 to 59 age range
to the 60 to 69 age range, as an indication that managers
of SMEs as a whole are aging progressively.

7) The ages of SME managers here are based on a comparison between their ages in 2015 and ten years earlier in 2006, as 2015 is the latest

year for which data is available at present.
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Fig. 1-2-13 Changes in the composition ratio of the ages of managers of suspended,

closed or dissolved enterprises
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Source: Tokyo Shoko Research, Ltd., 2076 Survey of Business Suspensions, Closures and Dissolutions.

Next, let us examine the performance of suspended,
closed or dissolved enterprises in terms of their profit
rates before suspension or closure. Of the 84,091
suspensions, closures and dissolutions from 2013 to
2015, data on ordinary profit to sales ratio (hereinafter,
profit ratio) immediately before closure® was available
for 6,405 enterprises. Based on this data?, a look at profit
ratios before exit shows that 50.5% of enterprises exited
the market in a surplus state, with a profit ratio of more
than 0%, and that more than half the enterprises were in
the black before exiting (Fig. 1-2-14). It also shows that
13.6% of enterprises had a profit ratio of 10% or more,

and 6.1% had a profit ratio of 20% or more, indicating
that a certain ratio of enterprises had a high profit ratio
before exiting.

Compared with continuing enterprises'®, whose
median ordinary profit ratio was 2.07%, as much as
32.6% of suspended, closed or dissolved enterprises had
a profit ratio that surpassed the median ordinary profit
ratio of continuing enterprises. In other words, roughly
30% of enterprises exited the market even while having a
profit ratio that surpassed that of the average continuing
enterprise.

8) More specifically, the latest ordinary profit to sales ratio was used for enterprises whose ordinary profit to sales ratio was available for
the exit year or the year before that. It should be noted that when combining enterprises whose profit rates are not available, the ratio of

enterprises that exited the market in a surplus state may fall.

9) In subsequent analyses, “agricultural, forestry and fishery cooperatives,” “NPOs not elsewhere classified,” “political organizations,”

”»

“assembly halls,” “business cooperatives,

economic organizations, “academic and cultural organizations,” and “slaughterhouses™ (total

328 businesses) are excluded from among the 6,733 enterprises whose ordinary profit to sales ratio for the exit year or the year before that
is available among enterprises that suspended business, closed or dissolved during the period from 2013 to 2015, from the perspective of

eliminating special organizations that are not enterprises.

10) Continuing enterprises here refer to enterprises contained in the database during the period from 2013 to 2015, and the median ordinary profit
ratio of continuing enterprises refers to the ordinary profit to sales ratio of the enterprise that comes in the middle when listing the enterprises
contained in the database in order of the lowest profit ratio at each point in time.
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Fig. 1-2-14 Ordinary profit to sales ratio of suspended, closed or dissolved enterprises
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Source: Recompiled from Tokyo Shoko Research, Ltd., 2076 Survey of Business Suspensions, Closures and Dissolutions.

Above, we saw that even among suspended, closed
or dissolved enterprises, a certain number of enterprises
were in the black or had a high profit before exiting the
market. Below, we will examine the characteristics of
such enterprises.

First, let us compare enterprises that exited the market
with a positive profit ratio before suspension, closure
or dissolution (hereinafter, profitable enterprises) and
enterprises that exited the market with a profit ratio of
10% or more (hereinafter, highly profitable enterprises),

in terms of their number of workers. Of all profitable
enterprises, roughly 69% were small enterprises with five
or less workers, and roughly 93% were SMEs with 20 or
less workers. Of all highly profitable enterprises, roughly
80% were small enterprises with five or less workers, and
roughly 96% were SMEs with 20 or less workers. This
shows that profitable and highly profitable enterprises
that exited the market were mostly small-scale enterprises
(Fig. 1-2-15).
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Fig. 1-2-15 Enterprise size of suspended, closed or dissolved enterprises (profitable
and highly profitable enterprises)
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Source: Recompiled from Tokyo Shoko Research, Ltd., 20716 Survey of Business Suspensions, Closures and Dissolutions.

In terms of management organization, sole enterprises that exited the market. Highly profitable
proprietorships made up roughly 13% of profitable enterprises had a higher ratio of sole proprietorships (Fig.
enterprises and roughly 25% of highly profitable 1-2-16).

Fig. 1-2-16 Management organization of suspended, closed or dissolved enterprises
(profitable and highly profitable enterprises)
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Source: Recompiled from Tokyo Shoko Research, Ltd., 2076 Survey of Business Suspensions, Closures and Dissolutions.
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In terms of managers’ ages, there was hardly any
difference between profitable and highly profitable
enterprises that exited the market. The largest ratio of

managers was in the 60s, followed by the 70s, such that
managers aged 60 or older accounted for 70% of all
managers (Fig. 1-2-17).

Fig. 1-2-17 Manager’s age in suspended, closed or dissolved enterprises (profitable and

highly profitable enterprises)
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Source: Recompiled from Tokyo Shoko Research, Ltd., 20716 Survey of Business Suspensions, Closures and Dissolutions.

Lastly, in terms of industry, roughly half of both
profitable and highly profitable enterprises that exited the
market was in the construction industry, followed by the
services, etc. industry. This was followed by the wholesale
trade industry for profitable enterprises that exited the
market, and by the manufacturing industries for highly
profitable enterprises. A comparison of the two groups of

enterprises shows that highly profitable enterprises had a
higher rate of exits in other industries, which includes the
information communication industry and the finance and
insurance industry, and the services, etc., and a lower rate
of exits in the manufacturing, retail trade, and wholesale
trade industries (Fig. 1-2-18).
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Fig. 1-2-18 Industrial classification of suspended, closed or dissolved enterprises
(profitable and highly profitable enterprises)
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Source: Recompiled from Tokyo Shoko Research, Ltd., 2016 Survey of Business Suspensions, Closures and Dissolutions.

Highly profitable enterprises that exited the market
are characterized by a high ratio of enterprises with a
small number of workers, a relatively high ratio of sole
proprietorships, and a relatively high ratio of enterprises
in other industries and the services, etc. industry. To
examine in detail the industrial classification of these
enterprises, highly profitable enterprises that exited the
market in the services industry and other industries have
been listed in order of small classification industries with
the largest number of enterprises, with the result that in
the services industry, the largest number of enterprises
was in engineering and architectural services, and in other
industries, the largest number were financial products
transaction dealers (Fig. 1-2-19).

The reasons for market exits are unknown, but the top-
ranking industries, namely engineering and architectural

services, business consultants and pure holding
companies, clinics of medical practitioners, financial
products transaction dealers, and sales agents of buildings
and houses and land subdividers and developers, are
industries in which managers and employees mostly
engage in operations that require a certain qualification
or skill. This characteristic may have made business
succession difficult.

In addition to the above, business dissolutions that are
the result of a large enterprise reorganizing its subsidiaries
may also be included among market exits. Otherwise,
some SMEs that exited the market even while having a
certain profit ratio and a certain number of employees
may have chosen to exit the market due to the aging of
their managers or the absence of successors.
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Fig. 1-2-19 Breakdown of the industries of highly profitable enterprises that exited the
market (top 5 small classification industries)

Services, etc. (n=152) Other industries (n=207)
Engineering and architectural services 27 | Financial products transaction dealers 38
Business services, n.e.c. 21 S:L%ﬁﬁg:gig;%ﬂg%%s;gd houses and land 37
Business consultants and pure holding companies 15 | Real estate lessors 20
Clinics of medical practitioners 11 | Computer programming and other software services 16
Miscellaneous professional services 10 | Real estate managers 13

Source: Recompiled from Tokyo Shoko Research, Ltd., Survey of Business Suspensions, Closures and Dissolutions.
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Section 2 Relationship between the life cycle and productivity of

SMEs

1. Labor productivity in large enterprises and SMEs

Up to here, we have examined the present state of
market entries and exits by enterprises, but in this section,
we shall analyze the impacts of such entries and exits on
overall productivity in Japan.

First, added value per capita (labor productivity)
among large enterprises had been gradually increasing
from fiscal 2003 to 2007, and dropped in fiscal 2008 and

2009 due to impacts of the Lehman crisis, but returned to
an increase thereafter (Fig. 1-2-20). On the other hand,
labor productivity in SMEs remained virtually unchanged
over the past 13 years, and a large difference in labor
productivity has emerged between large enterprises and
SMEs.

Fig. 1-2-20 Added value per employee (labor productivity), 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 less than ¥100 million.

Let us compare labor productivities in fiscal 2009,
which marked the lowest level in recent years, and fiscal
2015, and examine which industries had an effect on
increasing overall labor productivity, by separating the
industries into manufacturing and non-manufacturing
industries. Among large enterprises, labor productivity
in both manufacturing and non-manufacturing industries
increased at a similar rate. Among SME, however, the

increase was small in both industries, with barely an
increase in SME manufacturing industries (Fig. 1-2-
21). A focus on the non-manufacturing industries shows
that among large enterprises, the services industry
contributed to driving up overall labor productivity of
non-manufacturing industries, but among SMEs, the
increase in labor productivity in the services industry was
not as large.
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Fig. 1-2-21 Breakdown of labor productivity growth by industry (fiscal 2009 — 2015)
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Source: Prepared based on MOF, Financial Statements Statistics of Corporations by Industry, Annually.
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 less than ¥100 million.

2. The rate of change of each factor is calculated by logarithmic difference to indicate degree of contribution, so the total
does not necessarily equal the overall rate of increase in productivity.

Changes in labor productivity can be broken down into
two factors: the increase or decrease in added value, and
the increase or decrease in number of workers. When the
margin of increase in labor productivity is broken down
into factors caused by an increase in added value and
factors caused by a decrease in number of workers, we see
that among large enterprises, both manufacturing and non-
manufacturing industries largely increased their added

value, but among SMEs, the added value of manufacturing
industries declined, and that of non-manufacturing
showed an increase but not as large as large enterprises.
On the other hand, when we look at labor productivity in
terms of the number of workers, we see that the decline
in the number of workers in manufacturing industries has
boosted labor productivity (Fig. 1-2-22).
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Fig. 1-2-22 Factors affecting labor productivity growth, by industry and enterprise size
(fiscal 2009 — 2015)
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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.

In an international comparison of labor productivity, 2015. At 0.4%, the rate of increase in Japan also ranked a
Japan ranked a low 22 among 35 OECD countries in low 28th (Fig. 1-2-23).

Fig. 1-2-23 Labor productivity of OECD member countries
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Source: Japan Productivity Center, Productivity Trends in Japan 2016.
Notes: 1. Overall labor productivity is calculated as GDP / number of employees and converted to US dollars using purchasing

power parity (PPP).
2. The necessary data for the above have been supplemented mainly by OECD statistical data and data from the statistics

bureau in each country.
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2. Change factors of labor productivity and total factor productivity (TFP)

Up to here, we analyzed the present state of market
entries and exits and the productivity of enterprises in
Japan. From here, we will examine the impacts of trends
in the components of the life cycle of enterprises, such as
entries, growth and expansion, bankruptcy and exits, on
the productivity of SMEs in Japan as a whole, based on the
“Project concerning the analysis of SME revitalization,” a
project implemented by the Research Institute of Economy,
Trade and Industry on commission by the SME Agency'V.
In this analysis, the rates of increase in the productivity
of SMEs are examined in terms of three separate periods,
from 2003 to 2007 (period 1), from 2007 to 2009 (period
2), and from 2009 to 2013 (period 3), using financial data
of client SMEs which CRD Association has received from
its members (credit guarantee associations and financial
institutions), and breaking them down into contributing
factors, such as changes in the productivity level of
continuing enterprises (hereinafter, internal effect),
changes in the market share of continuing enterprises
(hereinafter, redistribution effect), market entries by
new enterprises (hereinafter, entry effect), market exits
by bankrupt enterprises (hereinafter, bankruptcy effect),
market exits by closed enterprises (hereinafter, closure
effect), and changes in industry by continuing enterprises
(hereinafter, industry change effect)'?.

In this analysis, labor productivity and total factor
productivity (TFP) are used as indicators of SME
productivity. Labor productivity is a quantitative
expression of how efficiently added values were generated
per working hour. TFP is the total contribution of all
factors to production that cannot be measured by the input
of production elements such as capital and labor.

First, a look at labor productivity shows a 0.9%
increase in period 1, a 1.8% decrease in period 2, and a
1.0% increase in period 3 (Fig. 1-2-24). In period 2, it
dropped to a largely negative level due to impacts of the
Lehman crisis, but showed a steady recovery in period
3, at a rate surpassing that before the Lehman crisis. In
terms of the contribution of each effect in periods 1 and
3, the internal effect was the largest factor that boosted
labor productivity, and the redistribution effect was the
largest factor that drove down labor productivity. There
were no changes in the positive/negative status of each
effect through two periods, but the slight improvement
in the redistribution effect and entry effect contributed to
increasing the overall increase in labor productivity. At the
same time, the internal effect decreased while remaining
in positive territory, and labor productivity growth also
decreased in continuing enterprises.

Next, let us look at TFP. TFP increased 0.5% in period
1, decreased 1.0% in period 2, and increased 0.2% in
period 3 (Fig. 1-2-24). As with labor productivity, TFP
growth rate dropped to a significant negative level in
period 2 due to impacts of the Lehman crisis and recovered
in period 3, but has yet to return to the level of period 1.
In terms of the contribution of each effect in periods 1
and 3, the redistribution effect was the largest factor that
boosted TFP, and the closure effect was the largest factor
that drove it down. From period 1 to 3, the redistribution
effect increased its positive margin, and the bankruptcy
effect decreased its negative margin. This contributed to
boosting TFP, but overall TFP growth rate declined as a
result of the internal effect slipping into negative territory,
and to entry effect decreasing its positive margin and the

11) Analysis conducted by Kenta Ikeuchi, Young Gak Kim, Hyeog Ug Kwon and Kyoji Fukao. See Appendix note 1-2-1 for details.

12) The definition of each type of enterprise in this section is as follows.

Continuing enterprise:

An enterprise for which data for both the reference year and comparison year exist, and that has not been verified as having fallen into
business failure (neither de facto bankruptcy, bankruptcy, nor subrogation has occurred before the comparison year).

Entering enterprise:

Among enterprises for which data for the comparison year exists but data for the reference year does not, an enterprise that has been
established within the three years preceding the reference year (e.g.: enterprises that newly entered the market during 2009-2013 are

enterprises that have been established after 2006).
Exiting enterprise:

Among enterprises for which data for the reference year exists but data for the comparison year does not, an enterprise that does not fall

under either enterprises that have shifted to a large enterprise or enterprises that have repaid their debts, as described below.

» Enterprises that have shifted to a large enterprise: Enterprises whose number of workers or amount of capital at the time of exit
predicted using a regression model surpasses the requirements of SMEs (excluded from the analysis).

» Enterprises that have repaid their debts: Enterprises whose outstanding debt at the time of exit predicted using a regression model is

below 0 (excluded from the analysis).
Bankrupt enterprise:

Among exiting enterprises, an enterprise that has fallen in de facto bankruptcy, bankruptcy or subrogation.

Closed enterprise:

Among exiting enterprises, an enterprise that does not fall under the conditions of a bankrupt enterprise (enterprise that has not fallen
into de fact bankruptcy, bankruptcy or subrogation). Due to data constraints in this analysis, enterprises that relocate their head office,
change their corporate name, achieve a growth surpassing that which is predicted by regression model, or become a subsidiary of another
enterprise through M&A, are regarded as closed enterprises.

Industry changed enterprises:
Among continuing enterprises, an enterprise whose industry classification (JIP industrial classification) has changed from the reference
year to the comparison year.
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closure effect increasing its negative margin. The industry industries contributed to pushing up TFP growth rate in
change effect maintained its slightly positive level through SMEs as a whole.
two periods, and enterprises that succeeded in changing

Fig. 1-2-24 Factors affecting the growth rate of labor productivity and total factor

productivity (TFP)
1) Labor productivity 2) Total factor productivity
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
Note: The growth rates of labor productivity and TFP are the growth in labor productivity and TFP from the reference year to the
comparison year in each period converted to a yearly average growth rate for each period.
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Thus far, we examined the growth rates of labor
productivity and TFP in SMEs over three periods, and
could say that fundamentally, “productivity growth = TFP
growth + rate of capital redistribution X rate of increase in
capital equipment ratio'®.” With respect to internal effect,
TFP hovered at a negative level after period 2, but labor
productivity gradually returned to the positive level of
period 1. Behind this was the increase in capital equipment

3. Comparison of TFP change factors by enterprise size

ratio by continuing enterprises investing in machines and
facilities, but from the perspective of increasing medium
to long-term productivity, it is important to TFP to show a
steady increase. Thus, we shall focus on TFP below, and
compare and analyze the cause of change in TFP growth
by enterprise size and industry, while also analyzing in
detail the characteristics of SMEs that produce each effect.

First, we shall compare and analyze TFP change
factors in large enterprises and SMEs through periods 1
to 3. TFP growth in large enterprises was measured using
METID’s Basic Survey of Japanese Business Structure
and Activities. For SMEs, it was measured using data
provided by CRD Association as in the previous item,
but only industries that correspond to the Basic Survey of
Japanese Business Structure and Activities were analyzed,
to allow comparisons with large enterprises. Additionally,
the impact of both large enterprises and SMEs exiting
the market was analyzed as an “exit effect” without
distinguishing whether they exited due to bankruptcy or
business closure'?.

TFP growth was higher in large enterprises than SMEs
in periods 1 and 3. In large enterprises, it dropped to a
largely negative level in period 2 due to the impacts of the

Lehman crisis, but achieved a steady recovery in period 3
to a growth rate surpassing that before the Lehman crisis.
In SMEs, however, TFP growth did not recover as well
(Fig. 1-2-25). In terms of the contribution of each effect in
periods 1 and 3, the internal effect in large enterprises and
the redistribution effect in SMEs largely contributed to
boosting TFP, while the exit effect largely contributed to
pushing down TFP in both large enterprises and SMEs. The
progress of recovery from period 1 to 3 differed between
large enterprises and SMEs, such that in large enterprises,
the internal effect, entry effect and redistribution effect
showed an increase in positive margin, while in SMEs,
the internal effect dipped to a negative level, the entry
effect decreased its positive margin, and the exit effect
increased its negative margin, with only the redistribution
effect increasing its positive margin.

13) Capital equipment ratio refers to capital stock per working hour, and expresses the degree of investment in machines and facilities.

14) The analysis of large enterprises (using the Basic Survey of Japanese Business Structure and Activities) differs from the analysis of SMEs
(using data provided by the CRD Association) in that it cannot distinguish between bankruptcy and closure among exiting enterprises.
Therefore, for consistency between the two analyses, the distinction between bankrupt enterprises and closure enterprises was eliminated for
both large enterprises and SMEs and treated as exiting enterprises. Additionally, among entering enterprises, the analysis of large enterprises
was not restricted by year of establishment (the analysis of SMEs was restricted to enterprises that were established within three preceding

years).
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Fig. 1-2-25 Factors affecting TFP growth (large enterprises and SMEs)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
Notes: 1. TFP growth is the increase in TFP from the reference year to comparison year in each period converted to an annual

average growth for each period.

2. The TFP of large enterprises was measured using METI’s Survey of Japanese Business Structure and Activities.
3. The TFP of SMEs was measured using data provided by CRD Association, but only industries that correspond to the
Survey of Japanese Business Structure and Activities were analyzed, to allow comparisons with large enterprises.

Next, changes in TFP growth from periods 1 to 3 will
be compared and analyzed between medium and small
enterprises. As with the previous item, the TFP of medium
and small enterprises was measured using data provided
by CRD Association, but bankruptcies and closures were
distinguished from each other (Fig. 1-2-26).

TFP growth was higher in medium enterprises
than small enterprises in period 1, but higher in small
enterprises in period 3. Nevertheless, in both groups of
enterprises, TFP dropped to a low negative level in period
2 due to the impacts of the Lehman crisis, recovered in
period 3, but has yet to reach the growth rate of period
1. In terms of the contribution of each effect in periods
1 and 3, the redistribution effect contributed the most to
pushing up TFP, and the closure effect contributed the

most to pushing it down in both periods in both medium
and small enterprises. Additionally, from periods 1 to 3,
the redistribution effect expanded its positive margin, the
entry effect decreased its positive margin, and the closure
effect expanded its negative margin in both medium and
small enterprises, but a difference was seen regarding
the internal effect. In small enterprises, the internal
effect decreased its negative margin from period 1 to 3,
but in medium enterprises, it dropped from a relatively
high positive level to the negative. It could be said that
the stagnation of productivity in continuing medium
enterprises from periods 1 to 3 caused internal effect to
drop to the negative for SMEs as a whole and prevented
TFP from increasing.
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Fig. 1-2-26 Factors affecting changes in TFP growth (medium and small enterprises)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
Note: TFP growth is the increase in TFP from the reference year to comparison year in each period converted to an annual

average growth for each period.

4. Comparison of TFP change factors by industry

Here, we shall compare and analyze TFP change
factors from periods 1 to 3 by industry.

First, when TFP change factors are analyzed using the
industrial classification based on the Small and Medium-
sized Enterprise Basic Act, we see that TFP growth
was about the same in both the manufacturing and non-
manufacturing industries in period 1, but higher in the
non-manufacturing industries in period 3 (Fig. 1-2-27).
TFP growth slowed down from period 1 to 3 in both the
manufacturing and non-manufacturing industries, but the
drop seen in period 3 was larger in the manufacturing
industries. This is attributed to the relatively large
shift of the internal effect from positive to negative

in the manufacturing industries and the large increase
in the negative margin of the closure effect also in the
manufacturing industries. Ikeuchi, Kim, Kwon and Fukao
(2013) point out that after the 1990s, the decline in the
spillover effect'® of the R&D efforts of large enterprises
onto SME manufacturing industries may have caused
the drop in the internal effect in SME manufacturing
enterprises'®. Since investment in R&D by large
enterprises lagged after 2009, the same phenomenon may
have caused the internal effect in SME manufacturing
industries to decline also after the Lehman crisis (Fig.
1-2-28).

15) Spillover effect is the sharing of the technologies and knowledge cultivated through research and development by large enterprises with

SMEs through business transactions.

16) “Productivity dynamics and R&D spillovers in the Japanese manufacturing industry: An empirical analysis based on micro-level data” (Kenta
Tkeuchi, Young Gak Kim, Hyeog Ug Kwon and Kyoji Fukao, RIETI Discussion Paper Series 13-J-036, 2013).
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Fig. 1-2-27 Factors affecting changes in TFP growth (industrial classification based on
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average growth for each period.

2. The parentheses () under the names of each industry show the average ratio of the gross output of each industry to
the total of all industries.The figures are rounded off to the nearest whole number. For more information on gross

output, see Appended note 1-2-1.

Fig. 1-2-28 R&D expenses in manufacturing enterprises (large enterprises and SMEs)

(Index, FY1970=100)
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Source: Prepared based on MIC, Survey on Science and Technology Research. )
Notes: 1. Enterprises with 1 to 299 employees are classified as SMEs, and enterprises with 300 or more employees are classified

as large enterprises.

2. R&D expenses are the sum of R&D expenses for internal use and R&D expenses for external use.

3. The figures are index values when FY1970 is given a value of 100.

The reason why TFP growth in the non-manufacturing
industries dropped from period 1 to 3 is mainly because
TFP growth in the services industry, which accounts for
a large share, dropped to a negative over these periods.
Let us analyze this fall in the services industry using the
large industrial classification based on the Japan Standard

Industrial Classification'” (Fig. 1-2-29). As major causes,
TFP growth in the living-related and personal services
industry, which accounts for a large share, marked a large
drop into negative territory in period 3 and fell to the
lowest level among all industries, and also dropped into
negative territory in the other services industry, which

17) The system of industrial classification differs between the Small and Medium-sized Enterprise Basic Act and the Japan Standard Industrial
Classification, so the analysis result does not necessarily correspond on a one-to-one basis.
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also accounts for relatively large share. Furthermore, in manufacturing and services industries after the Lehman
both industries, the entry effect declined significantly, and crisis, it showed a relatively firm recovery in other
in the living-related and personal services industry, the industries. When analyzed using the large industrial
internal effect fell significantly from positive to negative classification based on the Japan Standard Industrial
territory, as major factors. Classification, we see that TFP grew steadily in the

While TFP growth dropped significantly in the construction and real estate industries from period 1 to 3.

Fig. 1-2-29 Factors affecting changes in TFP growth (large industrial classification
based on the Japan Standard Industrial Classification)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
Notes: 1. TFP growth is the increase in TFP from the reference year to comparison year in each period converted to an annual
average growth for each period.
2. The parentheses () under the names of each industry show the average ratio of the gross output of each industry to the
total of all industries.The figures are rounded off to the nearest whole number. For more information on gross output,
see Appended note 1-2-1.
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5. SME characteristics that have a large influence on each effect

Thus far, we have analyzed changes in TFP growth
in SMEs and the effects that affected the changes, by
enterprise size and industry. Below, we shall analyze
the specific characteristics of SMEs that contributed to
bringing about these effects, in order of internal effect,
redistribution effect, entry effect, bankruptcy effect and
closure effect, divided into positive and negative effects.

(1) Internal effect

When the TFP of a continuing enterprise increases, its
internal effect becomes positive, but when it decreases,
internal effect becomes negative. The ratio of enterprises
that brought about either a positive or negative internal

Fig. 1-2-30 Breakdown of the internal effect

(%)

effect from period 1 to 3 did not change much. Roughly
50% of continuing enterprises pushed up overall TFP, and
the remaining 50% pushed it down (Fig. 1-2-30). In period
1, the upward effect slightly surpassed the downward
effect, so internal effect as a whole was positive, but in
period 3, the positive effect declined somewhat and the
negative effect increased, so the downward effect took
over the upward effect by a slight amount and brought
the overall effect into negative territory. From here,
we shall analyze the internal effect with a focus on the
characteristics of enterprises that bring about a positive or
negative internal effect.
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

A comparison of the industrial composition of
continuing enterprises that have a positive internal effect
with continuing enterprises that have a negative internal
effect shows that in both periods 1 and 3, continuing
enterprises that brought a negative internal effect had a

larger ratio of wholesale trade industries, but there was no
major difference as a whole (Fig. 1-2-31 (1)). Additionally,
a comparison of management indicators shows that in
periods 1 and 3, continuing enterprises having a positive
effect had a larger sales growth rate, and continuing
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enterprises having a negative effect had a largely negative
sales growth rate (Fig. 1-2-31 (2)). Meanwhile, fixed asset
growth rate was stably positive in continuing enterprises
having a negative effect, while dropping significantly
in period 3 in continuing enterprises having a positive
effect. It is thought that continuing enterprises having
a negative effect make active capital investments, but
these investments do not lead to an increase in sales,

so a slowdown in TFP occurs as a result. Furthermore,
when considering the possible decline in the spillover
effect of the R&D efforts of large enterprises onto SME
manufacturing industries, as mentioned in “4. Comparison
of TFP change factors by industry,” it is necessary for
SMEs to engage in research and development themselves,
in order to stably increase TFP in continuing enterprises.

Fig. 1-2-31 (1) Characteristics of existing enterprises (industrial composition)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

Fig. 1-2-31 (2) Characteristics of existing enterprises (management indicators)

2003-2007 2009-2013
(period 1) (period 3)
Positive internal effect Negative internal effect Positive internal effect Negative internal effect
No. of employees 13.6 10.5 15.5 12.8
Sales 290 million yen 320 million yen 300 million yen 370 million yen
Sales growth rate 9.8% -14.2% 19.1% -8.3%
Fixed asset growth rate 3.3% 4.6% 0.1% 4.4%

Source:
Note:

RIETI, Commissioned project concerning the analysis of SME revitalization.
The figures are the averages of enterprise that brought a positive and negative internal effect in periods 1 and 3. The

numbers of employees are figures as of 2003 and 2009, respectively. Sales growth rate and fixed asset growth rate are
rates of increase from 2003 to 2007 for the first period, and from 2009 to 2013 for the third period.
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(2) Redistribution effect

When the share of continuing enterprises with a
higher TFP than the industrial average increases, or
when the share of continuing enterprises with a lower
TFP than the industrial average decreases, redistribution
effect becomes positive. Contrarily, when the share
of continuing enterprises with a higher TFP than the
industrial average decreases, or when the share of
continuing enterprises with a lower TFP than the industrial
average increases, redistribution effect becomes negative.
The ratio of enterprises that brought about a positive or
negative redistribution effect from period 1 to 3 did not

change much. Roughly 60% of continuing enterprises
pushed up overall TFP, and the remaining 40% pushed
it down, with the upward factor largely exceeding the
downward factor (Fig.1-2-32). As we have seen thus far,
the redistribution effect contributed the most to increasing
TFP in SMEs through the three periods, and its positive
margin increased from period 1 to 3. This is attributed to
the negative redistribution effect practically unchanging
from periods 1 to 3, and an increase in the positive effect.
Below we shall analyze the redistribution effect with a
focus on the increase in the positive redistribution effect.

Fig. 1-2-32 Breakdown of the redistribution effect
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
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The industrial composition of continuing enterprises
having a positive redistribution effect generally remained
unchanged between periods 1 and 3 (Fig. 1-2-33 (1)). A
comparison of management indicators also show that sales
growth ratio was practically zero in period 1 but marked a
growth of almost 10% in period 3 (Fig. 1-2-33 (2)). From
this, it is thought that in period 1, the redistribution effect
was positive largely owing to a decline in the share of
enterprises with a low TFP, but in period 3, the positive
margin of the redistribution effect expanded owing to
an increase in the share of enterprises with a high TFP.

In fact, from period 1 to 3, the ratio of enterprises that
contributed to increasing TFP by reducing their share
(enterprises with a low TFP) dropped from 26% to
16%, while the ratio of enterprises that contributed to
increasing TFP by expanding their share (enterprises with
a high TFP) increased from 34% to 44% (Fig. 1-2-34). It
could be said that in periods 1 and 3, a sound competitive
environment was secured among SMEs, but in period 3,
a more preferable situation emerged in which enterprises
with a high TFP actively increased their sales.

Fig. 1-2-33 (1) Characteristics of enterprises having a positive redistribution effect
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Fig. 1-2-33 (2) Characteristics of enterprises having a positive redistribution effect

(management indicators)

2003-2007 2009-2013
(period 1) (period 3)
No. of employees 12.5 14.2
Sales 330 million yen 380 million yen
Sales growth rate 0.4% 9.5%
Fixed asset growth rate 5.3% 3.2%

Source:

RIETI, Commissioned project concerning the analysis of SME revitalization.

Note: The figures are the averages of enterprise that brought a positive redistribution effect in periods 1 and 3. The numbers
of employees are figures as of 2003 and 2009, respectively. Sales growth rate and fixed asset growth rate are rates of
increase from 2003 to 2007 for the first period, and from 2009 to 2013 for the third period.
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Fig. 1-2-34 Breakdown of the redistribution effect (details)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

(3) Entry effect

When the TFP of an entering enterprise is higher than
the industrial average, entry effect becomes positive, but
when TFP is lower than the industrial average, entry effect
becomes negative. The ratio of enterprises that brought
about a positive or negative entry effect from period 1 to 3
did not change much. Roughly 50% of entering enterprises

pushed up overall TFP, and the remaining 50% pushed it
down. Because the upward effect exceeded the downward
effect, the overall entry effect became positive (Fig. 1-2-
35). Furthermore, from period 1 to 3, the negative entry
effect decreased, but the positive entry effect decreased
even more, and led to a decrease in the overall entry effect.
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Fig. 1-2-35 Breakdown of the entry effect (periods 1 and 3)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

A distribution of entering enterprises in period 3 shows
that roughly 4% of enterprises contributed to 50% of the
positive effect, and 50% of enterprises contributed to
the remaining 50% of the positive effect (Fig. 1-2-36).
Therefore, below, we shall analyze the characteristics
of enterprises according to three groups: approx. 4% of
enterprises that contribute to 50% of the positive entry

effect (hereinafter, positive entering enterprises-1), approx.
50% of enterprises that contribute to the remaining 50%
of the positive entry effect (hereinafter, positive entering
enterprises-2), and entering enterprises that contribute to
the negative entry effect (hereinafter, negative entering
enterprises).
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Fig. 1-2-36 Distribution of entering enterprises in period 3
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

First, a comparison of the industrial composition of the entering enterprises-1 had a higher ratio of enterprises
three groups of enterprises in period 3 shows that while in the education, learning support and a lower ratio
positive entering enterprises-2 and negative entering of enterprises in medical, health care and welfare and
enterprises had practically the same composition, positive construction (Fig. 1-2-37 (1)).

Fig. 1-2-37 (1) Characteristics of enterprises having a positive entry effect (industrial

composition)
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Next, let us compare the management indicators of
the three groups of enterprises (Fig. 1-2-37 (2)). Positive
entering enterprises-1 have an extremely large number
of employees and sales compared to the other two
groups. Positive entering enterprises-2 are smaller in size

compared to positive entering enterprises-1, but have
larger sales per employees compared to negative entering
enterprises, and the highest ordinary profit to sales ratio
of the three groups. It could be said that positive entering
enterprises-2 are small, but have strong earning power.

Fig. 1-2-37 (2) Characteristics of entering enterprises in period 3 (management

indicators)
Positive entering enterprises-1 Positive entering enterprises-2 Negative entering enterprises

(4%) (50%) (46%)

No. of employees 26.5 4.9 9.6

Sales 1,540 million yen 130 million yen 80 million yen

Ordinary profit to sales ratio 3.6% 4.1% -2.1%

Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

Note: All figures are the averages of period 3. The numbers of employees, sales amounts and ordinary profit to sales ratio are

figures as of 2013.

As discussed in “2. Change factors of labor productivity
and total factor productivity (TFP),” entry effect dropped
from period 1 to 3, due to the decrease in the positive
entry effect during that period. To what degree entering
enterprises have an impact on overall TFP growth is
determined by three factors: the degree to which the
TFP level of each entering enterprise deviates from the
average level of TFP in their industry; the market share
of each entering enterprise; and the ratio (entry rate) of
entering enterprises to enterprises as a whole.

Therefore, by comparing the above three factors related
to positive enterprises in periods 1 and 3, we shall estimate
the reason why the positive entry effect decreased. First,
the TFP level of positive entering enterprises surpassed
the industrial average by 36.2% in period 1 and by 32.0%
in period 3, such that the excess rate dropped by 4.2
point (11.6%) (Fig. 1-2-38). Second, the market share of

18) Entry rate refers to the ratio of entering enterprises to total enterprises.

positive entering enterprises was 0.0036% in period 1 and
0.0029% in period 3, marking a decrease of 0.0007 point
(19.4%) (Fig. 1-2-39). Lastly, the entry rate'® of positive
entering enterprises was 10.3% in period 1 and 6.3% in
period 3, marking a drop of 4.0 point (38.8%) (Fig. 1-2-
40).

From the above, it could be said that the decrease
in positive entry effect was foremost influenced by the
decline in the number of positive entering enterprises
entering the market, followed by the decline in the market
share of positive entering enterprises. Since it is not easy
to increase the number of market entries by particularly
large enterprises such as positive entering enterprises-1,
as analyzed earlier, it is important to promote the entry of
enterprises that are small but innovative, and account for
the majority of positive entering enterprises.
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Fig. 1-2-38 TFP level of entering enterprises
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
Note: The figures are average rates of deviation between the TFP of entering enterprises and the TFP level of their industries, as
of 2013.

Fig. 1-2-39 Market share of entering enterprises
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
Note: The figures are averages of the ratio of sales in each entering enterprises to sales in their industries, as of 2013.
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Fig. 1-2-40 Entry rates
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
Note: The figures are ratios of market entries to total enterprises, as of 2013.

(4) Bankruptcy effect

When the TFP of bankrupt enterprises is lower than
the industrial average, bankruptcy effect becomes
positive, but when it is higher than the industrial average,
bankruptcy effect becomes negative. From period 1 to
3, the ratio of enterprises that contributed to either the
positive or negative bankruptcy rate remained generally
unchanged, with 60% of bankrupt enterprises pushing up

overall TFP, and the remaining 40% pushing it down (Fig.
1-2-41). Although the ratio of bankrupt enterprises that
contributed to pushing up TFP is high, the bankruptcy of a
few large enterprises caused the overall bankrupt effect to
become negative. Below, let us examine the characteristics
of the bankruptcy effect with a focus on large enterprises
having a negative bankruptcy effect.
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Fig. 1-2-41 Breakdown of the bankruptcy effect (periods 1 and 3)
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—
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2003-2007 2009-2013
(period 1) (period 3)

Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

First, in periods 1 and 3, 10% of bankrupt enterprises
accounted for more than 80% of the negative effect, and
the bankruptcy of a few enterprises drove TFP down
into negative territory. With respect to the industrial
composition of these enterprises, no significant changes
were seen from period 1 to 3, beside the slight increase
in the ratio of enterprises in the accommodations, eating
and drinking services industry and the real estate industry
(Fig. 1-2-42 (1)). Meanwhile, enterprises having a large
negative bankruptcy effect had a larger ratio of enterprises
in the living-related and personal services industry and
real estate industry, and a smaller ratio of enterprises
in the wholesale trade industry compared to enterprises
having a positive bankruptcy effect.

Next, a look at the management indicators of
enterprises having a large negative bankruptcy effect
shows that many of these enterprises have large sales

in proportion to their number of employees, as well as
a steady growth in sales (Fig. 1-2-42 (2)). Additionally,
among enterprises having a large negative bankruptcy
effect, the ratio of enterprises that have fallen into a state
of excess debts at the beginning of the period is small
compared to enterprises having a positive bankruptcy
effect, but enterprises that have not fallen into a state of
excess debts at the beginning of the period have a larger
ratio of total debt to total assets than positive bankrupt
enterprises. Furthermore, enterprises with a large negative
bankruptcy effect have a high fixed asset growth rate, so
they actively borrow money and make investments, and
in some cases go bankrupt as a result of taking too many
risks. Such enterprises would push up the TFP of SMEs
overall if they do not go bankrupt, so it is important to
provide support and prevent them from inadvertently
going bankrupt.
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Fig. 1-2-42 (1) Characteristics of enterprises having a large negative bankruptcy effect
(industrial composition)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

Fig. 1-2-42 (2) Characteristics of enterprises having a large negative bankruptcy effect
(management indicators, etc.)

2003-2007 2009-2013 Positive bankrupt enterprises
(period 1) (period 3) (period 3)
Ratio to bankrupt enterprises 10% 10% 59%
esz?ggtto total negative bankruptcy 84% 86% _
No. of employees 18.7 171 10.0
Sales 1.22 billion yen 0.98 billion yen 0.12 billion yen
Sales growth rate 8.3% 4.7% -5.7%
Ordinary profit to sales ratio 1.2% -1.2% -9.7%
Fixed asset growth rate 8.8% 7.6% 1.2%
Excess debt ratio 241% 38.6% 70.1%

Source: RIETI, Commissioned project concerning the analysis of SME revitalization.

Note: The above figures are the averages of bankrupt enterprises. The number of employees, sales and ordinary profit to sales
ratio are figures as of 2003 and 2009.
Sales growth rate and fixed asset growth rate in period 1 are the average of the five years up to 2003, and the average of
the five years up to 2009 in period 3.
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(5) Closure effect

When the TFP of closed enterprises is lower than the
industrial average, closure effect becomes positive, but
when it is higher than the industrial average, closure
effect becomes negative (Fig. 1-2-43). From period 1 to
3, the ratio of enterprises having a positive closure effect

dropped roughly 6%, and the ratio of enterprises having
a negative closure effect increased roughly 6%. However,
50% of closed enterprises generally pushed up overall
TFP, and the remaining 50% pushed it down. Because the
downward effect was significantly larger than the upward
effect, overall closure effect remained largely negative.

Fig. 1-2-43 Breakdown of the closure effect (periods 1 and 3)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
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Next, when we look at the distribution of closed
enterprises in period 3, we see that approximately 0.8%
of enterprises contributed to 50% of the negative effect,
and 50.3% of enterprises contributed to the remaining
50% (Fig. 1-2-44). Therefore, below, we shall analyze
the characteristics of closed enterprises according to three
groups: closed enterprises having a positive closure effect

(hereinafter, positive closed enterprises); approximately
0.8% of enterprises that contribute to 50% of the negative
closure effect (hereinafter, negative closed enterprises-1);
and 50.3% of enterprises that contribute to the remaining
50% of the negative effect (hereinafter, negative closed
enterprises-2).

Fig. 1-2-44 Distribution of closed enterprises in period 3
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Source:

RIETI, Commissioned project concerning the analysis of SME revitalization.
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First, a comparison of the industrial composition of the
three groups of enterprises in period 3 shows that positive
closed enterprises and negative closed enterprises-2 have
roughly the same industrial composition, while negative
closed enterprises-1 have a larger ratio of enterprises

in the living-related and personal services industry and
manufacturing industries and a lower ratio of enterprises
in the accommodations, eating and drinking services
industry, retail trade industry and construction industry
(Fig. 1-2-45 (1)).

Fig. 1-2-45 (1) Characteristics of closed enterprises in period 3 (industrial composition)
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Source: RIETI, Commissioned project concerning the analysis of SME revitalization.
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Next, let us compare the management indicators of
the three groups of enterprises. First, positive closed
enterprises have a lower sales growth rate and ordinary
profit to sales ratio compared to the other two groups,
and the exiting of such enterprises contributed to
pushing up TFP (Fig. 1-2-45 (2)). Meanwhile, negative
closed enterprises-1 have an extremely large number of
employees and sales compared to the other two groups,
and display high performance also in terms of sales
growth rate, ordinary profit to sales ratio, and fixed asset
growth rate. They also have a low excess debt ratio, and
are clearly financially sound. In this analysis, enterprises
that become a subsidiary of another enterprises through
M&A are counted as closed enterprises, so it is possible
that negative closed enterprises-1 have not actually

closed the company, but have become a target of M&A.
Negative closed enterprises-2 have a lower sales growth
ratio and fixed asset growth ratio compared to continuing
enterprises, but a higher ordinary profit to sales ratio. Their
rate of having a successor is lower compared to continuing
enterprises, but with average sales of 190 million yen, they
fall below the 300 million yen sales level at which private
M&A intermediaries generally emerge. Therefore, it is
possible that they end up exiting the market, because they
are out of the reach of private agencies and are unable to
find a successor. From the perspective of increasing long-
term productivity in Japan, it is important to facilitate the
handover of the management resources of this group of
enterprises.

Fig. 1-2-45 (2) Characteristics of closed enterprises in period 3 ((2) management indicators)

Positive closed Negative closed Negative closed Continuing enterprises
enterprises enterprises-1 enterprises-2 (corresponds to negative
(48.9%) (0.8%) (50.3%) closed enterprises-2)
No. of employees 8.7 94.5 6.4 11.2
Sales 90 million yen 6,590 million yen 190 million yen 340 million yen
Sales growth rate -3.8% 3.5% 0.6% 1.4%
Ordinary profit to sales ratio -1.1% 4.9% 3.9% 1.9%
Fixed asset growth rate -0.5% 6.0% 1.0% 3.9%
Excess debt ratio 45.3% 6.2% 34.1% 30.4%
Rate of having a successor 40.8% 41.7% 42.0% 45.0%

Source:

RIETI, Commissioned project concerning the analysis of SME revitalization.

Notes: 1. All figures are the average of each group of enterprises. The figures for number of employees, sales, ordinary profit
to sales ratio, and rate of having a successor are figures as of 2009. The figures for sales growth rate and fixed asset

growth rate are the average of the five years up to 2009.
2. The figures for continuing enterprises are the average of enterprises having the same TFP and market share as negative

closed enterprises-2.
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Section3 Summary

In this chapter, we analyzed the productivity and
present state of market entries and exits of enterprises in
Japan, and the impacts of the trends in the life cycle of
SMEs on the productivity of SMEs as a whole in Japan.

The labor productivity of enterprises in Japan is
stagnating, particularly in SMEs, and the slowdown in
the manufacturing industries is especially conspicuous.
When compared to large enterprises, any increase in labor
productivity was brought about not by an increase in
added value, but by the decrease in number of workers.

The number of enterprises in Japan is on a declining
trend, dropping by 0.39 million enterprises from 2009
to 2014, due to a large decline in the number of small
enterprises. On the other hand, the number of medium
enterprises has increased. The large decline in the number
of enterprises caused a decline in the number of workers
in large enterprises and small enterprises, but the increase
in the number of medium enterprises kept the total number
of workers unchanged. As a result, the number of workers
per enterprise increased noticeably in medium enterprises.
During the period from 2009 to 2014, it could be said that
medium enterprises increased their presence in terms of
their numbers of enterprises and workers in Japan.

In consistency with the significant decline in the
number of enterprises, business suspensions, closures and
dissolutions in Japan marked a record high in 2016. The
ratio of enterprises whose manager is aged 60 or older or
aged 80 or older also reached a record high, indicating that
the aging of managers is behind the increase in business
suspensions, closures and dissolutions. Furthermore,
among suspended, closed or dissolved enterprises, half of
all enterprises for which their ordinary profit to sales ratio
is available have exited the market with a surplus. Most of
these enterprises were small enterprises.

The analysis thus far has revealed that the life cycle
of enterprises, such as market entries and exits, has a
large impact on the changes in number of enterprises and
employees in Japan, but in this chapter, we also analyzed
how trends in the component elements of the life cycle
of enterprises, such as market entries and exits, had an
impact on the productivity of SMEs in Japan as whole
between period 1 (2003—2007) and period 3 (2009-2013).

Market entries boosted TFP in SMEs as a whole
through the entry effect, but the upward effect is
shrinking. Additionally, the increasing share of continuing
enterprises with high productivity has pushed up overall
TFP through the redistribution effect, but the TFP level of
continuing enterprises is declining, and the internal effect
is stagnating. Furthermore, the bankruptcy and closure
of enterprises with high productivity has pushed down
overall productivity, indicating that the closure effect had
a particularly strong downward effect.

A comparison of changes in TFP by enterprise size
shows a difference in the recovery of large enterprises
and SME:s after the Lehman crisis (period 3). While large
enterprises saw an increase in the positive margins of their
internal effect and entry effect, SMEs failed to recover as
well, due to the internal effect turning negative, the entry
effect reducing its positive margin, and the closure effect
expanding its negative margin. It is thought that the large
stagnation in the productivity of continuing medium
enterprises caused the internal effect of SMEs as a whole
to drop, and thereby hindered TFP growth.

A comparison of changes in TFP in SMEs by industry
shows that TFP growth has slowed down in both the
manufacturing and non-manufacturing industries. A
possible cause of the slowdown in TFP in manufacturing
enterprises is the stagnation of the internal effect due to the
decline in the spillover effect of the R&D efforts of large
enterprises on SMEs. Behind the decline in TFP growth
in the non-manufacturing enterprises is the shifting of the
internal effect from positive to largely negative territory
in the living-related and personal services industry, which
accounts for a large share of the services industry, and the
drop in TFP growth in the service industry to a negative.

We also analyzed the characteristics of SMEs that have
brought about each effect. First, we saw that enterprises
with a high TFP expanded their market share, and
enterprises with a low TFP reduced their share, thereby
increasing overall TFP and ensuring a sound competitive
environment for SMEs. On the other hand, the TFP level
of continuing enterprises has stagnated due to the fact that
enterprises that make active investments were not able
to expand their sales. Additionally, the effect of entering
enterprises in boosting TFP has weakened, indicating
the need to promote entries by enterprises that may be
small but have high earning power. Furthermore, among
enterprises that have exited the market due to bankruptcy
or business closure, 50 to 60% were enterprises with a
low TFP, but bankruptcies and closures by a few large
enterprises with a high TFP have contributed to pushing
down overall TFP.

Moreover, among closed enterprises with a high TFP,
a group of relatively small enterprises is thought to have
closed due to the absence of successors. Therefore, from
the perspective of improving long-term productivity in
Japan, it is necessary to facilitate the handover of the
management resources of such enterprises.



Chapter 3

The employment environment and labor shortage in SMEs

The previous chapter analyzed how developments in the life cycle of SMEs impact the
productivity of SMEs in Japan. This chapter analyzes the impact of today’s labor shortage on
each life stage of SMEs in reference to the present state of the employment environment in Japan
and the underlying employment and industrial structures.

Section 1

1. Overview of the employment environment in Japan

The employment environment in Japan

First, let us review Japan’s population and age
structure. Japan’s population increased after 1950, but has
shifted to a decline in recent years, and is rapidly aging, as
also evident by the declining ratio of the young population
and working population and increasing ratio of the elderly

Fig. 1-3-1
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population (Fig. 1-3-1). Future population projections
indicate that there will be a conspicuous increase in the
elderly population, and particularly the population of
elderly people over the age of 75.

Population projections by age group
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Sources: MIC, Population Census; National Institute of Population and Social Security Research, Population Projections for Japan

(January 2012 projections).
Notes: 1.

Future population projections after 2020 are based on medium fertility (medium mortality) estimates.

2. Populations up to 2015 are based on MIC, Population Census (people of uncertain age are proportionally distributed).

On the other hand, a look at the number of employed
persons shows that a declining trend had continued due to
a decline in the working population, but an increase has
been seen in the past four years, owing to an increase in
the employment rate (Fig. 1-3-2). When analyzed in terms

of age and gender, we see that there has been an increase
in labor force participation particularly of relatively young
elderly people in their 60s and women ages 25 to 44 who
comprise the lower portion of the so-called M-curve, over
the past twenty years (Fig. 1-3-3).
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Fig. 1-3-2 Number of employed persons and employment rate
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Fig. 1-3-3 Changes in employment rate by age and gender (1996-2016)
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In terms of the overall unemployment rate, which force?, a declining trend has continued over the past
represents the ratio of unemployed persons? in the labor several years, and has recently reached the lowest level in

1) Unemployed persons refer to those people who had no jobs during the survey period but could work immediately if a job were available,
and were preparing to engage in activities or operations for seeking employment during the survey period.
2) Labor force participation is the sum of employed and unemployed persons in the population above the age of 15.
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22 years (Fig. 1-3-4). The ratio of job offers to applicants, the ratio of new job offers to applicants, the ratio of job
which signify the demand-supply situation in the labor offers to applicants, and the ratio of job offers to applicants
market, has continued to increase and reached the highest for regular employees.

level in 25 years. Similar increases have also occurred in

Fig. 1-3-4 Ratio of job offers to applicants and the unemployment rate
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Sources: MHLW, Employment Referrals for General Workers; MIC, Labor Force Survey.
Notes: 1. Figures are seasonally adjusted figures.
2. Unemployment rates between March and August 2011 are interpolated estimates, as nationwide data do not exist for
that period due to the impact of the Great East Japan Earthquake.

A regional analysis of the ratio of job offers to offers exceeded the number of applicants on a nationwide
applicants shows that the ratio was over 1.0 in all 47 scale (Fig. 1-3-5).
prefectures in 2016, indicating that the number of job
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Fig. 1-3-5 Ratio of job offers to applicants, by prefecture (by place of employment,
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Source: MHLW, Employment Referrals for General Workers.

As seen above, the employment environment in Japan
is improving, as indicated by the increase in the number
of employed persons, a decline in the unemployment

rate, and a nationwide increase in the ratio of job offers
to applicants.

2. Employment and industrial structures that underlie the employment environment (mismatch between

enterprises and job seekers)

Below, we shall analyze the employment and industrial
structures that underlie the present state of the employment
environment as discussed above.

Here, we shall analyze two unemployment factors
that accompany structural unemployment and business
fluctuations by wusing the unemployment-vacancy
analysis (UV analysis)? and breaking down the overall
employment rate into equilibrium unemployment rate?
and demand deficiency unemployment rate.

The results of a factor analysis show that
unemployment rate is in the negative due to demand

deficiency, and that the unemployment we see today is
a structural unemployment caused by a mismatch in
abilities, qualifications, working conditions, etc. between
enterprises and job seekers, and by the amount of time
that is spent on labor mobility, including the amount of
time that job seekers spend on job-seeking activities and
the amount of time that enterprises spend on screening
applicants (Fig. 1-3-6). The employment mismatch is
thought to be related to occupation (line of work), age
and type of employment. Here, let us examine in detail
occupation (line of work) and type of employment.

3) For UV analysis in detail, refer Japan Institute for Labour Policy and Training, Youthful Labor Statistics 2016.

4) Equilibrium unemployment rate is the rate at which the unemployment rate (the ratio of unemployed persons to the total number of
employed and unemployed persons) and vacancy rate (the ratio of the number of unfilled vacancies to the total number of employed persons
and number of unfilled vacancies) are equal. The difference with overall unemployment rate is called demand deficiency unemployment

rate.
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Fig. 1-3-6 Factor analysis of unemployment rate

Overall unemployment rate
(%)

—— Equilibrium unemployment rate

Demand deficiency unemployment rate

6.0
50r
40r
3.27
30r
3.05
20r
10r-
0.0} Sy L L T NN
-0.22
-1.0+

85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16

Source: Japan Institute for Labour Policy and Training, Youthful Labor Statistics 2016.

Note: The data shows seasonally adjusted figures.

First, let us examine the mismatch between occupations
for which enterprises seek applicants and occupations that
are sought by job seekers. A look at the number of effective
job seekers and the number of effective job offers by
occupation shows that in both 2013 and 2016, the number
of effective job seekers largely exceeded the number of
effective job offers in clerical occupations, but largely fell
short of the number of effective job offers in the services
and specialized/technical occupations, as a clear example
of the mismatch between enterprises and job seekers (Fig.
1-3-7 (1)). From 2013 to 2016, the shortage of workers
increased in all occupations, beginning with the sales,
services, and nursing occupations. However, in clerical
occupations, the number of effective job seekers continued

to exceed the number of effective job offers, and thus the
mismatch between occupations for which enterprises seek
applicants and occupations that are sought by job seekers
continued to exist.

Since the number of job seekers and job offers largely
differ by occupation, let us examine the ratio of job offers
to applicants from 2013 to 2016 by occupation. The ratio
increased in all occupations over the past three years, and
the number of effective job offers increased compared to
the number of effective job seekers. However, it remained
below 1 in the clerical occupation and the transport,
cleaning, and packaging occupations, and the number of
effective job seekers continued to exceed the number of
effective job offers (Fig. 1-3-7 (2)).
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Fig. 1-3-7 (1) Difference between the number of effective job seekers and the number
of effective job offers, by occupation (regular employment, including part-
time employment)
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Source: MHLW, Employment Referrals for General Workers.
Notes: 1. The above data excludes agriculture, forestry and fishery occupations and occupations not able to be classified.

2. The figures for nursing occupations are the sum of welfare facility instructors, other specialized social welfare
occupations, housekeepers and domestic helpers, and nursing service occupations, based on the 2011 revised
occupational classification of the Ministry of Health, Labour and Welfare, respectively extracted from specialized/
technical occupations and services occupations.

Fig. 1-3-7 (2) Ratio of job offers to applicants by occupation (regular employment,
including part-time employment)
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Source: MHLW, Employment Referrals for General Workers.
Notes: 1. The above data excludes agriculture, forestry and fishery occupations and occupations not able to be classified.

2. The figures for nursing occupations are the sum of welfare facility instructors, other specialized social welfare
occupations, housekeepers and domestic helpers, and nursing service occupations, based on the 2011 revised
occupational classification of the Ministry of Health, Labour and Welfare, respectively extracted from specialized/
technical occupations and services occupations.

Next, let us examine the mismatch in type of comparison of the number of effective job offers and the
employment between enterprises and job seekers. A number of effective job seekers by type of employment
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shows that in 2013, the number of job offers fell short
of the number of job seekers for regular employment
(excluding part-time employment)®, but the number
of job offers exceeded the number of job seekers for
regular part-time employment® and temporary/seasonal
employment (including part-time employment)”, thus
creating a possible mismatch in type of employment (Fig.
1-3-8). Thereafter, from 2013 to 2016, the number of
job offers increased for all types of employment but the
number of job seekers, and particularly those who seek
regular employment (excluding part-time employment)

declined, such that the number of job offers exceeded the
number of job seekers in all types of employment. This
means that the mismatch in type of employment between
enterprises and job seekers was somewhat mitigated from
2013 to 2016. In terms of the increase in the number of
effective job offers from 2013 to 2016, a large increase
was seen in regular part-time employment and temporary/
seasonal employment (including part-time employment)
compared to regular employment (excluding part-time
employment).

Fig. 1-3-8 Numbers of effective job offers and effective job seekers by type of

employment (2013-2016)
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Source: MHLW, Employment Referrals for General Workers.
Notes: 1.

O Regular part-time employment
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(incl. part-time employment)
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Regular employment (excluding part-time employment) refers to employment for an indefinite term or for more than

four months under an employment contract, excluding part-time and seasonal employment, and thus differs from the
employment of regular employees or regular personnel.

2. Regular part-time employment refers to employment for an indefinite term or for more than four months under an
employment contract, excluding seasonal employment.

We have seen that today’s unemployment in Japan
amid an improving employment environment is a
structural unemployment caused by mismatches, and that

underlying this structural unemployment is a mismatch
in occupations for which enterprises seek applicants and
occupations that are sought by job seekers.

5) Regular employment (excluding part-time employment) refers to employment by workers who are employed for an indefinite term or for
more than four months based on an employment contract, but excludes part-time employment.

6) Regular part-time employment refers to employment by workers who work shorter hours per compared to the weekly working hours of
ordinary workers employed by the same business establishment, and who are employed for an indefinite term or for more than four months.

7) Temporary employment refers to employment by those who are employed work for an employment contract term of more than a month and
less than 4 months as specified in an employment contract. Seasonal employment refers to employment by those who are employed for a
specified fixed term (whether for less than 4 months or more than 4 months) in response to seasonal labor demand or over a seasonal holiday.
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Column 1-3-1 Relationship between the number of job offers by type of

employment and changes in industrial structure

Changes in the industrial structure in Japan is thought to be behind the large increase in the
number of job offers by enterprises for regular part-time employment and temporary/seasonal
employment (including part-time employment). A look at long-term changes in industries with the
largest number of workers in each municipality shows that as of 1986, the manufacturing industries
had the largest number of workers in the majority of municipalities in all regions excluding
Hokkaido, Aomori, Kochi, Kyushu and Okinawa, but as of 2014, there has been a conspicuous
increase in the number of municipalities in which the retail trade and services industries have the
largest number of workers, and particularly in the medical, health care and welfare industries. This
indicates a shift in the industrial structure from the manufacturing industries to services industries
(Fig. Column 1-3-1 (1)).

Fig. Column 1-3-1 (1) Changes in regional industrial structures by number of workers (in units of
municipality)

(1986) (2014)

I:| Construction
- Manufacturing
- Retail trade

[ Medical, health care and welfare

- Services (excluding medical,
health care and welfare)

1 95t [] other

e
5

o
s

Sources: Recompiled from MIC, Establishment and Enterprise Census of Japan; and MIC, METI, 2072 Economic Census

for Business Activity.

Notes: 1. Industries with the largest number of workers were extracted for each municipality, and the municipalities from
which the industries were extracted were expressed by industry. Agriculture and other primary industries were
also included within the scope of the survey.

2. The industrial classification (large classification) for extracting the industries is based on the revised
classification of March 2002. The industrial classification for 1986 and 2014 above represents a re-grouping of
small industrial classifications.

3. The services industries above include accommodations, eating and drinking services; education, learning
support; compound services; and services (not elsewhere classified) in the large classification.

4. In cases where there were multiple industries with the largest number of workers in a municipality, priority was
placed on the industry with the largest number of business establishments.

5. Other includes regions that were not included within the scope of the survey at the time of the survey.

This change in industrial structure also brought a large change to the structure of the nationwide
number of workers in Japan. While the number of workers in the manufacturing industries is gradually
declining, the number of workers in the medical, health care and welfare industry has continued to
increase, and has almost doubled from 2002 (Fig. Column 1-3-1 (2)). This shows that the services
industries are gaining greater weight in the employment structure in Japan.
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Fig. Column 1-3-1 (2) Number of workers by industry

The number of workers in the
manufacturing industries fell

(10,000 people)

1,400 steadily until 2009 and thereafter
continued on a gradual decline.
1,202
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1,045
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Increase in the number of workers in 811 Manufacturing
the medical, health care and welfare
800 industries accompanying an aging society Transport and postal activities
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02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 (not elsewhere classified)
(Year) Other industries

Source: MIC, Labor Force Survey.
Notes: 1. Interpolated estimates are displayed for 2011, as the survey was suspended in lwate, Miyagi and Fukushima
prefectures due to the Great East Japan Earthquake.

2. Accompanying the revision of the Japan Standard Industrial Classification (November 2007), the Labor Force
Survey shows results according to the 12th revised industrial classification from the January 2009 survey, and
retroactive results for 2007 and 2009.

3. Other services here include scientific research, professional and technical services; living-related and personal
services and amusement services; education, learning support; compound services; and services (not
elsewhere classified). Other industries include mining and quarrying of stone and gravel; electricity, gas, heat
supply and water; information and communications; finance and insurance; and real estate and goods rental
and leasing.

With respect to the ratio of types of employment by industry, we see that the ratio of
workers other than full-time employees and personnel is particularly high in the retail trade and
accommodations, eating and drinking services industries, and the ratio of full-time employees is
high in the manufacturing industries compared to the average of all industries (Fig. Column 1-3-1
(3)). In the services industries, production and consumption occur simultaneously in terms of both
time and space, unlike in the manufacturing industries, which are able to maintain an inventory,
so the need to respond to seasonal changes in demand might be related to the large numbers
of part-time workers and temporary staff in the services industries. It is thought that the growing
weight of the services industries, which are characterized by this high ratio of non-full-time workers
accompanying the above-mentioned changes in industrial structure, is behind the large increase in
the number of job offers for regular part-time employment and temporary/seasonal employment
(including part-time employment).
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Fig. Column 1-3-1 (3) Ratio of types of employment by industry (2016 average)

O Full-time employees and personnel 0O Part-time workers O Temporary staff from worker
dispatching agencies
O Contract employees O Fixed-term employees and others

All industries
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Other services

Other (electricity, gas, heat supply [ _ . |
and water; and real estate 1 [

and goods rental and leasing) 0 .

Source: MIC, Labor Force Survey (2016).
Notes: 1. Workers above exclude officers.
2. Other services include scientific research, professional and technical services; living-related and personal
services and amusement services; compound services; and services not elsewhere classified.

Section 2 SME employment environment

1. Labor shortage in SMEs

Thus far, we examined the present state of the and entry.
employment environment in Japan and the underlying First, when we examine the number of new job offers
employment and industrial structures. Here, we shall by workforce size as an indication of the trend of job
examine the labor shortage situation, which has an impact offers, we see that job offers particularly by business
on the life stage of SMEs, and discuss the employment establishment with 29 workers or less have increased

trends of job seekers and factors related to job separation significantly since 2009 (Fig. 1-3-9).
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Fig. 1-3-9 Number of new job offers by workforce size of business establishment
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Source: MHLW, Employment Referrals for General Workers.

Next, we shall look at the actual number of workers more increased by approximately 3.82 million, while the
by workforce size. Over the past twenty years, the number of workers in enterprises with 29 workers or less
number of workers in enterprises with 500 workers or decreased by approximately 2.15 million (Fig. 1-3-10).
Fig. 1-3-10 Number of non-agriculture or forestry workers by workforce size
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Source: MIC, Labor Force Survey.
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When we examine the shortage and excess of there is a particularly strong sense of shortage in the
employees in SMEs by industry, we see that a labor construction and services industries (Fig. 1-3-11).
shortage has continued in all industries since 2013, and

Fig. 1-3-11 DI for excess/shortage of employees by industry
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(Year & quarter)

Source: SMRJ & SME Agency, Survey on SME Business Conditions.
Note: The DI for excess/shortage of employees is the percentage (%) of enterprises that said they have an excess of employees
for the current term, minus the percentage (%) of enterprises that said they have a shortage.

2. Employment trends of job seekers and reasons for job separation and entry

Above, we examined the serious labor shortage in years in all sizes of workforce, and especially among
SMEs. Here, we shall examine trends in workers who workforce size with 29 employees or less, indicating that
leave or enter an SME. enterprises with a small number of employees are finding

First, the ratio of placement to job opening® among it difficult to secure high school graduates (Fig. 1-3-12).

new high school graduates declined over the past five

8) Ratio of placement to job opening is an indicator of the rate at which job openings are filled.
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Fig. 1-3-12 Ratio of placement to job opening among high school graduates, by
workforce size
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Source: MHLW, Employment Referrals for New School Graduates.
Notes: 1. The above yearly figures for new school graduates are based on the number of job seekers handled by public
employment security offices and schools and their status of employment.
2. Ratio of placement to job opening = (number of job seekers employed / number of job openings) x 100

Next, let us examine the ratio of job offers to new number, but among enterprises with 299 workers or less,
university graduates. Among enterprises with 300 workers the ratio is generally around 3 or 4, with more job offers
or more, the ratio falls below 1, and there are more job than the number of job seekers (Fig. 1-3-13 (1), (2)).

applicants than the number of job offers or mostly same in

Fig. 1-3-13 (1) Number of university graduate job applicants and prospective university
graduate job applicants to enterprises with 300 workers or more
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Source: Recruit Works Institute, Works University Graduate Job Offers to Job Seekers Ratio Survey.
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Fig. 1-3-13 (2) Number of university graduate job applicants and prospective university
graduate job applicants to enterprises with 299 workers or less
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Source: Recruit Works Institute, Works University Graduate Job Offers to Job Seekers Ratio Survey.

Let us also take a look at the trends of workers who
change jobs. Under the definition of SMEs as enterprises
with 299 workers or less and large enterprises as those with
300 workers or more, workers who change jobs between
SMEs and large enterprises increased as a whole from
2011 to 2015, but job changes between SMEs maintained
a level trend, while job changes between large enterprises
increased significantly, and job changes from SMEs to

large enterprises also increased considerably compared
to changes from large enterprises to SMEs (Fig. 1-3-14).

The trend in job changes in 2015 shows that 500,000
workers switched from large enterprises to SMEs, and
980,000 switched from SMEs to large enterprises, such
that among SMEs, there were more workers who left to
work for a large enterprise than those who left a large
enterprise to work for an SME.
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Fig. 1-3-14 Number of workers changing jobs by size of present enterprise, in terms of
the workforce size of their previous enterprise
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Source: Prepared based on MHLW, Survey on Employment Trends.

Next, let us examine the reasons why workers who
change jobs choose a large enterprise as their next place
of employment. First, with regard to the reasons for
leaving their previous job, the largest reason by workforce
size of previous enterprise was “low income” (20.5%)
in enterprises with 1 to 29 workers, “poor working
conditions” (17.7%) in enterprises with 30 to 99 workers,
and “retirement age/expiration of contract period” (19.4%,
42.5%) in enterprises with both 100 to 299 workers and
300 workers or more (Fig. 1-3-15).

The ratios for “low income,” “uncertainty of the
company’s future,” “company circumstances,” “human
relationships in the workplace,” and “retirement age/
expiration of contract period” as reasons for changing
jobs particularly differed among workforce sizes. The
ratio of the first four reasons declined as workforce size
became larger, and the fifth reason increased as workforce

EEINT3

size became larger. In SMEs, the income aspect was the
largest reason for leaving a job, and the ratio of separation
due to feelings of uncertainty about the future and due
to company circumstances was also higher compared
to large enterprises. The largest reason for leaving a
large enterprise, on the other hand, was retirement age/
termination of contract period, indicating that many
employees work until retirement age or until expiration of
the term of a fixed-term employment.

The ratio of personal reasons, such as “marriage,
childbirth, child care, family care and nursing care,” and
reasons related to the job, such as “discontent with the job
content” and “abilities, individuality, qualification cannot
be maximized,” was a mere 5% or so in all workforce
sizes, and did not show any large difference among
workforce sizes.
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Fig. 1-3-15 Ratio of reasons for job separation, by workforce size of previous enterprise
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Source: Recompiled from MHLW, 20714 Survey on Employment Trends.
Note: Job separation reasons exclude “other reasons (incl. temporary transfers)” and “unidentified.”
In SMEs, “low income” was given as the reason for job from ¥275,000 to ¥298,000 in SMEs and from ¥338,000
separation at a high rate. When looking at the amount of to ¥384,000 in large enterprises in the past twenty years
salary by enterprise size, we see that a disparity in wages (Fig. 1-3-16).

still exist between large enterprises and SMEs, ranging
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Fig. 1-3-16 Salaries by enterprise size
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Source: Recompiled from MHLW, Basic Survey on Wage Structure.

Notes: 1. The figures for full-time employees before 2004 are the figures for general workers who are employed for an indefinite
term, and those for after 2005 are the figures for general workers who are full-time employees or personnel in a
business establishment.

2. General workers refer to regular workers other than short-term workers.

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

4. Regular workers refer to workers who fall under either of the following descriptions.
(@) Those who are employed for an indefinite term or for a specified term of more than a month.
(b) Those who are employed daily or for a specified term within a month and who have worked more than 18 days per

month during the two months prior to the survey month.

5. Salary is the amount of cash that is routinely paid, and is the sum of the basic salary that is paid as the June salary
every year and prescribed allowances, including overtime pay.

6. Enterprises with a total of 299 regular workers or less (99 workers or less for wholesale trade, services, retail trade,
and eating and drinking establishments) are considered as SMEs, and enterprises other than SMEs are considered as
large enterprises.

A look at wage increases by workforce size shows that (Fig. 1-3-17). However, wages are steadily increasing in
enterprises with 100 to 299 workers generally have lower these enterprises, and the difference with other workforce
wage increases compared to enterprises of other sizes sizes has begun to decrease in recent years.

Fig. 1-3-17 Wage increases (rate of average rate revision per worker)
5,000 workers or more — 1,000 — 4,999 workers 300 — 999 workers —— 100 — 299 workers

(Percent change from previous year, %)

25

20F 2.0
1.9
1.8
1.8

1.5

/\

1.0 -

0.5

0.0 . . . . . . . . . )

00 01 02 03 04 05 06 07 08 09 10 1" 12 13 14 15 16(Year)

Source: MHLW, Survey on Wage Increase.
Notes: 1. The above is a summary of enterprises that have revised their wages, enterprises that plan to revise their wages and
have already determined the amount, and enterprises that do not plan to revise their wages.
2. Wage revisions include revisions of regular raises, increases in basic pay, and allowances for all or some regular
workers, and also include reduction of wages, such as decreases in basic pay, cuts in wages, etc.
3. Regular workers in this survey refer to workers who are employed for an indefinite term.
4. The rate of wage revision per worker is based on the weighted average of the number of regular workers.
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Next, the largest reason for job entry by size of present When we look at reasons that particularly differ
workforce size is “interest in the job” in all workforce between workforce sizes, we see that the ratios of
sizes, indicating that foremost importance is placed on “expectation in the company’s future” and “high income”
the content of the job, regardless of workforce size (Fig. are not necessarily high, but are higher among larger
1-3-18). enterprises, in reverse of the reasons for job separation.

Fig. 1-3-18 Ratio of reasons for job entry, by workforce size of current enterprise
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Source: Recompiled from MHLW, 20714 Survey on Employment Trends.

Note: Job entry reasons exclude “other reasons (incl. temporary transfers)” and “unidentified.”
Thus far, we have examined the reasons for job shall examine the reasons for job changes between SMEs
separation and job entry by workforce size. Below, we and large enterprises.
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The largest reason for switching from an SME to a large
enterprise is “favorable working conditions” (21.4%),
while the largest reason for switching from an SME to
an SME is “interested in the job” (23.2%) (Fig. 1-3-19).
Additionally, the ratio of reasons related to income and
the future prospects of the company is higher among job
switches from an SME to a large enterprise compared to
changes from an SME to an SME.

Next, the largest reason for changing jobs from a large
enterprise to an SME is “favorable working conditions”
(22.4%), while the largest reason for changing from a
large enterprise to a large enterprise is “interested in the
job” (23.4%). Furthermore, the ratio of “simply wanted
to obtain a job” (19.1%) as the reason for changing jobs
is higher among workers changing jobs from a large
enterprise to an SME.

Fig. 1-3-19 Ratio of reasons for job entry by size of previous and present enterprise

O Interested in the job O Favorable working conditions

O High income

O Abilities, individuality,

O Simply wanted to obtain a job
qualification can be maximized

O Expectation in the company’s future O Convenient to commute

From SME to SME 23.2 18.4 15.5 19.3 8.5 6.6 8.6
From SME to
large enterprise 211 21.4 12.5 141 12.8 11.0 71
From large enterprise
to SME 20.8 22.4 16.7 19.1 6.0 |4.7 10.3
From large enterprise
to large enterprise 23.4 16.4 22.9 13.6 10.5 7.8 5.5

100(%)

Source: Recompiled from MHLW, 2014 Survey on Employment Trends.
Notes: 1. Job entry reasons exclude “other reasons (incl. temporary transfers)” and “unidentified.”
2. Large enterprises here refer to enterprises with 300 workers or more. SMEs refer to enterprises with 299 workers or

less.

Above, we found that while the number of SME job
offers is increasing, the numbers of new graduates and
workers changing jobs to SMEs are not increasing as
much as large enterprises, such that the number of workers
in SMEs is declining and there is a strengthening sense of
labor shortage. Underlying this situation are issues related
to the employment structure as a whole. For example,

there appears to be a mismatch between occupations for
which enterprises seek workers, and occupations that
are sought by job seekers, and a difference in working
conditions that large enterprises and SMEs can provide
in response to conditions sought by job seekers. In fact,
the largest reason for job separation from an enterprise
with a small number of workers is related to income,
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as a reflection of the disparity that exists between large
enterprises and SMEs in regard to actual wage levels and
wage increases.

On the other hand, the reasons for job entry place
weight on the job content in both large enterprises and
SMEs, and the reasons for changing jobs from a large
enterprise to an SME include interest in the job, and
favorable working conditions such as working hours
and holidays. Therefore, SMEs that offer attractive jobs

Section 3 Summary

Part I Chapter 2 focused on the life cycle of SMEs,
including market entries and exits and the growth of
continuing enterprises, and assessed the present state of
SMEs, quantitatively analyzed the effects of the life cycle
on SME productivity as a whole based on actual corporate
data, and analyzed various changes over time and the
characteristics of SMEs that have a large impact on SME
productivity as a whole.

Part I Chapter 3 focused on human resources, which
pose an issue throughout the life cycle of SMEs, and
examined changes in the employment environment in
Japan in the context of a rapidly aging society, as well

and flexible working styles have the potential to secure
workers even amid a labor shortage.

It is also important for SMEs to address the shortage
of workers by actively utilizing human resources that
are not presently participating in the labor market, given
that Japan’s labor environment is in a state of structural
unemployment and the working population is expected to
decline in the future.

as analyzed the present state of labor shortage and
factors behind the mismatch between enterprises and
job seekers. As a whole, a wage disparity exists between
large enterprises and SMEs, but it was found that workers
choose SMEs as a place of employment if they offer
attractive jobs and flexible working styles.

Part II will focus on the life cycle of SMEs and the
human resources that support them, and analyze in detail
their growth through startup, business succession and new
business advancements, and their initiatives for securing
human resources.



Part] Developments among SMEs in fiscal 2016

Column 1-3-2 Initiatives for realizing wage increases in SMEs

This column examines support policies that help SMEs create an environment that is conducive
to increasing productivity as a means for realizing wage increases, and support policies that provide
incentives for increasing wages.

[Support policies for productivity improvement]

I Act on Strengthening the Management of SMEs, etc.
The Act on Strengthening the Management of SMEs, etc. came into force on July 1, 2016, as
a policy framework for increasing productivity in SMEs, etc. Under the Act, businesses can receive
taxation and financial support measures by preparing a management improvement plan based on
sector-specific guidelines and receiving approval for it.
More specifically, the scheme aims to achieve the following.
(1) To have ministers governing each industry create guidelines based on best practices in
productivity improvement for each industry.
(2) To support SMEs and micro-businesses that engage in initiatives in line with these guidelines
by providing financial and taxation measures, including a reduction of fixed assets tax.
(3) To encourage the initiatives of SMEs and micro-businesses through the support of regional
support organizations such as societies and chambers of commerce and industry and local
financial institutions.

Fig. Column 1-3-2 (1) Scheme of the Act on Strengthening the Management of SMEs, etc.

Competent ministers

on an approved management strengthening plan
> Priority provision of subsidies to approved
businesses

(Formulation of é [Support measur;] E

METI Minister sector-specific guidelines) g 3R ‘;‘éﬁ?é"’.ﬂ ?:Lgéidwisesr‘ztsé;i)i(p%ehnajlg?\;ices
(Formulation of a basic policy) Submitted to: are acquired for the purpose of increasing i
(e.g.) METI: Regional bureaus of productivity :

economy, trade and industry . > Financial support needed for businesses based

* Support can be received from the Labor |:>
Insurance Special Account for cases Application Approval
where human resource development is
undertaken in a promotion organization.

Management strengthening plan ‘

Sector-specific management
strengthening promotion
organization

Support agencies for
business innovation
E.g.:

Publicity Applying businesses
an H
o Chambers and societies of i

\

d \
dissemination '\ [ SMEs and ]

;
i

i Support
i

!

i Human ) micro-businesses,

1

'

!

|

!

'

for
application

e Business organizations
e Trade associations, etc.

resource medium enterprises

/

commerce and industry,
development,,'* . associations
/* Applications may be made based on the o Local financial institutions
- ==t "1/ basic policy in sectors where sector-specific o Experts of professional practices, etc.!
7 guidelines have not been formulated. i -- - Lol

i E.g.:

I Expansion of the fixed assets tax reduction measure, establishment of a tax system for strengthening
SME management (FY2017 tax revision)
To support capital investment toward increasing productivity, the fixed assets tax reduction
measure was expanded? to include devices and fixtures that are used in the services industries
(refrigerated display shelves, assistive nursing wear, etc.) and facilities accompanying buildings (air-

9) In the special exemption of fixed assets tax, the tax reduction measure for facilities that have been newly included in the scope of the
measure (devices and fixtures, facilities accompanying buildings, etc.) is limited to industries in which labor productivity is below the
nationwide average in regions where the minimum wage is above the nationwide average (Saitama, Chiba, Tokyo, Kanagawa, Aichi, Kyoto,
Osaka). In the other 40 prefectures, the measure applies to all industries.
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conditioning equipment, elevators, etc.) within the scope of facilities eligible for tax reduction, and
a tax system for strengthening SME management was established within the corporate tax system.

[Establishment of an incentive for realizing wage increases]

I Review of the income growth promotion tax system (FY2017 tax revision)

In addition to the support measure offered until fiscal 2016 (10% tax credit on increases in salary
and other payments from FY2012), SMEs that have increased wages by more than 2% compared to
the previous fiscal year will be eligible to receive an additional 12% tax credit on increases in salary

and other payments from the previous year.

Fig. Column 1-3-2 (2) Key points of the expansion of the income growth promotion tax system

An increase by more than a certain rate

‘ [Requirement 1] Total amount of salary or other payments: ‘

(see figure below) from FY2012

'R

More than the previous business year

[Requirement 2] Total amount of salary or other payments: ]

[Requirement 3]

Average salary or other payments:

(1) Surpasses the previous business year

(2) An increase of more than 2% from the
previous year

Maintain a 10% tax credit

(1) Enterprises with a wage increase rate of less than 2%

from the previous year

(2) Enterprises with a wage increase rate of more than 2%
An additional 12% tax credit for the amount of increase

(1) Wage increases of less than 2%

[Requirement 3] Surpasses
the previous year, less than 2%

' 2% [increase]
increase

3% | thon
3% [|increase| ‘3o,
2% |increase] increasel

10%
tax credit

Total amount of salary or
other payments in FY2012

| | | I

2012 2013 2014 2015 2016 2017

(Reference business year)

22%
tax credit

10%
tax credit

(2) Wage increase of more than 2%
[Requirement 3] More than
2% increase from previous year
More
3% than
| 3% |increasel 30,
increase
Total amount of salary or
other payments in FY2012
I I I I
2012 2013 2014 2015 2016 2017

(Reference business year)




Part] Developments among SMEs in fiscal 2016

Column 1-3-3 Discussions toward diverse working styles

The Ministry of Economy, Trade and Industry launched study groups to assess the recent increase
in flexible working styles represented by dual occupations, side businesses, and working styles that
are not bound by employment relationships, and to identify issues from the perspective of invigorating
the industries, including SMEs. This column introduces the information obtained from discussions in
two study groups.

[Business startups and creation of new businesses through dual occupations and side businesses]

l Study group on business startups and creation of new businesses through dual occupations and side
businesses

(Present status of dual occupations and side businesses)

Promoting dual occupations and side businesses not only contributes to increasing market entries
by potential entrepreneurs, but is also important to SMEs that face a shortage of workers.

According to the FY2012 Employment Status Survey of the Ministry of Internal Affairs and
Communications, approximately 5.7% of employed workers (approx. 3.68 million) seek to engage
in dual occupations or side businesses. It is worth noting that the middle and advanced age group of
people in their 50s to 60s compose the volume zone of dual occupations and side businesses.

(Issues)

For one thing, business managers lack proper understanding of the advantages of dual
occupations and side businesses, and for another, various risks and concerns exist regarding working
hours, management of industrial accidents, leakage of information, etc.

Additionally, some employment regulations forbid dual occupations and side businesses.
According to a survey conducted by the SME Agency in February 2015, approximately 85.3% of
enterprises do not allow their employees to engage in dual occupations or side businesses.

(Response policies)

(1) Fostering social momentum through the introduction of best practices, corporate awards, etc.
The fact that dual occupations and side businesses have their advantages, and that risks are
manageable, shall be disseminated through the introduction of best practices, recommendations,
etc.

(2) Creation of “leading cases” in the regions
To create best practices in the regions, corporate employees who seek to engage in dual
occupations or side businesses shall be supported in their efforts, under the FY2017 subsidy for
enterprises that support business startups.

(3) Establishment of a consultation framework for managers and employees
A list of consultation centers that utilize an existing startup support system shall be created,
to establish a framework for providing expert consultation to potential entrepreneurs who are
considering starting a business through their dual occupation or side business.

(4) Coping with institutional issues
Model employment regulations shall be revised, and ministerial proposals on the formulation
of guidelines concerning dual occupations and side businesses shall be implemented.
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[Effective utilization of human resources through diverse working styles]
I Study group on new working styles that are not bound by employment contracts

(Working styles that are not bound by employment relationships)

When considering future changes in Japan’s industrial structure, it will be important to embrace
freelance/alliance work and other such working styles that are not bound by employment relationships
as "optional” working styles to workers who voluntarily seek flexible working styles or who have
constraints such as of child care or nursing care.

According to surveys of the Ministry of Economy, Trade and Industry conducted in FY2016'%, the
majority of workers are “satisfied” and “wish to continue their present working style,” but only 20% of
enterprises introduce freelance work.

(Issues and response policy)

Workers who are not bound by employment relationships, such as freelance workers, face different
issues according to their skills, environment, and other such factors, and thus the support they require
also differs.

Working styles that are not bound by employment relationships could be established as optional
working styles by (1) providing skills improvement and educational training, (2) creating environments
that provide a sense of security to workers, and (3) accelerating initiatives by enterprises.

@ Dissemination of measures for SMEs and
micro-businesses

4@ Cultivation of an awareness of career development
@ Dissemination of the mutual aid system for small enterprises @ Improvement of basic skills for facilitating operations

(accumulation of living expenses for after market exit)

@ Formulation of guidelines, dissemination of best practices

»

Government

@

Platformers

@ Establishment of a scheme for proper
evaluation of abilities and skills

=i

Contractee
enterprises

Other
players

@ Compliance with the Subcontract Act

@ Development of a framework for
utilization of external human resources,
reforms of awareness and attitudes

@ Establishment of a scheme for proper
evaluation of abilities and skills

@ Main role in building abilities and skills
@ Main role in building abilities and skills

@ Creation and operation of a voluntary system ) : ! SR
(education venders, industrial organizations, etc.)

for certifying outstanding businesses

@ Creation of a new private insurance
(system for compensation during absence
from work)

@ Development of a matching system

* In the medium to long term, it will become necessary to deepen discussions on labor laws and social security.

10) FY2016 Industrial Economic Research Commissioned Project on “Survey of work style reforms in enterprises” (March 2017, Mizuho
Information & Research Institute, Inc.) and FY2016 Industrial Economic Research Commissioned Project on “Survey on work style reforms
that respond to new industrial structural changes” (March 2017, Nikkei Inc.)
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Chapter 1

New business startup/establishment

In Part I, we looked at the conditions for establishing businesses in Japan and at the importance
of recurrence in the life cycles of SMEs, which are essential to the future growth of Japan’s
economy. In this chapter, we target the startup or establishment phase of that life cycle for more
detailed analysis. Specifically, Section 1 will take an overall view of the conditions for establishing
businesses in Japan in comparison with other countries, while in Section 2 we will analyze the
conditions in the establishment phase for entrepreneurs interested in starting up a business and the
problems they face. Then, in Section 3, we will look at the conditions in each of the growth stages
during and after business establishment, and identify the problems that arise. This will enable us
to consider the sorts of support policies that are required in order to increase the number of future

businesses established.

Section 1

In this section, we will use various statistics and surveys
to examine the conditions for establishing businesses in
Japan over time and compare business startup activity

1. Conditions for establishing businesses in Japan

Conditions for establishing businesses in Japan

internationally to shed more light on the situation around
business startups in Japan.

We begin by use the Employment Status Survey
conducted by the Ministry of Internal Affairs and
Communications (MIC) to gain an overview of the
trends over several years in the conditions for the
people responsible for establishing businesses, namely
the entrepreneurial hopefuls who wanted to start up a
business and the entrepreneurs who actually succeeded in
doing so. We can then use this analyze the conditions for
establishing businesses in Japan.

(1) Trends in people responsible for business
startups
Fig. 2-1-1 shows the trends over time in the numbers
of entrepreneurial hopefuls, people making startup
preparations and entrepreneurs who are responsible for
starting up businesses in Japan. The figure indicates
a declining trend in the numbers of entreprenecurial

hopefuls and people making startup preparations from
1997 onwards, with the numbers of entrepreneurs falling
steadily from 383,000 in 2002 to 346,000 in 2007 and
down to 306,000 in 2012. On the other hand, the speed
of decline among people making startup preparations and
entrepreneurs is slower than for entrepreneurial hopefuls,
such that the number of entrepreneurs as a proportion of
entrepreneurial hopefuls actually rose between 1997 and
2012, increasing from 13.1% to 18.6%, 19.9% and then
t0 20.2%. So we can see that, while there was a marked
decline in the number of entrepreneurial hopefuls,
entrepreneurs have emerged in consistent numbers each
year?,

1) In summarizing trends in the numbers of entrepreneurs here, “entrepreneurs” are defined as “those people who have changed jobs or found a
new job within the last year who have also become officers of a company, etc. or self-employed persons.” However, in the MIC Employment
Status Survey, the “Did you start your own business?” query was only added as of the 2007 survey. If we single out those people who
responded positively to the “Did you start your own business?” query in 2007 and 2012, the numbers of entrepreneurs who responded
“Started the business myself” in 2007 and 2012 were 181,000 (including 7,000 who started subsidiary or secondary businesses) and 169,000
(including 6,000 who started subsidiary or secondary businesses) respectively. The figures for entrepreneurs shown in Fig. 2-1-1 do not
single out those people who started up their own businesses, so we must bear in mind that they may include self-employed persons and
people who became company CEOs through factors such as business succession, without themselves having started up the business.
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If we also look at the figures for entrepreneurial
hopefuls considering starting up secondary or subsidiary
businesses or people making startup preparations for such
businesses (hereinafter referred to as “entrepreneurial
hopefuls to start up subsidiary businesses” and “people
making startup preparations for subsidiary businesses”
respectively), along with entrepreneurs who established
secondary or subsidiary businesses (hereinafter
“entrepreneurs in subsidiary businesses”), entrepreneurs
hoping or preparing to start up subsidiary businesses as
a proportion of all entrepreneurs hoping or preparing to
start up a business have in each case been increasing since
2002. (People hoping to start up subsidiary businesses
as a proportion of all entrepreneurial hopefuls made up

Fig. 2-1-1

[ Entrepreneurial hopefuls

[] Entrepreneurial hopefuls to start up

31.7% of the total in 2002, 41.6% in 2007 and 44.7% in
2012. People making startup preparations for subsidiary
businesses as a proportion of all people making startup
preparations made up 30.8% of the total in 2002, 38.0% in
2007 and 43.8% in 2012.) However, while entrepreneurs
in subsidiary businesses have also been making up an
increasing proportion of all entrepreneurs since 2002
(2.9% in 2002, 4.0% in 2007 and 4.2% in 2012), the
proportions are lower than for entrepreneurial hopefuls
and people making startup preparations. This indicates
that even though there is an increased focus on starting
up secondary or subsidiary businesses as a new way of
working, few businesses are actually established in this
way.

People responsible for business startups

[ People making startup preparations

subsidiary businesses

[] People making startup preparations
(10,000 people) for subsidiary businesses

[ Entrepreneurs

[ Entrepreneurs in subsidiary businesses
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Source: Recompiled from MIC, Employment Status Survey.
Notes: 1. “Entrepreneurial hopefuls” here refers to employed persons who responded that they are looking to change jobs and

“wish to start their own business”, or unemployed persons who responded that they “wish to start their own business”.
2. “Entrepreneurial hopefuls to start up subsidiary businesses” here refers to employed persons who responded that they
are looking to change jobs and “wish to do other jobs plus the current one” or “wish to start their own business”.
3. “People making startup preparations” here refers to entrepreneurial hopefuls who responded that they are “preparing

to start a business”.

4. “People making startup preparations for subsidiary businesses” here refers to those people hoping to start up a
secondary or subsidiary business who responded that they are “preparing to start a business”.

5. “Entrepreneurs” here refers to those who have changed jobs or found a new job within the last year and who have
become officer of a company, etc. or self-employed persons.

6. “Entrepreneurs in subsidiary businesses” here refers to those who have changed jobs or found a new job within the
last year and who have become officers of a company, etc. or self-employed persons, and who are also employed in

other work that is different from their current job.
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(2) Genders of entrepreneurial hopefuls and
entrepreneurs
Fig. 2-1-2 shows the composition of entrepreneurial
hopefuls and entrepreneurs by gender, indicating that
while the proportion of women among entrepreneurial
hopefuls tended to increase from 1997 onwards, female

entrepreneurs as a proportion of all entrepreneurs declined
over the same period. This suggests that more women
have been considering establishing businesses as a way of
working in recent years, but few of them have gone on to
actually start up a business.

Fig. 2-1-2 Genders of entrepreneurial hopefuls and entrepreneurs

(1) Entrepreneurial hopefuls

[J Men [J Women
(Year,
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Source: Recompiled from MIC, Employment Status Survey.

Notes: 1. “Entrepreneurial hopefuls” here refers to employed persons who responded that they are looking to change jobs and
“wish to start their own business”, or unemployed persons who responded that they “wish to start their own business”.
2. “Entrepreneurs” here refers to those who have changed jobs or found a new job within the last year and who have
become officer of a company, etc. or self-employed persons.
3. Here, entrepreneurial hopefuls and entrepreneurs do not include entrepreneurs engaged in or hoping to start up

secondary or subsidiary businesses.
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(3) Ages of entrepreneurs by gender

Next, Fig. 2-1-3 shows the different ages of
entrepreneurs according to their gender and clearly shows
a trend among both men and women for entrepreneurs
aged 60 or older to increase as a proportion of all

proportion of entrepreneurs aged 60 or older was 35.0%
for men compared with 20.3% for women, indicating that
men make up a higher proportion than women. It seems
likely that this is because more men than women have
been in salaried positions and have reached retirement age

entrepreneurs since 1979. More recently in 2012, the before opting to establish a business as a second career.

Fig. 2-1-3 Ages of entrepreneurs by gender
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Source: Recompiled from MIC, Employment Status Survey.

“Entrepreneurs” here refers to those who have changed jobs or found a new job within the last year and who have
become officer of a company, etc. or self-employed persons.
2. Here, entrepreneurs do not include entrepreneurs engaged in secondary or subsidiary businesses.

Notes: 1.
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(4) Composition of entrepreneurs by industry

Next, Fig. 2-1-4 shows the trends in the industry
composition of entrepreneurs according to gender. The
figure shows a higher proportion of men than women in
the primary industries of agriculture, forestry and fisheries
and in the construction industry. While the proportions
have declined in recent years among both genders in
manufacturing, wholesale trade, retail trade and eating and

drinking services, the proportions in the service industries
have been rising, particularly in scientific research,
professional and technical services, living-related and
personal services, amusement services and the education
and learning support sector and medical, health care and
welfare. Similar trends can be seen for women, with the
proportion falling in retail trade and eating and drinking
services in recent years, but increasing in other services.

Fig. 2-1-4 Business types of entrepreneurs by gender
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[J Wholesale trade

[J Construction
[ Retail trade

[ Manufacturing
[ Eating and drinking services

[ Medical, health care and welfare [] Other services [ Other
(Year)
1
97 13.4 ‘ 11.4 ‘ 6.8 ‘ 6.4 ‘ 8.5 ‘ 74 241 32.0 ‘ 121
P . - G ,‘ J <
] B B o
02 12.4 ‘ 9.9 ‘ 7.4 ‘ 5.4 ‘ 9.9 ‘ 7.0 ‘25‘ 36.0 ‘ 9.5
Men E L ! 7 0 -

07 10.4 ‘ 12.3 ‘ 6.0 ‘ 4.6 ‘ 8.1 ‘4.2 ‘3.1‘ 37.5 ‘ 13.9

12 13.2 ‘ 12.7 ‘ 4.5 ‘ 3.9‘ 6.9 ‘ 5.3 ‘3.5‘ 38.8 ‘ 11.3
o

97 3.6‘ ‘3.6 ‘2.7‘ 21.1 ‘ 10.7 49.2 ‘ 4.9
g I

02 3_4‘ 3.6‘1.? 23.2 ‘ 11.5 “I‘JS 47.8 ‘ 5.4

Women ;éle‘v - - ‘-T: i

07 06 ’ ‘3.6‘2.:": 19.3 ‘ 9.0 \22J 50.6 ‘ 7.9
=221 _ A
AT

1255 3.1 1.‘8 16.7 8.0 [3.0 52.5 10.2
=
0 100 (%)

Source: Recompiled from MIC, Employment Status Survey.
Note: “Entrepreneurs” here refers to those who have changed jobs or found a new job within the last year and who have become

officer of a company, etc. or self-employed persons.
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(5) Average ages of entrepreneurs, people making
startup preparations and entrepreneurial
hopefuls

Fig. 2-1-5 shows the trends by gender in the average
ages? of entrepreneurs, people making startup preparations
and entrepreneurial hopefuls. The figure indicates that,
due to population aging, the average ages of both men and
women are rising among entrepreneurs, people making
startup preparations and entrepreneurial hopefuls. Among

men, the average age across all men increased 8.9 years
from 40.4 to 49.3 between 1979 and 2012. Among male
entrepreneurs, the average age has increased even more
rapidly over the same period, rising from 39.7 to 49.7, a
jump of 10 years exactly. By comparison, among women
the average age across all women increased 9.9 years from
42.2 to 52.1 between 1979 and 2012, but among female
entrepreneurs, the average age increased only 7.6 years
over the same period, rising from 37.1 to 44.7.

Fig. 2-1-5 Average ages of entrepreneurs, people making startup preparations and

entrepreneurial hopefuls
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Source: Recompiled from MIC, Employment Status Survey.

Notes: 1.

“Entrepreneurs” here refers to those who have changed jobs or found a new job within the last year and who have

become officer of a company, etc. or self-employed persons.
2. “People making startup preparations” here refers to entrepreneurial hopefuls who responded that they are “preparing

to start a business”.

3. “Entrepreneurial hopefuls” here refers to employed persons who responded that they are looking to change jobs and
“wish to start their own business”, or unemployed persons who responded that they “wish to start their own business”.

4. Here, entrepreneurs, people making startup preparations and entrepreneurial hopefuls do not include entrepreneurs
engaged in or preparing or hoping to start up secondary or subsidiary businesses.

2) “Average age” as used here is an estimated value for average age calculated for entrepreneurs, people making startup preparations and
entrepreneurial hopefuls respectively using the estimation multiplication factors calculated for each region, gender, age group and household
type in the response samples from the MIC Employment Status Survey used to estimate the average age of the entire population.
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(6) Changes in entrepreneurial awareness among
students
In Fig. 2-1-3 above, we observed a declining trend
among both genders in the proportion of entrepreneurs
aged 39 or less. Here, based on Fig. 2-1-6, we look at the
trends over time for students who are currently studying
and are hoping to start up a business as a proportion of

all entrepreneurial hopefuls and for students who are
currently studying and are making concrete preparations
to start up a business as a proportion of all people making
startup preparations. As the figure shows, there is a
steadily growing intention to start up a business among
students who are currently studying.

Fig. 2-1-6 Entrepreneurial awareness among enrolled students

Entrepreneurial hopefuls enrolled as students
as a proportion of all entrepreneurial hopefuls

(%)

50r-

40

Proportion of people making startup preparations
who are enrolled as students

5.3

3.8{ 1“4.2

3.1
28
2.8» 26 29
’ 23
20+ 22
1.0+
O J
79 82 87 92 97 02 07 12 (Year)

Source: Recompiled from MIC, Employment Status Survey.

Notes: 1. Here, “entrepreneurial hopefuls enrolled as students as a proportion of all entrepreneurial hopefuls” is calculated as
the total number of people who are currently mainly attending school but who also work and want to change jobs and
responded “wish to start their own business”, or people who do not work because they are currently attending school
and also responded “wish to start their own business”, as a proportion of the total number of entrepreneurial hopefuls.

2. Here, “proportion of people making startup preparations who are enrolled as students” here refers to those
entrepreneurial hopefuls who are currently studying who responded that they are “preparing to start a business” as a
proportion of all the people making startup preparations.
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3. Here, entrepreneurial hopefuls and people making startup preparations do not include people hoping or preparing to

start up secondary or subsidiary businesses.
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Column 2-1-1 High School Student Business Plan Grand Prix

Every year since FY2013, The Japan Finance Corporation (JFC) has held the annual “High School
Student Business Plan Grand Prix” for high-school students, which aims to improve awareness
of business startups in the young people who will carry that burden for the next generation. The
competition promotes business startup training designed to foster the “ability to think and act for
oneself”, something seen as essential in the real world (Fig. Column 2-1-1 (1)).

While there are many business ideas contests for university students and working adults, when
high-school students become engaged in business planning, issues often arise around market
surveys, marketing and income and expenditure planning. The JFC assists students with these issues
by dispatching specialist employees working in actual business startup support programs who go out
and give lectures to high schools, drawing on the expertise that JFC has gained by financing some
26,000 business startups every year and also support on bussiness plan creation.

Fig. Column 2-1-1 (1) Outline of the Infinite Power of Creativity o, High School Student Business
Plan Grand Prix

To promote business startup training that fosters the sort of “ability to think and act

All for oneself” that is needed in the real world
Qualification Individual students or groups of students from high schools (including the latter part
requirements of secondary education schools) anywhere in Japan

Plans of the following types that engage the free ideas and creative power of young

people:

Eligible content » Business plans that make people’s lives better or that make the world work better

» Business plans that resolve social issues such as regional or environmental
problems

(1) Do the products and/or services reflect the wealth of ideas and viewpoints
typical of high-school students?

(2) Does the plan identify needs and propose specific customers (targets)?

(3) Has the plan considered the required management resources (people, things,
technology, expertise)?

(4) Does the plan allow for sales and/or profitability that will at least ensure
continuity?

Business plan
screening criteria

Fig. Column 2-1-1 (2) looks at the trends in the numbers of high schools that have entered the High
School Student Business Plan Grand Prix and shows that the number of entries is trending upwards
year on year. The content of the plans is increasingly diverse and the standard is rising each year, with
high-school students in regions faced with the problem of a shrinking population presenting entries
such as business plans aimed at regional revitalization through collaboration with local industry and
businesses by utilizing local resources. Other proposed business plans put forward by students at
schools designated as Super Global High Schools under the Ministry of Education, Culture, Sports,
Science and Technology (MEXT) SGH program bring an international perspective.

Entrepreneur training programs are also starting up under the joint auspices of regional high
schools and local governments, including some regions where the Grand Prix is being seized on
as an opportunity to hold regional business plan workshops or for local governments to initiate
entrepreneur fostering programs for young people.
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Fig. Column 2-1-1 (2)

Numbers of high school entrants

1st Grand Prix

2nd Grand Prix

3rd Grand Prix

4th Grand Prix

(FY2013) (FY2014) (FY2015) (FY2016)
No. of high school entrants 151 207 264 324
No. of entries 1,546 1,717 2,333 2,662
No. of participating students (individuals) 3,362 4,927 6,915 7,520
No. of visiting JFC lectures held 82 148 183 241

Awards ceremony at the final screening in the 4th [The Infinite
Power of Creativity oo, High School Student Business Plan Grand
Prix]
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Case
2-1-1 Lifeis Tech, Inc.

A company that boosts the potential of diverse junior and senior high school
students through programming and IT classes

Life is Tech, Inc. (employees: 33; capital: ¥518.48 million), based in Minato City in Tokyo, was founded in
2010.

At present, the company’s main activities include the planning and operation of programming and IT
education camps and schools and the development and operation of online programming education services
for junior and senior high school students. In 2014, Life is Tech became the first recipient of a Google RISE
award (an award granted by Google to organizations throughout the world providing ICT education) in the
East Asian region.

Life is Tech’s mission and company vision is to boost the creativity and practical ability of diverse individual
junior and senior high school students, and its practical tools to realize this goal are programming and IT
education camps and schools.

As the "entrance,” providing students with the opportunity to learn, the company holds camps at which
students stay over on university campuses throughout the country during the extended spring, summer and
winter vacations, and operates schools to which students commute in Tokyo, Osaka and other cities, offering
content that provides a firm grounding in programming. The company also provides ample support for the
“exit” of the junior and senior high school students who have studied with it, assisting them in matters including
moving on to further study, finding employment and starting businesses. Life is Tech opens the path to future
success, for example in employment with global enterprises.

The company'’s first camp was held in fiscal 2011, and was attended by 40 junior and senior high school
students. Today, 3000 students attend the summer camp. At these camps, university students directly teach the
junior and senior high school students about programming and information technology, and camp staff with
a variety of professional affiliations offer both technological knowledge and communication skills, ensuring
that there are a large number of repeat students, and that the number of students also continues to increase.

Life is Tech's President and CEO, Yusuke Mizuno, says emphatically, “Programming ability has significant
potential to be more essential than language ability in countries throughout the world, and because of this,
we have been strengthening our global expansion since 2015, for example by holding camps at overseas
universities in countries such as Singapore. We are aiming to create a world in which 200,000 junior and senior
high school students are creating using IT in Japan alone by 2020.”
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Q

* Code Girls
W

An image of the company’s consistent support for programming and IT education
from the “entrance” to the “exit”
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A scene from one of Life is Tech’s programming and IT education camps
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2. International comparison of business startup conditions

In this subsection, we will begin with an international
comparison looking at entry rates and exit rates in Japan
and those in Western countries. We will then focus more
specifically on the process whereby businesses are actually
established and compare Japan with other countries in
terms of its awareness of and activities towards business
startups in order to tease out the conditions for business
startups in Japan.

(1) International comparison of entry and exit
rates
We begin by using government statistics to check entry
and exit rates in Japan and in the U.S. and the European
nations of the U.K., Germany and France. Japan’s entry
and exit rates are calculated in a number of ways, but

the rates used for this international comparison between
Japan and Western countries are calculated using the
Annual Report on Employment Insurance Programs by
the Ministry of Health, Labour and Welfare (MHLW), as
was the case in Part I. Fig. 2-1-7 shows the trends in the
entry rate and exit rate in Japan and in Western countries.
The statistics are compiled differently in Japan and the
other countries, so a simple straight comparison is not
possible. However, the figure clearly shows that Japan’s
entry and exit rates between 2001 and 2015, at around
5% and around 4% respectively, are consistently very low
in comparison with Western countries. By contrast, the
recent entry rates in the U.K. and France are around 13%,
which is almost 10 percentage points higher than Japan’s
rate.
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Fig. 2-1-7
(1) Entry rate
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Sources: Japan:  Ministry of Health, Labour and Welfare, Annual Report on Employment Insurance Programs

(Fiscal year basis).

U.S. U.S. Small Business Administration, The Small Business Economy.

U.K.: Office for National Statistics, Business Demography.

Germany: Statistisches Bundesamt, Unternehmensgriindungen, -schlieBungen: Deutschland, Jahre,

Rechtsform, Wirtschaftszweige.

INSEE, Taux de création d'entreprises.

Japan’s entry and exit rate are calculated based on the establishment and discontinuance of businesses that provide

employees with insurance (applicable businesses).

2. The rate of business entries and exits for the U.S. is calculated based on the emergence and disappearance of
employers.

3. The rate of business entries and exits for the U.K. is calculated based on the number of companies registered as
paying value-added tax (VAT) and pay-as-you-earn (PAYE) tax.

4. Germany’s entry and exit rates are calculated based on the number of companies that submit notifications of the
establishment and discontinuance of business.

5. France’s entry and exit rates are calculated based on the number of companies registered into or removed from the
SIRENRE register of companies and establishments.

6. Because the characteristics of the statistics differs between countries, it is not possible to make simple comparisons.

France:
Notes: 1.
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(2) International comparison of entrepreneurial
awareness
The processes leading up to the establishment of a
business are: (1) People indifferent to business startups
become interested; (2) specific preparations are made for
business startup; and (3) actual business startup. Below,
we will focus on the “process of becoming interested in a

business startup (entrepreneurial awareness)” in (1) above
and the “process of preparing for and starting up a business
(entrepreneurial activity)” in (2) and (3) above. We will
then compare those processes across different countries.
To make an international comparison of entreprencurial
awareness and activity, we will look that those factors in
Japan and in Western countries as shown by the results
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of the Global Entrepreneurship Monitor (GEM)® surveys
undertaken in the major countries around the world.

We begin by conducting an international comparison
of entreprencurial awareness. In the GEM surveys, adults
between the ages of 18 and 64 are asked about their levels
of entrepreneurial awareness and entrepreneurial activity.
Fig. 2-1-8 shows the factors used to query the levels of
entrepreneurial awareness. From Fig. 2-1-8, it is clear that

Fig. 2-1-8

Japan has a far lower proportion of responses to all the
queries than Western countries, particularly for “Have
ready access to entrepreneurs” and “Have the knowledge,
skills and experience needed to start up a business”. This
indicates that the level of entrepreneurial awareness in
Japan is especially low when compared with Western
countries.

International comparison of entrepreneurial awareness

(%) Have ready access to entrepreneurs

Success in establishing
a business will give me
social standing

Japan
_ Have ready acces_s‘to us.
favorable opportunities
for starting up a business UK.
—O— Germany
—— France

Would like to start up \/

"/ Have the knowledge, skills and experience

a business

needed to start up a business

Source: Formulated by the SME Agency from the Report on the FY2015 ‘Survey of Entrepreneurial Spirit’ Survey of Business
Startup and Venture Support (March 2016, Nomura Research Institute, Ltd.).
Notes: 1. Shows the results of the Global Entrepreneurship Monitor (GEM) surveys.

2. Here, the “Have ready access to entrepreneurs” response shows the GEM survey “indicator of entrepreneurial activity
penetration” (the proportion who responded “Know someone who started up a new business in the last two years”).

3. Here, the “Have ready access to favorable opportunities for starting up a business” response shows the GEM survey
“indicator of business opportunity recognition” (the proportion who responded “A good opportunity to start up a
business will come up in the area where | live in the next six months”).

4. Here, the “Have the knowledge, skills and experience needed to start up a business” response shows the GEM
survey “indicator of knowledge, skills and experience” (the proportion who responded “Have the knowledge, skills and
experience needed to start up a new business”).

5. Here, the “Would like to start up a business” response shows the GEM survey “Assessment of career choice” (the
proportion who responded “Most people in your country think that starting up a new business is a desirable career
choice”).

6. Here, the “Success in establishing a business will give me social standing” response shows the GEM survey
“Assessment of the social standing of entrepreneurs” (the proportion who responded “People who succeed in starting
a new business gain respect and social standing in your country”).

3) The GEM surveys have been conducted since 1999, primarily by Babson College in the U.S. and London University in the U.K. based
on the premise that a country’s economic development is closely tied to entrepreneurial activity. The three main goals of the surveys
are to identify: (1) whether there are differences between countries in their entrepreneurial activity; (2) whether economic activity and
entrepreneurial activity are correlated; and (3) what are the factors that underlie the differences in entrepreneurial activity. From 10
countries, including Japan, initially in 1999, the number of participating countries and regions rose to 62 in 2015. The minimum number
of samples per country is 2,000 (random sampling) and the same survey forms are used worldwide. Through these surveys, it is possible to
draw international comparisons of entrepreneurial activity, entrepreneurial attitudes, the goals of entrepreneurial activity and the situation
regarding activities that support business startups.
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(3) Proportion of people not interested in business
startups
Next, we will look more closely at three of the responses
used to measure entrepreneurial awareness in Fig. 2-1-
8 above, namely “Have ready access to entrepreneurs”,
“Have ready access to favorable opportunities for
starting up a business” and “Have the knowledge, skills

Fig. 2-1-9
Japan —&— U.S.

(%)
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g0l 758 78.2
72.3
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50 -
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and experience needed to start up a business”. People
who responded “No” to any of these three responses are
defined in this subsection as “people not interested in
business startups” and Fig. 2-1-9 shows the proportion of
such people among all the respondents. The figure shows
that Japan tends to have a higher proportion of people not
interested in business startups than Western countries.

Proportion of people not interested in business startups

Germany —— France

77.3

723 731

39.2
36.0

\/_\.\\30.6
22.9

01 02 03 04 05 06

07 08 09 10 1" 12 (Year)

Source: Formulated by the SME Agency from the Survey of Entrepreneurial Spirit report (March 2014, Venture Enterprise Center).
Notes: 1. Shows the results of the Global Entrepreneurship Monitor (GEM) surveys.
2. Here, “proportion of people not interested in business startups” is calculated as the proportion of people who responded

”

in the negative to any one of the following three indicators: “indicator of entrepreneurial activity penetration”, “indicator
of business opportunity recognition” and “indicator of knowledge, skills and experience”.
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(4) Correlation between entrepreneurial awareness

and entrepreneurial activity

Below, we look at the differences between Japan
and Western countries with respect to the correlation
between entrepreneurial awareness and entrepreneurial
activity. Fig. 2-1-10 shows an international comparison
of the number of people engaged in entreprencurial
activity (referred to in the remainder of this subsection
as “active entrepreneurs”) as a proportion firstly of
all the respondents and then of the people interested in
business startups (referred to in the remainder of this

subsection as “prospective entrepreneurs”). Here, when
we look at active entrepreneurs as a proportion of the total
population, the level in Japan, like that for entreprencurial
awareness, is lower than in Western countries. On the
other hand, if we look only at prospective entrepreneurs,
the proportion of prospective entrepreneurs who go on to
be actual active entrepreneurs is higher than in the U.K.,
Germany and France and on a par with the level in the
U.S., as indicated by the number of active entrepreneurs
as a proportion of prospective entrepreneurs.

Fig. 2-1-10 International comparison of the proportion of prospective entrepreneurs
who engage in entrepreneurial activity

[J Active entrepreneurs as a proportion of

[] Active entrepreneurs as a proportion of

(%) prospective entrepreneurs the total population
25 -
20.0
20 - 19.0
15.0
151 13.0
10 - 9.0
8.0
4.9
51 4.3
27 3.2
0
Japan u.s. Germany France
Source: Formulated by the SME Agency from International Comparative Analysis of the Factors Influencing Entrepreneurial Activity

(March 2012, Research Institute of Economy, Trade and Industry (RIETI)).
Notes: 1. Shows the results of the Global Entrepreneurship Monitor (GEM) surveys.
2. Here, “active entrepreneurs as a proportion of prospective entrepreneurs” refers to active entrepreneurs (people
making concrete preparations to start up a business plus the people who started up a business no more than 3.5
years ago) as a proportion of the people who responded “Have the knowledge, skills and experience needed to start

up a business”.

3. Here, “active entrepreneurs as a proportion of the total population” refers to active entrepreneurs (people making
concrete preparations to start up a business plus the people who started up a business no more than 3.5 years ago)
as a proportion of the general adult population (aged 18 to 64).

4. The proportion of active entrepreneurs is a value calculated from individual data from 2001 to 2010.

The results above show that the level of entrepreneurial
awareness in Japan is trending downwards in comparison
to Western countries, but that when we look solely at
prospective entrepreneurs, the proportion who go on to
actually make business startup preparations is relatively
high. This indicates that, in order to increase business
startups in Japan, it is important to begin by sparking an

interest in entrepreneurship among people not interested
in business startups. Another measure that is likely to
be effective is enhancing the support available in each
of the processes that lead to preparations for starting a
business and then to actual business startups once people
not interested in business startups have started to take an
interest in establishing their own businesses.
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Column 2-1-2 International comparison of entrepreneurial environments

and business startup support policies

This column provides an overview of the entrepreneurial environment and business startup
support policies in Western countries and looks at the correlation between those entrepreneurial
environments and business startup support policies and entry rates. It will then focus on enterprise
survival rates and compare those in Japan with those in Western countries.

I Entrepreneurial environment

If we look at the entrepreneurial environments in Japan and Western countries, Japan lags behind
most Western countries in terms of ease of business startup, placed 8%th in the overall rankings. This
is because the number of days taken to start up a business and the entry costs involved are higher in
Japan than in Western countries. Moreover, when we compare Japan against countries such as U.S.,
the U.K. and France in factors such as entry costs, those countries can be seen as having environments
that are more conducive to business startups than Japan.

Fig. Column 2-1-2 (1) International comparison of entrepreneurial environments

Globa kg ofsase | Procsdurastops or | Daystaeniosat | ety cost )
Japan 89 8 11.2 7.5
u.s. 51 6 5.6 1.1
U.K. 16 4 45 0.1
Germany 114 9 10.5 1.9
France 27 5 3.5 0.7

Source: World Bank, Doing Business 2017.
Note: Here, entry cost refers to amount as a proportion of per-capita income.
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l Business startup support policies

As shown in Fig. 2-1-7 above, the entry rates for the U.K. and France are 14.3% and 12.4%
respectively, both far higher than the rate in Japan. Here, we will look at details and outcomes of the
business startup support policies in the U.K. and France and look for any correlation with entry rates.

juk

The entry rate in the U.K. has risen steadily since 2010%. This is in part a result of the full
implementation of comprehensive support policies aimed at SMEs. For example, one of the key
policies of the British Business Bank (BBB®) has been the provision since 2012 of a “Start Up
Loans” program, which offers financing accompanied by up to two years of mentoring support
after business startup®. Since its initial fiscal year, the program has provided 6,500 financing
loans totaling £39.2 million”. This is further supplemented by investment funds such as the UK
Innovation Investment Fund (UKIIF), a venture capital fund for strategically important industries,
and credit guarantee schemes such as the Enterprise Finance Guarantee (EFG) scheme®.

The education sector also offers programs aimed at promoting entrepreneurship. In
2014, one-month programs were run in which children aged 5 to 11 were each given £5 and
allowed to administer a business. Other schemes include enterprise-based teacher training
for a more complete career education a scheme that issues “Enterprise Passports”, which act
as a record of a people’s accomplishments and career training. Since around 2010, these
initiatives have been continuing to boost young people’s interest in business startups?.

4)
5)
6)
7
8)

9)

Office of National Statistics “Business demography, UK: 2015”
(https://www.ons.gov.uk/businessindustryandtrade/business/activitysizeandlocation/bulletins/businessdemography/2015)

The British Business Bank was established in 2014 as a government-owned development bank tasked with implementing financial policies
aimed at SMEs, including support for business startups. British Business Bank “Corporate Information and Subsidiary Companies”
(https://british-business-bank.co.uk/corporate-information)

Start Up Loans “About The Loan” (https://www.startuploans.co.uk/what-is-a-start-up-loan/)

Prime Minister’s office and Department for Business, Innovation & Skills “Report on small firms 2010 to 2015 by Lord Young”
(https://www.gov.uk/government/publication/report-on-small-firms-2010-to-2015-by-lord-young)

The future shape of small and medium business startup policy in the U.K., according to the Shoko Research Institute Young Report (2016)
(https://www.shokosoken.or.jp/chousa/youshi/28nen/28-3.pdf)

Prime Minister’s office and Department for Business, Innovation & Skills “Report on small firms 2010 to 2015 by Lord Young”
(https://www.gov.uk/government/publications/report-on-small-firms-2010-to-2015-by-lord-young)
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In the U.K,, social enterprises' make up roughly 6% of all SMEs, and their numbers have
risen from 240,000 in 2010 to 300,000 in 2016. To improve access to finance for such social
enterprises, a tax credit scheme for social investment was introduced in 2014 to provide greater
diversity in fund-raising sources.

| France

In France, a business can be established just by submitting a simple application, using the
“Auto-entrepreneur” system established in January 2009. Coupled with preferential tax treatment
for enterprises that have just been established, this scheme saw the number of business startups
by sole proprietors double during 2009 and 2010. In fact, around 320,000 sole proprietors
started up businesses in 2009, rising to roughly 360,000 in 2010'?. The increase in the number of
business startups dropped off again in 2011, but levels higher than before the introduction of the
system were still maintained™.

When we break down the people who started up a business using the system, 30% of the sole
proprietors were not in work prior to starting up their business (including 6% who were retired
and 5% who were students), and 40% were working individually in secondary or subsidiary
businesses. One of the main reasons given for using the system was that it permitted a new
business to be started up in addition the main business'.

10) Social enterprises are defined in the U.K. as “businesses that trade primarily for social purposes rather than to maximize profits for
their stakeholders or owners, and whose surplus profits are generally reinvested in the business or the community for social purposes”.
Department for Business, Innovation & Skills “A Guide to Legal Forms for Social Enterprise”
(https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/31677/11-1400-guide-legal-forms-for-social-enterprise.pdf)

11) Prime Minister’s office and Department for Business, Innovation & Skills “Report on small firms 2010 to 2015 by Lord Young™
(https://www.gov.uk/government/publications/report-on-small-firms-2010-to-2015-by-lord-young)

12) http://www.acoss.fr/home/observatoire-economique/publications/acoss-stat/acoss-stat-n214.html

13) INSEE “Hors auto-entreprises, les créations d’entreprises augmentent en 2013 (https://www.insee.fr/fr/statistiques/1280964)

14) OECD The Missing Entrepreneurs (December 2013) p.202-203
(http://www.oecd.org/publications/the-missing-entrepreneurs-9789264188167-en.htm)



Part Il  SME life cycle

I Enterprise survival rates after startup

We have seen already that both entry rates and exit rates are low in Japan compared with Western
countries. So are there differences in the enterprises that are started up in Japan, where both entry
rates and exit rates are low, and in Western countries, where both entry rates and exit rates are high.
Here, we will compare survival rates after business startup across the various countries (Fig. Column
2-1-2 (2)). As is the case with entry rates and exit rates, the nature of the statistics and data for survival
rates differs according to country, so simple comparisons cannot be made. However, the data we
have shows that while 57.7% of enterprises in the U.K. and 55.5% of enterprises in France exit the
market within five years of being established, no more than 18.3% of enterprises in Japan exit the
market within five years of startup. This shows that, while the number of enterprises being started up
in Japan may be lower than in Western countries, the proportion of those enterprises that do not exit
the market after startup and continue trading for the long term tends to be higher in Japan than in
Western countries.

Fig. Column 2-1-2 (2) International comparison of enterprise survival rates after startup

Japan —— U.S. U.K. —O— Germany —{— France
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Sources: Japan: Recompiled from COSMOS2 (Enterprise Overview File) conducted by Teikoku Databank, Ltd.
U.S., Germany, France: Eurostat
U.K.: Office for National Statistics
Notes: 1. Enterprise survival rates for Japan are compiled only for enterprises for which corporate data is stored in the
database. Also, due to the time required to store data in the database, calculated survival rates may be higher
than the actual survival rates.
2. Survival rates in the U.S., the U.K., Germany and France are averaged values for enterprises established
between 2007 and 2013.
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Section 2 Conditions and issues faced in the establishment phase

In the previous section, we conducted an international
comparison of  entrepreneurial awareness and
entrepreneurial activity based on GEM surveys and
observed that the proportion of people with no interest
in business startups was higher in Japan than in Western
countries, which results in a lack of entrepreneurial activity.
In this section, we will use the Survey of Awareness and
Experience of Business Establishment and Startup' to
conduct a more detailed analysis. Specifically, we divide
the processes in the business establishment phase into
four stages, as shown in Fig. 2-1-11, and then summarize
the conditions in each stage and the issues that arise. Our
specific aims are to identify the respective conditions for
four types of people: (1) people currently not interested
in business startups (referred to in this section as “people
not interested in business startups”); (2) people interested
in and thinking about business startups who have not yet
made any startup preparations (referred to in this section

as “entrepreneurial hopefuls”); (3) people who would like
to start up a business and are currently making concrete
preparations for business startup (referred to in this
section as “people making startup preparations”); and (4)
people who have actually started up a business (referred
to in this section as “entreprencurs”). We will also be
analyzing the issues each group of people faces and the
type of support policies or other measures they need in
order to progress to the next stage. Among the people
not interested in business startups, there is also a certain
number of people in another category: (5) people who
have previously been interested in starting up a business
and aspired to do so, but who gave up on the idea and now
are no longer interested in starting up a business (referred
to in this section as “former prospective entrepreneurs”).
We will analyze the conditions and issues facing these
former prospective entrepreneurs also.

15) A survey conducted in December 2016 by Mitsubishi UFJ Research and Consulting Co., Ltd. on behalf of the SME Agency.
The Internet-based screening survey questioned men and women aged 18 to 69 throughout Japan. The survey method used a two-step
approach with a screening survey followed by the main survey. The screening survey identified entrepreneurial hopefuls, people making
startup preparations, entrepreneurs and former prospective entrepreneurs to be the targets for the main survey, ultimately obtaining responses

from 4,125 main survey respondents.

The screening survey was also used to study overall trends, with samples collected from 18,000 of the screening survey respondents selected
to give a balance in terms of gender and age group (35 or younger, 36 to 55 and 56 or older).
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Fig. 2-1-11 Stages leading up to business establishment
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(3) People making startup preparations <ﬂ
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(2) Entrepreneurial hopefuls <ﬂ

.
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(1) People not interested in business startups (5) Former prospective entrepreneurs
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(1) People not interested in business startups: people not currently interested in starting up a business

(2) Entrepreneurial hopefuls: people who are interested in and thinking about starting up a business but are not currently making
concrete preparations

(3) People making startup preparations: people who would like to start up a business and are currently making concrete preparations
to start up a business

(4) Entrepreneurs: people who have actually started up a business

(5) Former prospective entrepreneurs: people previously interested in starting up a business who are now no longer interested in
doing so
(* People who once thought about starting up a business or who prepared to or hoped to start up a business without completing

the preparations, and who now have no interest in starting up a business)

1. Current situation for business startups in Japan

(1) Proportion of people not interested in business

startups

We begin by looking at the proportion of people not
interested in business startups in the survey (Fig. 2-1-
12). If we also include former prospective entrepreneurs,
around 80% of all the respondents were not interested
in starting up a business. If we compare the genders, a
slightly higher proportion of women are not interested in
starting up a business. If we then look at the proportions
by gender and age, we see higher proportions among
enterprise managers 10 or more years after business
startup and entrepreneurs within 10 years of business
startup with proportions increasing in both genders in the
older age brackets of 50s and 60 and older.

While the proportions of people who aspire to start up
a business, such as entrepreneurial hopefuls and people
making startup preparations, are higher among the
younger age groups than among seniors, the proportions
of enterprise managers and entrepreneurs increase as the
age group rises. This suggests that people who aspire to
start up a business go on to actually start up a business.
On the other hand, the fact that there is a fairly constant
number of entrepreneurial hopefuls and people making
startup preparations in the 50 and older age group suggests
that a set number of the people who aspire to start up a
business do not quickly go on to establish a business due
to problems or other reasons.
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Fig. 2-1-12 Proportions of people with and without an interest in starting up a business

(1) Proportions by gender

O Enterprise managers OEntrepreneurs O People making startup preparations
O Entrepreneurial hopefuls O Former prospective entrepreneurs OPeople not interested in business startups
(excluding former prospective entrepreneurs)
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(2) Distribution by gender and age group of enterprise managers, entrepreneurs, people making startup preparations and entrepreneurial hopefuls
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\
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. In this survey, “entrepreneurs” are people who have started up a business in the last 10 years, and “enterprise
managers” are people who have started up a business that has been running for at least 10 years.
2. In (2), responses from former prospective entrepreneurs and people not interested in business startups (excluding
former prospective entrepreneurs) are not shown.
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2. Conditions for people not interested in business startups, excluding former prospective entrepreneurs

Next, we look at the people not interested in business
startups other than former prospective entrepreneurs and
compare them with entrepreneurial hopefuls and people
making startup preparations to gain a clearer picture of
the situation for those people not interested in business
startups who are not former prospective entrepreneurs.

(1) Current occupations of people not interested in
business startups, excluding former prospective
entrepreneurs

Fig. 2-1-13 shows a breakdown of the current

occupations of people not interested in business startups
who are not former prospective entrepreneurs and
compares them with the occupations of entrepreneurial
hopefuls and people making startup preparations. The
figure shows that higher proportions of people other than
former prospective entrepreneurs who are not interested
in business startups are either a “House-husband/wife”,
“Part-time workers/side-job workers” or ‘Unemployed”
when compared with entrepreneurial hopefuls and people
making startup preparations.

Fig. 2-1-13 Current occupations of people not interested in business startups, excluding

former prospective entrepreneurs

O Employee O House-husband/wife O Part-time workers/side-job workers
O Unemployed O Students O Public servants O Other
People not interested in
business startups, excluding
former prospective entrepreneurs &3 228 (B2 10281141 SSNEES
(n=13,978)
Entrepreneurial hopefuls/people
making startup preparations 491 10.0 11.9 6.8 | 6.4 (3.6 12.1
(n=2,249)
J

0

100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
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(2) Distribution by personal yearly income of
people not interested in business startups,
excluding former prospective entrepreneurs

Next, Fig. 2-1-14 shows the distribution of the personal
yearly incomes of people not interested in business startups,
excluding former prospective entrepreneurs. As we saw
in Fig. 2-1-13 above, compared with entreprenecurial
hopefuls and people making startup preparations, people

not interested in business startups who are not former
prospective entrepreneurs include high proportions who
fall into the house-husband/wife, part-time worker or
side-job worker and unemployed categories. As a result,
around half of all people not interested in business startups
who are not former prospective entrepreneurs have yearly
income of less than ¥2 million.

Fig. 2-1-14 Distribution by personal yearly income of people not interested in business
startups, excluding former prospective entrepreneurs

O Less than ¥2 million

O ¥6 million to less than ¥8 million

O ¥2 million to less than ¥4 million

O ¥4 million to less than ¥6 million

O ¥8 million to less than ¥10 million O ¥10 million or more

People not interested in
business startups, excluding 47.4
former prospective entrepreneurs :

28.6 13.2 5.9

(n=11,445)

o]
ol oo

Entrepreneurial hopefuls/people
making startup preparations 32.7
(n=1,891)

311 21.0 9.2 ‘2.8‘3'1

0

100(%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Note: Totals for the proportions exclude people who responded “Don’t know”.
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(3) Impressions of business startups

Fig. 2-1-15 compares the respective impressions
of starting up a business held by people not interested
in business startups, excluding former prospective
entrepreneurs, with those of entrepreneurial hopefuls
and people making startup preparations. The figure
shows that people not interested in business startups,
excluding former prospective entrepreneurs, associate
business startups with the two negative impressions of
“Risks are high (losses when it fails, etc.)” and “Earnings/
income are unstable”. However, while entreprenecurial
hopefuls and people making startup preparations agree
with people not interested in business startups, excluding

former prospective entrepreneurs, regarding “Risks are
high (losses when it fails, etc.)” and “Earnings/income
are unstable”, they also hold many positive impressions,
including “Working hours are flexible”, “Able to balance
work and family”, “Earnings/income are high” and “Easy
to challenge”. Because a high proportion of people not
interested in business startups, who have never had any
interest in starting up a business, have such a negative
impression of business startups, it seems likely that
presenting such people with the positive aspects of
business startups could result in people not interested in
business startups developing a future interest in doing
precisely that.

Fig. 2-1-15 Impressions of business startups held by people not interested in business
startups, excluding former prospective entrepreneurs

O Entrepreneurial hopefuls/people making
(%) startup preparations (n=2,167)

54.0 |

48.6 |

43.8|

Earnings/income
are unstable

Working hours
are flexible

Able to balance
25.8 I: work and family
Earnings/income

23 are high

O People not interested in business startups, excluding
former prospective entrepreneurs (n=9,946) (%)
T T T 1

Risks are high ‘ 65.5
(losses when it fails, etc.) )

|46.7

19.9
10.7
12.6

22.0 Easy to challenge 9.0

17.7

Highly valued
by society

11.6

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.

Notes: 1. Total does not always equal 100% as multiple responses were possible.
2. The chart lists the seven items with the highest proportion of responses from entrepreneurial hopefuls and people

making startup preparations.
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(4) Immediate environment of people not
interested in business startups, excluding
former prospective entrepreneurs

Next, Fig. 2-1-16 shows the responses when people
not interested in business startups, excluding former
prospective entrepreneurs, and entrepreneurial hopefuls
and people making startup preparations were asked
whether they had ready access to enterprise managers. The
figure shows that a higher proportion of entreprenecurial
hopefuls and people making startup preparations had
enterprise managers in their immediate environment,

particularly “Friend/acquaintance” and “Parents”, than
was the case for people not interested in business startups,
excluding former prospective entrepreneurs. Conversely,
around 70% of people not interested in business startups
responded “Nobody”, suggesting that one of the reasons
why such people are not interested in business startups
is that there are no entrepreneurs or enterprise managers
in their immediate circles, and so they have no way to
form any concrete impressions regarding starting up and
managing a business.

Fig. 2-1-16 Immediate environment of people not interested in business startups,
excluding former prospective entrepreneurs

(%) O Entrepreneurial hopefuls/people O People not interested in business startups, excluding
80 - making startup preparations (n=2,178) former prospective entrepreneurs (n=13,822)
72.7
70 -
60 -
50 -
40.1
40- 352 —
30 -
20 18.2 17.2
121 12.0
10k 7.9 7.9 5.7 46
0 1 1 | ——
Friend/ Parents Other relatives  Previous job Sibling Spouse Child Nobody

acquaintance

colleagues, etc.

(co-workers, clients, etc.)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.

Notes: 1. Total does not always equal 100% as multiple responses were possible.
2. Here, “Other relatives” refers to family members other than parents, spouses, siblings and children.

3. No “Other” category is presented here.
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(5) Interest in entrepreneur education and business

startups

To check whether training that relates to business
startups has any impact on whether or not people are
interested in starting up a business, Fig. 2-1-17 shows
the details of educational initiatives such as training and
other programs (referred to hereinafter as “entrepreneur
education”) relating to management, business startups
and employment that have been accessed by people
not interested in business startups, other than former
prospective entrepreneurs, and entrepreneurial hopefuls

or people making startup preparations. The figure shows
that the proportion of people not interested in business
startups, other than former prospective entrepreneurs,
who have undergone entrepreneur education is far lower
than for entrepreneurial hopefuls or people making startup
preparations. From the fact that entrepreneurial hopefuls
and people making startup preparations have taken various
kinds of entrepreneur education, we can also surmise that
receiving entrepreneur education is one of the factors that
stimulates interest in starting up a business.

Fig. 2-1-17 Interest in entrepreneur education and business startups
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Note: Total does not always equal 100% as multiple responses were possible.

The above comparison of people not interested
in business startups,
entrepreneurs, and entreprencurial hopefuls and people
making startup preparations has shed some light
on the situation of people not interested in business
startups, excluding former prospective entrepreneurs.
As we observed in Section 1, in comparison with other
countries, a high proportion of people in Japan who
have once taken an interest in starting up a business go

excluding former prospective

on to make actual business startup preparations. This
indicates that increasing the number of people who are
interested in starting up a business is a likely catalyst for
boosting actual business startups in Japan. And as we
saw in Fig. 2-1-16, the immediate environment also has a

significant effect on interest in business startups. Having
more entrepreneurs and enterprise managers nearby
reinforces positive impressions of business startups and
could stimulate greater interest in starting up businesses
in people not interested in business startups, excluding
former prospective entrepreneurs. For this reason, it is
important firstly to provide assistance and an environment
in which entrepreneurial hopefuls and people making
startup preparations can quickly and easily establish
businesses.

With this in mind, below we narrow the focus of our
analysis to those entrepreneurial hopefuls and people
making startup preparations.
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3. Conditions and issues for entrepreneurial hopefuls and people making startup preparations

(1) Age breakdown by gender of entrepreneurial
hopefuls and people making startup
preparations

Here, we will identify the conditions and issues that
face entrepreneurial hopefuls and people making startup
preparations, along with the support policies used to move
those would-be entrepreneurs along to the next stage in
starting up businesses.

Firstly, Fig. 2-1-18 shows the age breakdown by
gender for entrepreneurial hopefuls and people making
startup preparations. The figure shows that roughly
70% of all entrepreneurial hopefuls and people making
startup preparations are in the 30—59 age group. If we

look at the results by gender, a higher proportion of
male entrepreneurial hopefuls and men making startup
preparations are aged 40 and above, while a much higher
proportion of female entrepreneurial hopefuls and women
making startup preparations are aged 39 or less, almost
half in fact. This shows that entrepreneurial hopefuls and
people making startup preparations are widely distributed
across the age groups, and it seems likely that the issues
they face differ markedly depending on their gender and
age. For this reason, here we will divide entrepreneurial
hopefuls and people making startup preparations by the
two axes of gender and age (34 or younger, 35-59 and 60
or older) and summarize the differences between the two.

Fig. 2-1-18 Age breakdown by gender of entrepreneurial hopefuls and people making

startup preparations

0 29 or younger 0 30s 0 40s 0 50s 0 60 or older

Overall
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(n=1,392) 16.3 22.3 19.6 23.9 17.9

Women
(n=1,289) 17.0 29.6 18.9 20.5 14.1

J
0 100 (%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and

Startup (December 2016), commissioned by the SME Agency.
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(2) Triggers for interest in business startups among
entrepreneurial hopefuls and people making
startup preparations

Next, we will look at the factors that triggered an
interest in business startups among entrepreneurial
hopefuls and people making startup preparations, and
identify any differences in the trends by gender and age
group (Fig. 2-1-19).

If we begin by looking at men, those who answered
“Influence of nearby entrepreneurs/managers” made up
the highest proportion in the 34 or younger and 35-59
age groups, with the next highest proportion choosing the
“Concerned about future prospects or worsening treatment
at work” response in the 34 or younger age group and the
“Couldn’t do what I wanted to at work™ response in the
35-59 age group. Relatively high proportions of the 34 or
younger age group also selected the “Advised to by people
around me (family, friends, clients, etc.)” response, while
the same was true for the “Had a commercially viable
idea” response in the 35—59 age group. This suggests
that men aged 34 or younger are interested in starting up
a business due to a combination of dissatisfaction with
or concern about their current workplace, the influence
of nearby entrepreneurs or managers and advice to start
up a business from those around them. However, men
aged 35—59 seem to have a clearer image than the 34 or
younger age group of the work they themselves would
like to do, and an interest in starting up a business to make
that image a reality. The highest proportions in the 60 or
older age group chose “Have some free time”, followed
by “Have to get a job (income)”. The “Influence of nearby
entrepreneurs/managers” response, which attracted the

highest proportion of respondents in the 34 or younger
and 35-59 age groups, was selected by a relatively low
proportion of those in the 60 or older age group. This
indicates that men aged 60 or older are not influenced
by any entrepreneurs or managers around them and are
choosing to start up businesses as a way of working and
earning income after they reach retirement age.

If we now look at women, the highest proportion women
in the 34 or younger and 35—59 age groups, like the men,
selected “Influence of nearby entrepreneurs/managers”.
Across women in all age groups, a higher proportion
chose “Changing home situation (marriage/birth/nursing
care, etc.)” than was true for men. This shows that, like
men, women in the 34 or younger and 35—59 age groups
are influenced by entrepreneurs and managers around
them. But otherwise, more women than men tend to take
an interest in starting a business due to changes in their
home and family situation, namely marriage or divorce,
childbirth and childcare, and sickness and nursing care.
The highest proportion of women in the 60 or older age
group, like the men, chose “Have some free time”, though
the next highest proportion, like women in the other age
groups, chose “Changing home situation (marriage/birth/
nursing care, etc.)”. Whereas a high proportion of men
aged 60 or older selected “Have to get a job (income)”,
only a low proportion of women made that choice. From
this we can infer that women aged 60 or older take an
interest in starting up a business not to gain an income but
because they have more free time due to changes in their
home or family situation, such as reaching a particular
juncture in their childcare or nursing care.
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Fig. 2-1-19 Triggers for interest in business startups among entrepreneurial hopefuls
and people making startup preparations according to gender and age group
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The table shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.

From this, we can see that many entrepreneurial
hopefuls and people making startup preparations have
entrepreneurs and/or managers nearby, and the influence
of those established entrepreneurs triggers their interest in
starting up a business.

The above findings suggest that if we can facilitate
business startups by the entrepreneurial hopefuls

and people making startup preparations who are
already interested in starting a business, the number of
entrepreneurs around many of the people not interested in
business startups will grow. This will generate a virtuous
cycle in which the people not currently interested in
business startups will become interested, which will in
turn help to revitalize business startups in Japan.
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(3) Business startups targeted by entrepreneurial
hopefuls and people making startup
preparations

Below, we will look at the conditions for entrepreneurial
hopefuls and people making startup preparations, as well
as the issues they encounter in starting up a business. Fig.

2-1-20 shows the types of enterprise being considered

when businesses are started up according to gender

and age group. If we begin by looking at the results
according to gender, 24.1% of men responded “Limited
liability company”, which was a higher proportion than

for women. Conversely, 83.1% of women responded
“Individual enterprise (sole proprietorship)”, which was a
high proportion when compared with men. These figures
show that men and women consider starting up different
types of company. If we then look at the characteristics
of the different age groups, a higher proportion of the 34
or younger bracket chose “Limited liability company”
compared with the other age groups, while the proportion
of the 60 or older age group who selected “Specified non-
profit organization” was slightly higher than the other age
groups.

Fig. 2-1-20 Types of enterprise considered when starting up a business by gender and

age group

O Individual enterprise
(sole proprietorship)

O Limited liability company

O General/limited
partnership company

O Specified non-profit
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.

Notes: 1. The chart shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.
2. Totals for the proportions exclude people who responded “Haven’t decided” or “Other”.
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Next, Fig. 2-1-21 shows the business startup scenarios
being considered when businesses were started up,
according to gender and age group. The figure shows that
roughly 60% of all entrepreneurial hopefuls and people
making startup preparations responded, “Retired from
the enterprise where I worked and started up a business
with no commercial ties to that enterprise”. But only
20% of the total responded, “Started up a secondary or
subsidiary business without retiring from the enterprise
where I worked”. Looking at the results by gender, higher
proportions of women than men opted for the “Started up
a secondary or subsidiary business without retiring from
the enterprise where 1 worked” or “Have no previous
work experience in any enterprise” response. If we then

look at the results by age group, the proportion who opted
for “Have no previous work experience in any enterprise”
was higher in the 34 or younger age group than in other
age groups, but a lower proportion of that age group
responded “Started up a secondary or subsidiary business
without retiring from the enterprise where I worked” than
was the case for the other age groups. On the other hand,
the proportions in the 35—59 and 60 or older age groups
who chose “Retired from the enterprise where I worked
and started up a business with no commercial ties to that
enterprise” were higher than for the 34 or younger cohort.
This shows that the business startup scenarios differ
according to gender and age group.

Fig. 2-1-21 Business startup scenarios considered when starting up a business by

gender and age group
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O Have no previous work experience in any enterprise

O Retired from the enterprise where | worked and started up
a business as a client of that enterprise

O Started up a secondary or subsidiary business without
retiring from the enterprise where | worked

Overall

(n=1,791) 309

11.8 ‘5.6‘ 18.6 ‘ 7.7 ‘

Men

(n=973) 59.0

Women 531

(n=818)

34 or younger
(n=594) ol

2

35-59
(n=917)

N B 0 |60

60 or older

(n=280) e

" 13.6 ‘ 3.6\‘ 18.2

100(%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.

Notes: 1. The chart shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.
2. Totals for the proportions exclude people who responded “Haven’t decided” or “Other”.
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(4) Target growth types after business startup for
entrepreneurial hopefuls and people making
startup preparations

Next, Fig. 2-1-22 shows the results when entrepreneurial
hopefuls and people making startup preparations were
asked which growth type they wanted to achieve after
starting up a business. The questions regarding the
desired growth type after starting up a business were to
check the type of staffing or sales growth respondents had
in mind after they had started up a business. Specifically,
growth was classified into three types: high growth, stable
growth and sustainable growth. High growth is defined
as “a type that aims for a fast pace of employment and
sales expansion with the option of listing the business
on the stock exchange or of transferring or selling the
business for a high value in the future”, stable growth

is defined as “a type that aims to achieve consistent
growth in employment and sales over the medium- and
long-term”, and sustainable growth is defined as “a type
that essentially aims for business continuity and has no
particular intention to significantly change employment or
sales levels from when the business was founded.” Here,
Fig. 2-1-22 shows that around 60% of respondents were
aiming for stable growth, with only around 10% wanting
high growth. If we look at the results by gender, higher
proportions of men were aiming to achieve high growth
or stable growth. Looked at by age group, the results show
that the younger the age group, the higher the proportions
who selected high growth and stable growth, while the
more senior age group of 60 and older tended to have a
high proportion who opted for sustainable growth.

Fig. 2-1-22 Target growth type after business startup by gender and age group

O High growth O Stable growth O Sustainable growth
Overall
(n=2.109) 107 ] 56.6 32.7
Men - " : ‘
(n=1,119) 1.8 | 57.8 _ \ 304 \
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35-59 ‘
(n=1,073) 102 ,,‘ 55.7 341 \
60 or older : ‘
(315) 73| 498 42,9 |

J
100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The chart shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.
2. Here, “High growth” is defined as people who responded “aiming for a fast pace of employment and sales expansion
with the option of listing the business on the stock exchange or of transferring or selling the business for a high value

in the future”.

3. Here, “Stable growth” is defined as people who responded “aiming to achieve consistent growth in employment and

sales over the medium- and long-term”.

4. Here, “Sustainable growth” is defined as people who responded “essentially aiming for business continuity with no

5.

particular intention to significantly change employment or sales levels from when the business was founded”.

Totals for the proportions exclude people who responded "No particular impression”.

(People who responded “No particular impression” comprised 572 (21.3%) out of the total population surveyed
(n=2,681), 273 (19.6%) of the men (n=1,392), 299 (23.2%) of the women (n=1,289), 129 (15.2%) of the 34 or younger
age group (n=850), 327 (23.4%) of the 35-59 age group (n=1,400), and 116 (26.9%) of the 60 or older age group
(n=431)).

Above, we looked at the growth types envisioned
by entrepreneurial hopefuls and people making startup
preparations after their businesses have started up. Below,
we identify the attributes of entrepreneurial hopefuls and

people making startup preparations based on the growth
type (high growth, stable growth or sustainable growth)
they were targeting after business startup.
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(5) Current occupations of entrepreneurial
hopefuls and people making startup
preparations

Below, Fig. 2-1-23 shows the current occupations
of entrepreneurial hopefuls and people making startup
preparations according to gender and the growth type
they wanted to achieve after starting up a business. If
we begin by looking at the entire group, around half
of all entrepreneurial hopefuls and people making
startup preparations responded “Regular employee
in an enterprise”. The fact that around 8% responded

“Enterprise manager (sole proprietor or company CEO)”

also shows that a certain number of entreprenecurial

hopefuls and people making startup preparations already
run a business or are attempting to start up another

business. If we now look at the results by gender, a higher
proportion of men than women responded “Regular
employee in an enterprise” or “Enterprise manager (sole
proprietor or company CEQ)”, whereas more women
than men responded ‘“House-husband/wife” or “Non-
regular employee in an enterprise”. Looking next at
the responses according to the growth type respondents
wanted to achieve after starting up a business, around half
across all the growth types responded “Regular employee
in an enterprise”. However, the proportion of “Enterprise
manager (sole proprietor or company CEO)” responses
was higher in the high growth category than in other
growth types. The same was true for “Student” in the
stable growth type and for “House-husband/wife” in the
sustainable growth type.

Fig. 2-1-23 Current occupation by gender and target growth type after business startup
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and

Startup (December 2016), commissioned by the SME Agency.

Notes: 1.

The chart shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.

2. Totals for people who left work to prepare for starting up a business and are currently unemployed show their previous

status.

3. Totals for the proportions exclude people who responded “Have never been employed”.

(6) Overseas education among entrepreneurial
hopefuls and people making startup
preparations

Fig. 2-1-24 looks at the levels of overseas education
among entrepreneurial hopefuls and people making
startup preparations. The figure shows that the younger

the age group, the higher the proportion of “Have studied
overseas” responses. If we look at the responses by desired
growth type after startup, the proportion of entrepreneurial
hopefuls and people making startup preparations who
responded “Have studied overseas” is higher among
those targeting high growth than for other growth types.
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This suggests that the proportions of respondents who
have studied overseas are higher among entrepreneurial
hopefuls and people making startup preparations in

younger age groups, and that the more overseas study

experience respondents have, the more likely they are to

try starting up businesses that target high growth.

Fig. 2-1-24 Overseas study experience by age group and target growth type after

business startup

O Have studied overseas

0 Have never studied overseas
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Sustainable =
growth 13.2
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0
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Note: The chart shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.

(7) Participation in the entrepreneur community

Here, we look at levels of participation in “entrepreneur
communities”, which are gatherings of entrepreneurs and
people interested in starting up a business, convened by
organizations or individuals. Fig. 2-1-25 shows the results
when respondents were asked about their participation
in entrepreneur communities and their reasons for
participating or not participating. The figure shows that
participation rates are definitely not high, with 44.6% of
all entrepreneurial hopefuls and people making startup
preparations participating in entrepreneur communities.
If we look at the responses according to the growth
type targeted before business startup, participation rates
increase progressively from sustainable growth to stable
growth to high growth, with around 60% of entrepreneurial
hopefuls and people making startup preparations who
are targeting high growth participating in entrepreneur
communities.

If we now look at people’s reasons for participating,
a higher proportion entrepreneurial hopefuls and people
making startup preparations who are targeting high
growth responded “To get business tips” or “To gain the
expertise needed to start up a business (how to formulate a
business plan, etc.)” compared with those targeting other
growth types. This indicates that such people actively
participate in entrepreneur communities before starting
up a business in order to acquire business-related tips and
expertise. By contrast, a higher proportion entrepreneurial
hopefuls and people making startup preparations who
are targeting sustainable growth responded “To meet
successful entrepreneurs/managers” compared with those
targeting other growth types. From this, we can infer
that such people participate in entrepreneur communities
before starting up a business not to acquire business-
related knowledge or expertise, but to establish contacts
and networks.
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Finally, if we look at people’s reasons for not
participating in entrepreneur communities, the highest
proportion of respondents opted for ‘“Unaware that
entrepreneur
proportion of entrepreneurial hopefuls and people making

communities existed”. However, the
startup preparations who responded “I don’t feel like I

would benefit from participating” is higher among those

targeting high growth than for other growth types. So it
seems that, compared with entrepreneurial hopefuls and
people making startup preparations targeting other growth
types, those aiming for high growth have higher rates of
participation in entrepreneur communities. But it also
appears to be the case that there is a set number of people
who do not see the need for such external communities.

Fig. 2-1-25 Participation rates in entrepreneur communities by target growth type after

business startup
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Source:

Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and

Startup (December 2016), commissioned by the SME Agency.

Notes: 1. The chart shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.
2. (2) and (3) list the six items with the highest proportion of responses overall.
3. The totals in (2) and (3) may not necessarily be 100% as multiple responses were possible.
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(8) Reasons why entrepreneurial hopefuls have not
started preparations for business startup

Below we focus on entrepreneurial hopefuls and
people making startup preparations and identify the
issues they each face and the support policies they use to
progress to the next stage. Fig. 2-1-26 shows the reasons
why entrepreneurial hopefuls do not start making concrete
preparation to start up businesses according to gender and
age group.

If we begin by looking at men, the “Lack of
management knowledge or expertise, or lack of the
specialist knowledge needed for business” response
drew the highest proportion of responses in the 34
or younger and 60 or older age groups. The next most
popular responses in those age groups were “Concerns
about starting up a business (risk of reduced or lost
income when the business fails, etc.)” followed by “I
can’t see any way to procure funding (including subsidies
and self-funding)”. However, the figure also shows that
the most popular response in the 35—59 age group was
“Concerns about starting up a business (risk of reduced
or lost income when the business fails, etc.)”, followed
by “I can’t see any way to procure funding (including
subsidies and self-funding)”. This indicates that male
entrepreneurial hopefuls aged 34 or younger and 60 or
older do not progress to the stage of preparing to start up
a business because they lack the specialist knowledge and
management knowledge or expertise required in business.
We also learn that male entrepreneurial hopefuls in the
35-59 age group cannot begin their preparations for
starting up a business because they are concerned about
the losses when the business fails and because they are

unable to find sources of funding to start up a business.

If we now turn our attention to women, the response
with the highest proportion across all age groups is
“Lack of management knowledge or expertise, or lack
of the specialist knowledge needed for business”. This
was followed by “Concerns about starting up a business
(risk of reduced or lost income when the business fails,
etc.)” and then “I can’t see any way to procure funding
(including subsidies and self-funding)” among women in
the 34 or younger and 35—59 age groups, while a lower
proportion of women aged 60 or older selected “Concerns
about starting up a business (risk of reduced or lost income
when the business fails, etc.)” and a higher proportion of
that age group selected “I can’t see any way to procure
funding (including subsidies and self-funding)”. Also
in the 60 or older age group, the proportion who chose
“Changing home situation (marriage/birth/nursing care,
etc.)” was higher than the other age groups. Compared
with male entrepreneurial hopefuls, a higher proportion
of female entrepreneurial hopefuls responded “I can’t
picture starting up a business in any detail”. This shows
that female entrepreneurial hopefuls are not preparing
to start up a business because, compared with male
entrepreneurial hopefuls, they do not have a concrete
vision for their business startup and they lack the
specialist knowledge and management knowledge needed
in business. We can also see that female entrepreneurial
hopefuls aged 59 or younger do not start preparing to start
up a business due to concerns about the business startup
itself, while the issues for women aged 60 or older are
their inability to find funding sources and changes in their
home or family situations.
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Fig. 2-1-26 Reasons why entrepreneurial hopefuls have not started preparations for
business startup according to gender and age group
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The table shows the totals of responses from entrepreneurial hopefuls.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.

(9) Reasons why people making startup
preparations embarked on concrete measures
Here, we look at the responses when people making
startup preparations were asked why they made the
decision to begin concrete preparations, according to
gender and age group, as shown in Fig. 2-1-27. The figure
shows that for both genders and across all age groups,
the highest proportion of respondents chose “My family
understood and helped me start up the business”. Among
men, the responses with the next highest proportions
were “I had some specific ideas for products or services”
followed by “I found people to advise me on starting up a
business” in the 34 or younger age group, “I had built up

the knowledge and experience needed for a business” and
then “I had some specific ideas for products or services”
in the 35—59 age group, and “I had built up the knowledge
and experience needed for a business” followed by “I had
some free time” in the 60 or older age group.

If we look at the women who responded, we see that
the highest proportion went to “My family understood
and helped me start up the business”, followed in the case
of the 34 or younger and 35—59 age groups by “Changing
home situation (marriage/birth/nursing care, etc.)” and
then “I was advised to by people around me (family,
friends, clients, entrepreneurs, managers, etc.)”. In the 60
or older age group, the next highest proportion selected “I
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learned in detail how to start up a business”, followed by
“I was advised to by people around me (family, friends,
clients, entrepreneurs, managers, etc.)”.

This shows that, in order for would-be entrepreneurs
of either gender and in any age group to start concrete
preparations for business startup, it is important that
they have the understanding and cooperation of family
members regarding the business startup. The data also

shows that the factors that trigger preparing for business
startup in men are likely to be specific ideas for products
and services along with acquiring the knowledge
and experience needed in business. For women, the
corresponding factors are likely to be changes in their
family situation and prompting to start up a business from
their friends and the other people around them.

Fig. 2-1-27 Reasons why people making startup preparations embarked on concrete
measures according to gender and age group
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The table shows the totals of responses from people making startup preparations.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.

(10) Details of the support policies people making
startup preparations used when they began
preparing

Fig. 2-1-28 shows the responses returned when
people making startup preparations were asked about
the support policies they used when they started their
business startup preparations. If we begin by looking at
men, the responses with the highest proportions across
all age groups were “Provision of information concerning
startups and management via the Internet” and “Advice

on business startups and management”. Other popular
responses included “Courses to support business startups/
management” in the 34 or younger and 35—59 age groups.
However, the proportions who used “Support for various
startup procedures” increased as the respondents’ ages
increased. If we look next at women, the responses
with the highest proportions across all age groups were
“Advice on business startups and management”, followed
by “Provision of information concerning startups and
management via the Internet”. The proportions for
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“Courses to support business startups/management” were
relatively high in the 34 or younger and 35—59 age groups,
while we also see that a set number of respondents in the
34 or younger and 60 or older age groups used “Support
for balancing work and family, such as childcare facilities
and assistance with housework and nursing”.

This suggests that when people making startup
preparations being the process of preparing to start up their
business, regardless of gender or age, they seek of advice
on starting up and managing a business from family,
friends, local entrepreneurs and managers and support

providers such as societies and chambers of commerce
and industry, and they act on the basis of information
on business startups they have collected via the Internet
from websites such as the Mirasapo management support
portal site. We also see that entrepreneurial hopefuls aged
59 or younger participate in seminars relating to business
startup, such as those given by business startup schools,
and that female entrepreneurial hopefuls in the 34 or
younger and 60 or older age groups will use services such
as childcare facilities and nursing care support.

Fig. 2-1-28 Details by gender and age group of the support policies people making
startup preparations used when they began preparing
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The table shows the totals of responses from people making startup preparations.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.

(11) Details of the support policies people making
startup preparations wanted to use when they
began preparing

Here, we will look at the support policies people
making startup preparations would have liked to use when

they began preparing to start up a business (Fig. 2-1-29).

The figure shows that for both genders and across all

age groups, the highest proportion of respondents chose
“Courses to support business startups/management”. If
we look specifically at men, the next highest proportion
in the 34 or younger age group chose “Financing to
support business startups (excluding funding for renewed
startups)”, those aged 35-59 chose “Investment to
support business startups” and men aged 60 or older
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chose “Support for balancing work and family, such as
childcare facilities and assistance with housework and
nursing”. This shows that the support policies men would
have liked to use differ according to age group. Looking
next at women, in all age groups they first chose “Courses
to support business startups/management” and then
“Subsidies/grants to support business startups”.

Among both men and women, high proportions chose
options that support fund procurement, namely “Financing
to support business startups (excluding funding for
renewed startups)”, “Subsidies/grants to support business
startups”, “Investment to support business startups” and
“Funding for renewed startups”. Summarizing this data,
it appears that when people making startup preparations
actually started preparing to start up a business, regardless

of gender or age, they would have liked access to support
policies that address funding procurement issues, such as
financing, investment, subsidies and grants, along with
educational courses that support business startups and
management, such as those available at business startup
schools. The data also confirms that when women making
startup preparations actually started preparing to start up
a business, they would have liked access to support for
balancing work and family, such as childcare and nursing
care facilities, as shown in Fig. 2-1-28. And as Fig. 2-1-
29 shows, men also would have liked access to support
for balancing work and family. This demonstrates that, to
boost the numbers of people making startup preparations
in the future, we need to further improve our support
policies, including carefully tailored support programs.

Fig. 2-1-29 Details by gender and age group of the support policies people making
startup preparations wanted to use when they began preparing

1st 2nd 3rd 4th 5th
. Support f?r balancing
inancing to support | work and family, such . .
C°“.rses 0 SRl business startups as childcare facilities Hgdiles o SUEliess Investment to support
34 or younger business startups/ ) h ; ; startups and ’
(excluding funding for | and assistance with business startups
(n=93) management management
(36.6%) renewed startups) housework and (28.0%) (23.3%)
: (30.1%) nursing :
(29.0%)
Courses to support I m—n Subsidies/grants to Flgsgiilggstgtzzzpcs)rt Advice on business
35-59 business startups/ ; PP support business ] tup startups and
Men (n=133) . | business startups e (excluding funding for "
- (4299%) (33.8%) (30 802 ) renevzed St/a)r'tups) (2798%)
i i 30.1% :
Support for balancing
work and family, such -
Courses it® SU[p P as childcare facilities Sub&dles/gra_lnts © Support for personnel | Funding for renewed
60 or older business startups/ ; ’ support business oo
and assistance with acquisition startups
(n=50) management h K and startups 3 0% 30.0%
(50.0%) ousework an (32.0%) (32.0%) (30.0%)
nursing
(34.0%)
. Financing to support
Courses to support Subsidies/grants to )
34 or younger business startups/ support business Support fo_r p_ersonnel busm_ess start_ups Investment L9 SRPEI
acquisition (excluding funding for business startups
(n=86) TN SIETHVES (27.9%) renewed startups) (26.7%)
(43.0%) (29.1%) : ( )
26.7%)
Courses to support Subsidies/grants to F|kr)1anlcmg D BT fRent_aI services Advice on business
35-59 business startups/ support business usiness star?ups o [PVELE SeCtF’r startups and
Women (excluding funding for office space, office
(n=117) management startups renewed startups) equipment, etc management
(38.5%) (27.4%) ( N (24.8%)
26.5%) (26.5%)
. Financing to support
C°“Fses @ SV praeli Sub5|d|es/grqnts e Investment to support Tax incentives for business startups
60 or older business startups/ support business busi S ot tart luding funding f
(n=39) management startups usiness startups usiness startups (excluding funding for
(46.2%) (38.5%) (30.8%) (26.3%) renewed startups)
. . (28.2%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The table shows the totals of responses from people making startup preparations.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.

(12) Reasons why people making startup
preparations failed to start up a business
Next, we look at the reasons why people making
startup preparations were unable start up their businesses.
Fig. 2-1-30 shows the reasons why people making startup
preparations failed to start up a business according
to gender and age group. If we focus first on men, the

highest proportion across all age groups gave “Couldn’t
procure funding” as their reason, followed by “Lack
of management knowledge or expertise, or lack of the
specialist knowledge needed for business”. Other findings
are that high proportions selected “Opposed by those
around me (family, relatives, friends, acquaintances,
entrepreneurs, managers, etc.)” in the 34 or younger age
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group and “Concerns about starting up a business (risk of
reduced or lost income when the business fails, etc.)” in
the 35 or older age group. Looking at women next, like
men, the highest proportion across all age groups gave
“Couldn’t procure funding” as their reason. The data also
shows that, in the 34 or younger and 35—59 age groups, the
proportion selecting “Changing home situation (marriage/
birth/nursing care, etc.)” is higher than other age groups,
and in the 60 or older cohort, the proportion selecting
“Concerns about health/physical condition” is higher than
the other age groups. In summary, the single commonest
reason why people making startup preparations failed to

actually start up a business, regardless of gender and age,
was that they were unable to procure funding. The data
also shows that men were unable to start up a business
because they lacked the required knowledge and expertise,
those around them opposed the idea and they had
concerns about securing staff. For women, various factors
prevented them from starting up a business, including
first and foremost their lack of required knowledge and
expertise, changes in their home situation and concerns
about their health and physical condition, and the reasons
given differed by age group.

Fig. 2-1-30 Reasons why people making startup preparations failed to start up a
business, according to gender and age group

1st 2nd 3rd 4th 5th
Lack of management Opposediby thqse Concerns about
knowledge or 2elirte e (ftil starting up a business
Couldn’t procure . relatives, friends, . Couldn’t find enough
34 or younger fundi expertise, or lack of the h (risk of reduced or
I unding L acquaintances, . workers
(n=166) specialist knowledge lost income when the
(31.9%) . entrepreneurs, ) ) (12.7%)
needed for business managers, etc.) business fails, etc.)
(16.9%) N (13.9%)
(16.3%)
Lack of management Concerns about
CraulEl EEEE knowledge or starting up a business | Couldn’t secure good Couldn’t conduct
Men 35-59 AT d!;r)‘u expertise, or lack of the (risk of reduced or staff (administration, | market development/
n=259 9 specialist knowledge lost income when the sales, technical, etc. marketing
(34.7%)
ol needed for business business fails, etc.) (12.7%) (12.4%)
(16.6%) (15.1%)
Lack of management Concerns about gr%ﬁ?\fjercrj]?(/fgrﬁlsf
Couldn’t procure kpowledge or sta(tlng up a business e e o | don’t know in detail
60 or older el expertise, or lack of the (risk of reduced or S, S—— how to start up a
(n=88) 9 specialist knowledge lost income when the q ’ business
(31.8%) . . . entrepreneurs, o
needed for business business fails, etc.) (11.4%)
managers, etc.)
(21.6%) (18.2%) 5
(12.5%)
Lack of management Concerns about . "
knowledge or Changing home starting up a business Cenligt sl dne
Couldn’t procure . s . ’ permits/qualifications
34 or younger ; expertise, or lack of the situation (marriage/ (risk of reduced or
funding L . ] ; needed for the
(n=169) (31.9%) specialist knowledge | birth/nursing care, etc.) | lost income when the T
i needed for business (17.8%) business fails, etc.) (16.6%)
(21.6%) (17.2%) :
Concerns about Lack of management
el WEEE starting up a business | knowledge or expertise, Changing home Couldn’t develop
Women 35-59 fundiFr)m (risk of reduced or or lack of the specialist situation (marriage/ products/services,
(n=228) 9 lost income when the | knowledge needed for | birth/nursing care, etc.) etc.
(30.3%)
= business fails, etc.) business (12.7%) (11.4%)
(19.7%) (19.3%)
Lack of management Concerns about
Couldn’t procure Couldn’t conduct knowledge or expertise, Concerns about starting up a business
60 or older el market development/ | or lack of the specialist health/physical (risk of reduced or
(n=49) 9 9 marketing knowledge needed for condition lost income when the
() (26.5%) business (18.4%) business fails, etc.)
(20.4%) (16.3%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The table shows the totals of responses from people making startup preparations.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.
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(13) Details of the support policies used by
entrepreneurs when starting up a business
Here, we look at exactly how entrepreneurs came to
start up their businesses. Fig. 2-1-31 shows the responses
by gender when entrepreneurs who had actually launched
a business were asked about the support policies they
used when they started up their business. Looking at the
figure, the responses with the highest proportions across
both genders were “Advice on business startups and
management”, followed by “Provision of information
concerning startups and management via the Internet”
and then “Support for various startup procedures”. It
also shows that male entrepreneurs are more likely to use
“Courses to support business startups/management” than

their female counterparts, while higher proportions of
female entrepreneurs use “Investment to support business
startups” than their male counterparts. From this, it seems
likely that when entrepreneurs of both genders start up a
business, they seek advice from family and friends, from
nearby senior managers and from support providers such
as societies and chambers of commerce and industry and
Yorozu support centers. Coupled with business startup
and management consultations, they also use sources
such as the Internet to collect their own information on
business startup and management, and also seek help
with procedural issues, such as assistance from support
providers in formulating business plans.

Fig. 2-1-31 Details by gender of the support policies used by entrepreneurs when
starting up a business
1st 2nd 3rd 4th 5th
Provision of
Advice on business information T e T Courses to support SR i ETEReR
Men startups and concerning startups sta?‘t% o business startups/ [ ——— rtl?ps
(n=83) management and management via (‘)221 %) management (9.6%) P
(59.0%) the Internet ol (18.1%) i
(28.9%)
Provision of
Advice on business information e dar Vs SRR S EEaER Courses to support
Women startups and concerning startups Pp . pp business startups/
" startup procedures business startups
(n=64) management and management via (21.9%) (17.2%) management
(65.6%) the Internet A A (15.6%)
(21.9%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and

Startup (December 2016), commissioned by the SME Agency.

Notes: 1. The table shows the totals for responses from entrepreneurs.
2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.
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(14) Details of the support policies entrepreneurs
wanted to use when starting up a business
Next, Fig. 2-1-32 shows the results by gender for the
support policies entrepreneurs would have liked to use
when they started up their business but were unable to
access. The figure shows that male entrepreneurs would
have liked access to “Courses to support business startups/
management”, followed by “Subsidies/grants to support
business startups” and then “Advice on business startups
and management”, while female entrepreneurs wanted
access to “Subsidies/grants to support business startups”,
followed by “Financing to support business startups” and
then “Courses to support business startups/management”.

This indicates that among actual entrepreneurs there is a
significant need among men for courses relating to starting
up and managing a business, including business startup
schools and business startup and management seminars.
Among women, the needs are slightly different as they
wanted grants and subsidies such as the New Business
Support Fund and its successor, together with business-
startup-related financing of the sort offered by private and
governmental financial institutions. This suggests that
women had more difficulty than men in obtaining support
for funds procurement when starting up a business,
whether it be grants, subsidies or other forms of financing.

Fig. 2-1-32 Details by gender of the support policies entrepreneurs wanted to use when

starting up a business

1st 2nd 3rd 4th 5th
Support for balancing
Courses to support Subsidies/grants to Advice on business work and family, such e Gy e
Men business startups/ support business startups and as childcare facilities Pp
" ; startup procedures
(n=44) management startups management and assistance with (25.0%)
(36.4%) (34.1%) (29.5%) housework and nursing i
(25.0%)
Support for balancing Rental services
Subsidies/grants to Fi . Courses to support work and family, such f .
Women support business inancing o Sprper business startups/ as childcare facilities or [PV sectpr
business startups ] q office space, office
(n=44) startups (34.1%) management and assistance with R e e
(36.4%) ol (27.3%) housework and nursing a (26 5‘Vy) :
(25.0%) it
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and

Startup (December 2016), commissioned by the SME Agency.

Notes: 1. The table shows the totals of responses from entrepreneurs.
2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.

Above, we have analyzed the actual conditions and
issues facing entrepreneurial hopefuls and people making
startup preparations. The results show that, depending on
gender and age group, there are differences in the issues
faced in the process of starting up a business and in the
ways support policies are utilized. We also learned that
even among successful entrepreneurs, there were some
who did not necessarily get the support they would
have liked when launching their businesses. So it seems
likely that we would be able to increase the proportions
of successful business startups by ensuring that current
entrepreneurial hopefuls and people making startup

preparations go through a process whereby each of them
identifies the sorts of startup support policies that will
address the issues they face and then consult with support
providers such as societies and chambers of commerce
and industry and Yorozu support centers, before going on
to take advantage of financing, investment, subsidies and
other support policies. For this to happen, it is important
that the national government and support providers
actively disseminate publicity on business startup support
policies to entrepreneurial hopefuls and people making
startup preparations.
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Column 2-1-3 Business startup support policies

In this column, we will examine the business startup support policies in Japan.

I [Business plan formulation scheme to support business startups in the Industrial Competitiveness

Enhancement Act]

Under the Industrial Competitiveness Enhancement Act enacted on 20 January 2014, municipality
governments and private sector businesses (regional financial institutions, specified non-profit
organizations, societies and chambers of commerce and industry, etc.) are working together to
provide support for business startups with the aim of promoting new businesses in regional Japan.

Specifically, municipal governments draw up business plans to assist with business startups based
on the national government'’s “Business startup support implementation guidelines”. These “startup
support business plans” are submitted to the national government for approval, and the municipal
government then works with the business startup support providers in accordance with the approved
plans, providing specific business startup support such as setting up one-stop help desks and holding
business startup seminars (Fig. Column 2-1-3 (1)).

Fig. Column 2-1-3 (1) Overview of the regional business startup support scheme based on the
Industrial Competitiveness Enhancement Act

[ National government J The Minister for Economy, Trade and Industry and the Minister of Internal Affairs and
Communications formulate the business startup support implementation guidelines
| (required content when formulating startup support business plans, etc.)

Approval
Application i

Municipality seeking
approval for startup
support business plans

Formulation of [Startup support business plans]

Municipal government draws up a plan for the business startup support scheme run by the municipal
government and the business startup support providers (approved support agencies for business
innovation, regional economic organizations, professionals, prefectural centers, specified non-profit

organizations, etc.)
—[ Business startup support providers ]7

Cooperation <: Providers supporting business startups using private
sector expertise (approved support providers,

Municipal government

| |
| |
| |
| ‘ economic organizations, financial institutions, etc.) |
| ( ) |
| lBusiness startup support schemeJ - I
| Specified startup support scheme I
| | One-stop help desk, matching support, business skills training, Scheme that provides ongoing support in acquiring |
| | hands-on assistance by specialists, etc. 523:1':;312 ;fgzn;gfg?gg\igzgﬁé:tuman resource | | |
| G __ |

| | = =
Founder |

Entrepreneurial hopeful, founder within 5 years of startup Founder who received specified startup support

In formulating plans, municipal governments must implement support measures with a clear
grasp of the issues in their own regions and as part of a design for how they want the future to
be. In implementing their plans, the utilization of private sector expertise and not merely that of the
municipal government will enable business startup support that is practical and effective.

The current status of approvals for startup support business plans is that, as of the 10th round of
approvals on 26 December 2016, 1,275 municipalities out of a total 1,741 have received approval
(approval rate for all local governments of 73.2%, covering 95% of the population) (Fig. Column 2-1-3

(2)).
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Fig. Column 2-1-3 (2)

Startup support business plan formulation

26 Dec. 2016
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Source: SME Agency data

I [Startup Subsidy] (subsidy for business startups)
For entrepreneurs who wish to be accepted into a specified startup support scheme to start up a

business, the costs

of business startup are partly subsidized by a specified municipal government or

approved business startup support providers under the Industrial Competitiveness Enhancement Act.

[Overview]

Aim

To revitalize regional economies by partially subsidizing the business startup costs incurred by people starting
up new businesses, thereby promoting the creation of new demand and employment in the regions.

Eligible businesses

Businesses that meet all of criteria (1) to (3) below

1) A business run by a person starting up a new business that creates demand and employment using a
business model that reveals hidden value and adapts existing technology

2) A business run by a person accepted into a specified startup support scheme as part of a startup support
business plan before the business is completed

3) A business that employs at least one person while it is running

Maximum subsidy

¥2 million
Note: ¥1 million if outside funding is not procured

Subsidy rate

One half of eligible costs
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l [Business startup support providers subsidy]| (subsidy for business startup support providers)

The costs of programs to support business startups (including startup needs arising from
secondary or subsidiary businesses) carried out by private sector support providers in cooperation
with municipal governments and in accordance with a municipal government startup support business
plan that has been approved by the national government are partially subsidized under the Industrial
Competitiveness Enhancement Act.

[Overview]

Startup support programs (programs that include a specified startup support scheme) implemented by
Eligible programs approved business startup support providers in cooperation with municipal governments under an approved
startup support business plan

Maximum subsidy ¥10 million (subsidy of ¥1 million for small-scale business plans)

Subsidy rate Two-thirds of eligible costs

Personnel costs (new employees), specialist fees, travel expenses, equipment costs (less than ¥500,000 per
unit), leasing costs (co-working space, etc.), advertising costs, subcontracting costs, etc.

Note: Real estate acquisition costs, interior construction costs, communication costs (phone charges, etc.)
and utility (heating, water, etc.) charges are not subsidized.

Eligible costs

I [Startup School Accreditation Scheme]

Started in FY2017, the Startup School Accreditation Scheme offers business startup schools that
meet set standards Japanese government accreditation via private sector businesses entrusted with
the task. Such accredited schools are run by school administration businesses and provide support
ranging from teaching basic knowledge of matters required for business, such as finance and taxation,
through to drawing up business plans. (This system takes over from the “Startup Schools” scheme that
operated until FY2016 (a system under which private sector organizations entrusted by the national
government with subcontracting to school administration businesses which in turn provided newly
formulated national government support to entrepreneurial hopefuls).) (Fig. Column 2-1-3 (3)).

Fig. Column 2-1-3 (3) Startup School Accreditation Scheme

National government

Delegate
Private sector businesses Screening committee Business plan details (proposed)
« Applicant summary

 Implementation system
. ' t Application ——— | = Curriculum
Authorization (business p|an) « Advertising plan
« Follow-up programs, etc.

School administration businesses

Benefits of accredited schools (examples)
Societies and Chambers of Commerce and Industry, (1) Improved reliability due to government accreditation
regional financial institutions, etc. (2) Publicized through websites of private sector

organizations, etc. (Information disseminated using
search sites)

(3) Provision of standard texts

Support
PP (4) Gain the right to take part in the Startup Schools
(Independent programs) championship
[ Entrepreneurial hopefuls, etc. J
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I [Programs for discovering potential founders]
By bringing together representatives from accredited Startup Schools and leading performers
and recommended participants in regional business plan contests for nationwide business plan

contests, we are raising awareness of business startups throughout Japan and discovering potential
new business founders (Fig. Column 2-1-3 (4)).

Fig. Column 2-1-3 (4) Schematic of the programs for discovering potential founders

Business plan
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4. Conditions for former prospective entrepreneurs and support that will rekindle interest in business

startups

Here, we look again at people not interested in business
startups, this time focusing on former prospective
entrepreneurs who could again become entrepreneurial
hopefuls or people making startup preparations. We will
look at the actual situation for such people and also focus
on entrepreneurial hopefuls and people making startup
preparations who seriously considered abandoning or
who did in fact abandon their business startups. Where
prospective entrepreneurs considered abandoning their
business startups but actually went on to start up a
business, will look at who they consulted, and where they
did in fact abandon their business startups at one time, we
will try to identify what inspired them to try again. This
will allow us to consider the types of support that might
inspire former prospective entrepreneurs to once again

start up a business.

(1) Impressions of business startups held by former

prospective entrepreneurs

We begin by looking at the current conditions for
former prospective entrepreneurs. Fig. 2-1-33 compares
the impressions that former prospective entrepreneurs
have of business startups with those of entrepreneurial
hopefuls and people making startup preparations. The
figure shows that a significantly higher proportion of
former prospective entrepreneurs than entrepreneurial
hopefuls or people making startup preparations have
negative impressions, such as “Risks are high (losses
when it fails, etc.)” and “Earnings/income are unstable”.

Fig. 2-1-33 Impressions of business startups held by former prospective entrepreneurs

O Entrepreneurial hopefuls/people making

(%) startup preparations (n=2,167)
T

O Former prospective entrepreneurs (n=618)
(%)

Source:

Notes:

Risks are high
447 | (losses when
it fails, etc.)

Earnings/income
422 ‘ are unstable

Working hours
420 are flexible

123 i

ara

18.9 I: Earnailrrmgsr{iigﬁome

22.5 |: Easy to challenge
176 I: Highly valued

by society

Difficulty balancing
work and family

Able to balance
work and family

Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and

Startup (December 2016), commissioned by the SME Agency.

|57.6

| 50.5

|31.9

i 18.1
i 17.6
j 15.9
j 14.4
j 13.9

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

2. The chart lists the eight items with the highest proportion of responses from former prospective entrepreneurs.
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(2) Reasons why former prospective entrepreneurs chose “Difficulty procuring funding”, followed by
abandoned their business startups “Concerns about starting up a business (risk of reduced or
Next, as shown in Fig. 2-1-34, we look at the results lost income when the business fails, etc.)”. It is also clear
when former prospective entrepreneurs were asked for the that these two reasons were chosen by significantly more
reasons why they abandoned their business startups. The respondents than the other responses.

figure shows that the highest proportion of respondents

Fig. 2-1-34 Reasons why former prospective entrepreneurs abandoned their business
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.

Notes: 1. The chart shows the totals for responses from former prospective entrepreneurs.
2. Total does not always equal 100% as multiple responses were possible.
3. The chart lists the eight items with the highest proportion of responses.
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(3) Advisors consulted when business startups

were abandoned or likely to be abandoned

Here, we focus on entrepreneurs who seriously
considered abandoning their business startups but then
went on to start up a business anyway and look at the
advisors they consulted when they were thinking of
giving up (Fig. 2-1-35). The figure shows that, of the
entrepreneurs who seriously considered abandoning their
business startups but then went on to start up a business

or acquaintances” and around 30% talked to ‘“Nearby
entrepreneurs and senior managers” when they were
having doubts. However, of the former prospective
entrepreneurs who actually did abandon their business
startups, more than half responded, “No advisors to
consult”, which suggests that the presence of advisors
around entrepreneurs considering abandoning their
ventures is an extremely important factor in preventing
those startups from being abandoned.

anyway, around 60% consulted “Family, relatives, friends

Fig. 2-1-35 Advisors consulted when entrepreneurs considered abandoning business
startups but did not, and those consulted when they did
(%)
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and
Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The chart shows the totals for responses from entrepreneurs who responded “Once considered abandoning a business

startup, but didn’t abandon it”.

2. Totals are for advisors consulted when entrepreneurs considered abandoning business startups but did not abandon
them.

3. Totals are for advisors consulted when former prospective entrepreneurs abandoned their business startups.

4. No “Other” category is presented here.

5. Total does not always equal 100% as multiple responses were possible.
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(4) Details of support policies that inspired
entrepreneurs and people making startup
preparations to resume business startups they
had once abandoned

Finally, we look at the support policies that inspired
entrepreneurs and people making startup preparations
who had once abandoned their business startups to resume
starting up a business, as shown in Fig. 2-1-36. The figure
shows that the use of various support policies inspired
respondents to resume business startups that they had once
abandoned, including firstly “Provision of information

concerning startups and management via the Internet”
and also “Advice on business startups and management”
and “Courses to support business startups/management”.
These results again show that entrepreneurs and people
making startup preparations who have once abandoned
business startups are probably inspired to rediscover
their enthusiasm and to resume business startups they
have previously abandoned by seeing information about
business startups on the Internet or by talking to family
and friends or entrepreneurs and managers around them.

Fig. 2-1-36 Details of support policies that inspired entrepreneurs and people making
startup preparations to resume business startups they had once abandoned
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment and

Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The chart shows the totals for responses from entrepreneurs and people making startup preparations who responded

“Once abandoned a business startup”.

2. Totals for the proportions exclude people who responded “None in particular”.
3. The chart lists the eight items with the highest proportion of responses.
4. Total does not always equal 100% as multiple responses were possible.

Above, we have reviewed the situation for former
prospective entrepreneurs and the support policies that are
effective in kindling their interest in resuming business
startups, and inspiring people who have once abandoned
a business startup to revisit starting up a business is key
to increasing future business startups in Japan. To achieve
this, we will need to go beyond current support agencies,

such as societies and chambers of commerce and industry,
local governments and Yorozu support centers, and
provide even better support agencies and communities
that will foster the types of entrepreneur communities
discussed in Fig. 2-1-25 above, where anyone wishing
to start up a business can freely seek advice on their
concerns.
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Column 2-1-4 Conditions for renewed startups

This column will provide an overview entrepreneurial hopefuls and people making startup
preparations who have previously abandoned a business startup and are now aiming to resume that
startup. In other words, entrepreneurial hopefuls and people making startup preparations now have
some experience starting up a business (hereinafter referred to as “aspiring renewed startups” and
“people making renewed startup preparations” respectively). Thus far in this document, we have
analyzed the types of support that will promote trouble-free business startups and will inspire former
prospective entrepreneurs to revisit the idea of starting up a business. But if we are going to increase
the number of entrepreneurs in Japan, it is also important that we promote renewed startups by
entrepreneurial hopefuls and people making startup preparations who have previously tried to start
up a business and failed.

l Presence of previous business startup experience

Fig. Column 2-1-4 (1) shows the results of querying entrepreneurial hopefuls and people making
startup preparations both with and without past startup experience. The results are classified according
to gender, age group and the desired growth type after startup. If we begin by looking at the results
by gender, a higher proportion of men than women responded “Have business startup experience”.
Looking next at the results by age group, more respondents in the 60 or older age group opted for
“Have business startup experience” than in the other age groups. In terms of the types of business
they were considering as a startup, a high proportion of respondents in all the age groups wanted to
start up the same type of business they tried to start up before.

If we look at the responses by the desired growth type after startup, the proportion of “Have
business startup experience” responses was higher among entrepreneurial hopefuls and people
making startup preparations who are targeting high growth than was the case for those aiming for
stable growth or sustainable growth.

Fig. Column 2-1-4 (1) Presence of previous business startup experience

O Have business startup experience O Have business startup experience O No previous business
(same business type) (other business type) startup experience

(rg‘fé@%) 74 [46] 88.0 |

Men = H \ '
(n=1392) | 80 |56 | 86.4 |

Women e ‘
(n=1,289) 76.7 I3.4J 89.8 ‘

34 or younger [ = 1
(n=850) 6.9 1.4 91.6 |

(niiff&) 66 | \5.3\ | 88.1 |

gty [ [ ea | 80.5 |

High growth ‘ i

ha25) 183 | 67 | 80.0
Stable growth [

(n=1194) | 85 |44] 87.0

Sustainable
growth
(n=690)

72 45| 88.3 |

0 100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment
and Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The chart shows only the totals for entrepreneurial hopefuls and people making startup preparations.
2. Here, “Have business startup experience (same business type)” indicates the total proportions of respondents
who have business startup experience in the same type of business that they are currently considering.
3. Here, “Have business startup experience (other business type)” indicates the total proportions of respondents
who have business startup experience in a type of business other than what they are currently considering.
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I Reasons why aspiring renewed startups and people making renewed startup preparations failed in
their previous businesses

Next, Fig. Column 2-1-4 (2) shows the reasons why aspiring renewed startups and people making
renewed startup preparations failed in their previous businesses, according to gender and age group.
If we begin by looking at men, regardless of age group, the highest proportion gave “Cash-flow
or funding procurement difficulties” as their reason. Other reasons given by high proportions of
respondents were “Difficulty securing and training personnel” and “Difficulty acquiring the necessary
equipment” in the 34 or younger age group. In the 35-59 and 60 or older age groups, high-
scoring responses were “Earnings were too low", “Difficulty finding new customers and developing
markets” and "Deteriorating performance”. If we now look at the results among women, the highest
proportions in the 34 or younger age group gave “Cash-flow or funding procurement difficulties”
followed by “Difficulty finding new customers and developing markets” and then “Took too much
time and physical effort” as their reasons. However, women in the 35-59 and 60 or older age groups
picked “Earnings were too low" first, followed by “Family problems (marriage, birth, nursing care,
etc.)” and then “"Cash-flow or funding procurement difficulties”. This shows that for men, difficulty
with their cash-flow situation or with procuring funding was the single most significant reason. The
fact that a high proportion of men aged 34 or younger gave difficulty securing staff or equipment as
their reason suggests that they gave up their businesses because they could not secure management
resources such as personnel or equipment as their business grew in size. This shows us that the
reasons men gave up their businesses tend to diverge according to their age. Conversely, if we look
at women, a key reason for giving up the business was not so much difficulty with cash-flow or funding
procurement, but the fact that the earnings from the business were too low. The data also indicates
that more women than men gave up their businesses because of changes in their home situations,
such as marriage, divorce, birth, childcare and nursing care, and because their businesses imposed
too great a burden in terms of time and physical effort.
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Fig. Column 2-1-4 (2)

Reasons why aspiring renewed startups and people making renewed startup

preparations failed in their previous businesses

1st 2nd 3rd 4th 5th
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Cash-flow .
Earnings were too or funding Famlly probl_ems Deteriorating i
60 or older [ procurement (marriage, birth, performance management
(n=42) (33.3%) difficulties nursing ca:e, etc.) 21.4%) experglse
(33.3%) (26.2%) (21.4%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment
and Startup (December 2016), commissioned by the SME Agency.
Notes: 1. Thetable shows the totals of responses from entrepreneurial hopefuls and people making startup preparations.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.
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I People responsible for renewed startups

Fig. Column 2-1-4 (3) uses the MIC "Employment Status Survey” to show the respective figures for
aspiring renewed startups as a proportion of all entrepreneurial hopefuls, people making renewed
startup preparations as a proportion of all people making startup preparations, and entrepreneurs
who established renewed startups as a proportion of all entrepreneurs. The figure shows thatin 2012,
3.6% of all entrepreneurial hopefuls and 3.8% of all people making startup preparations were thinking
of establishing a renewed startup. It also shows that 2.7% of all entrepreneurs actually established
renewed startups. If we look at the changes from 2007 to 2012, aspiring renewed startups and
people making renewed startup preparations have both increased as a proportion of entrepreneurial
hopefuls and people making startup preparations respectively, but entrepreneurs establishing
renewed startups have fallen as a proportion of all entrepreneurs. So, whereas the proportions of
aspiring renewed startups and people making renewed startup preparations have risen over the last
five years, the proportion of entrepreneurs who have actually established renewed startups has fallen
over the same period. This leads us to conclude that, despite increased attention on renewed startups
in recent years and a rise in the proportions of entrepreneurs considering renewed startups, there are
many people who are failing to carry their startups through to completion.

Fig. Column 2-1-4 (3) People responsible for renewed startups

Proportion of aspiring renewed startups —a— Proportion of people making Proportion of entrepreneurs establishing
renewed startup preparations renewed startups
(%)
4.0
3.8
3.6
35
3.3
30 3.1
28 2.7
25 )
07 12 (Year)

Source: Recompiled from MIC, Employment Status Survey.

Notes: 1. Here, the “proportion of aspiring renewed startups” refers to the totals, as a proportion of all entrepreneurial
hopefuls, for the respondents who selected “officers of a company, etc. or self-employed persons” as their
position in their previous workplace, those who quit their jobs due to “Corporate bankruptcy or branch closure”
or “Business slowdown and concerns about the future”, those people engaged in work who wanted to change
jobs and responded “Want to start my own business” or unemployed persons who responded “Want to start
my own business”.

2. Here, “proportion of people making renewed startup preparations” refers to the total for aspiring renewed
startups who responded “Making startup preparations” as a proportion of the people making startup
preparations.

3. Here, “proportion of entrepreneurs establishing renewed startups” refers to the totals, as a proportion of all
entrepreneurs (people who changed their jobs or began new jobs in the last year and who are currently officers
of a company, etc. or self-employed persons), for respondents who were “officers of a company, etc. or self-
employed persons” in their previous workplaces and who quit their positions due to “Corporate bankruptcy or
branch closure” or “Business slowdown and concerns about the future” and who changed their jobs or began
new jobs in the last year and are currently officers of a company, etc. or self-employed persons.

4. Here, entrepreneurial hopefuls, people making startup preparations and entrepreneurs do not include people
who have engaged in or are preparing or hoping to start up secondary or subsidiary businesses.
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I Reasons why aspiring renewed startups have not started preparations for business startup

Now, we turn our attention to the issues face by aspiring renewed startups and people making
renewed startup preparations as they try to restart their businesses. Fig. Column 2-1-4 (4) shows the
reasons why aspiring renewed startups have not started preparations for business startup. The figure
shows that a higher proportion of aspiring renewed startups selected “I can’t see any way to procure
funding (including subsidies and self-funding)” and “Changing home situation (marriage/birth/
nursing care, etc.)” than was the case for entrepreneurial hopefuls generally. However, because they
had previous experience with business startups, the proportions who selected “Lack of management
knowledge or expertise, or lack of the specialist knowledge needed for business” and “l can't picture
starting up a business in any detail” were lower than among other entrepreneurial hopefuls. This
suggests that aspiring renewed startups have the knowledge and expertise they need and have a
clear picture of their business startup, but are not actually making preparations for their startups
because they have no prospects of procuring funding due to the lingering effects of liabilities and
other issues from their past businesses.

Fig. Column 2-1-4 (4) Reasons why aspiring renewed startups have not started preparations for
business startup
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment
and Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The chart shows the totals of responses from aspiring renewed startups.
2. Totals for the proportions exclude people who responded “None in particular”.
3. The chart lists only the seven items with the highest proportion of responses.
4. Total does not always equal 100% as multiple responses were possible.
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l Reasons why people making renewed startup preparations have not started up businesses

Next, we look specifically at people making renewed startup preparations and compare them with
people making startup preparations generally to identify the reasons why they are unable to start
up their businesses (Fig. Column 2-1-4 (5)). The figure shows that the highest proportion of people
making renewed startup preparations gave “Couldn’t procure funding” as their reason, followed by
"Opposition from people around me (family, friends, clients, etc.)". If we also compare them with
people making startup preparations generally, a lower proportion of people making renewed startup
preparations selected “Concerns about starting up a business (risk of reduced or lostincome when the
business fails, etc.)”, but a higher proportion cited reasons such as "Opposition from people around
me (family, friends, clients, etc.)”, “Changing home situation (marriage/birth/nursing care, etc.)” and
“Couldn’t secure good staff (administration, sales, technical, etc.)”. This suggests that people making
renewed startup preparations have relatively fewer concerns about starting up a business due to their
previous experience, but still fail to actually start up their businesses because they cannot procure
funding, face opposition from people around them, particularly family and friends, or cannot find
high-quality staff.

Fig. Column 2-1-4 (5) Reasons why people making renewed startup preparations have not started
up businesses
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Awareness and Experience of Business Establishment
and Startup (December 2016), commissioned by the SME Agency.
Notes: 1. The chart shows the totals of responses from people making renewed startup preparations.
2. Totals for the proportions exclude people who responded “None in particular”.
3. The chart lists only the seven items with the highest proportion of responses.
4. Total does not always equal 100% as multiple responses were possible.
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l Funding for renewed startups (lending-support schemes for renewed startups)

Entrepreneurs with previous experience in business and a history of business failure are given
the financing they need to renew their startups by the Japan Finance Corporation (JFC) (Fig. Column
2-1-4 (6)).

Fig. Column 2-1-4 (6) Overview of funding for renewed startups (lending-support schemes for
renewed startups)

People who are starting up a new business or who started up a business in the last seven years and meet all
the following criteria:

Eligible borrowers 1) Are individuals with a record of failure in business or companies run by managers with a record of failure
in business

2) Are organized such that losses from business failures are unlikely to impact on new businesses

3) Had businesses that failed for reasons/circumstances that were unavoidable

Capital expenditure or working capital required to start up a new business or for a business started up

Loan uses -
previously
Maximum amounts SME Unit: ¥720 million (including ¥250 million for working capital)
loaned Micro Business and Individual Unit: ¥72 million (including ¥48 million for working capital)

+ Working capital and land acquisition funding: Standard and special interest rates

» Working capital and capital expenditure by women or people aged less than 30 or aged 55 or older
(excluding land acquisition funding): Special interest rate

» Working capital and capital expenditure for people demonstrating innovation in technology, expertise, etc.*
(excluding land acquisition funding): Special interest rate

Loan interest rate

*Note: Set requirements must be fulfilled

LGET e Capital expenditure: Up to 20 years <deferred up to 2 years>

Working capital: Up to 7 years <deferred up to 2 years>
Applicable financial Japan Finance Corporation (SME Unit and Micro Business and Individual Unit)
institutions Okinawa Development Finance Corporation
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Section 3 Conditions and issues faced following the establishment

phase

In this section, we use data from the “Survey of Business
Startup/Establishment Conditions'®” to quantify the three
growth types discussed earlier (high growth, stable growth
and sustainable growth) by looking at enterprises after
startup and taking the number of years since startup, the
number of employees and the sales growth rates. We also
classify the growth of enterprises after startup into three

1. Enterprise conditions by growth type

stages: the establishment stage, the initial growth stage
and the stability and expansion stage, and then analyze
the problems that each growth type faces in each stage of
their growth and the support policies they used'”. Using
this analysis, we will then consider the types of support
policies needed by the respective enterprises to achieve
the growth type they are targeting.

(1) Classification of growth types after startup

In the analysis in this section, established enterprises
are classified into three growth types: “high growth”,
“stable growth” and “sustainable growth”. We began by
looking at approx. 3,000 enterprises who responded to
the questionnaire survey and had been established five or
more years ago but no more than 10 years ago. According
to the current sizes of the surveyed enterprises, there were
classified as either micro businesses or medium enterprises
as defined in the Small and Medium Enterprises Basic Law.
The results were used to compare the sizes of enterprises
at startup with their current sizes and enterprises that
had not changed in size or had grown smaller were
classified as “sustainable growth” enterprises, indicating
that they were micro businesses that had remained micro
businesses, or medium enterprises that had either remained
medium enterprises or become micro businesses. Next,

enterprises that had grown in size since startup were
classified as “stable growth” enterprises, meaning that
they were micro businesses that had become medium
enterprises. Finally, we focused on enterprises that were
listed on emerging markets (TSE Mothers, Centrex, FSE
Q-board, JASDAQ or SSE Ambitious). We calculated the
rates of sales growth for the listed enterprises from startup
to 5—10 years since startup and compared them with the
sales growth rates between startup and the present for
other enterprises that responded to the survey. Based on
this, we took enterprises that were listed on emerging
markets and increased their sales growth rates, regardless
of any changes in enterprise size, to be “high growth”
enterprises'®. Fig. 2-1-37 shows a schematic of the three
growth types. Below, we summarize the conditions for
enterprises of the three growth types (high growth, stable
growth and sustainable growth)!®.

16) A survey conducted in November 2016 by Mitsubishi UFJ Research and Consulting Co., Ltd. on behalf of the SME Agency. The
questionnaire was delivered by post and surveyed 30,000 companies and sole proprietorships (including 1,000 specified non-profit
organizations) founded between January 2006 and January 2011. The return rate for the survey was 10.9%.

17) For more detailed information on the initial growth stage, refer to Section 3, subsection 2 below.

18) For data on listed enterprises, refer to the FY2011 Survey of Capitalization Strategies in Venture Enterprises (Teikoku Databank, Ltd.,
February 2012) on behalf of the METI Outsourced Surveys Unit (http:/www.meti.go.jp/meti_lib/report/2012fy/E002011.pdf).

19) While the growth types are quantitatively classified in this section, some survey response options involve enterprises that cannot be classified
into any of the growth types. As a result, the total sample count for the three growth types differs from the overall total sample count.
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Fig. 2-1-37 Schematic of the growth types following startup

Enterprise size
(sales, employees) (n=3,088)

A

Listed enterprise sales growth rate or better

Enterprise size larger (startup — present)
(Micro businesses — Medium enterprises)

High growth
(n=132)

Stable growth

(n=740) Enterprise size unchanged or smaller
(startup — present)

Micro businesses — Micro businesses
Medium enterprises — Medium enterprises
Medium enterprises — Micro businesses

Sustainable growth
(n=2,216)

Startups 5-10 years after startup
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enterprises are aged 49 or less, while the proportion of
entrepreneurs aged 50 or older is higher in stable growth
and sustainable growth enterprises.

(2) Entrepreneur age distribution by growth type
Firstly, Fig. 2-1-38 shows the age distribution of

entrepreneurs according to growth type. The figure shows

that around half of all entrepreneurs in high growth

Fig. 2-1-38 Entrepreneur age distribution by growth type

O 39 or younger 0 40s 0 50s 0 60s 0 70 or older
Overall
(n=3.191) | 75 264 304 27.1 8.6
High growth
(n=129) 15.5 31.8 26.4 20.2 6.2
Stable growth
(n=729) 9.7 31.7 29.2 21.9 7.4
Sustainable ; -
growth 6.1 241 31.4 29.3 9.1
(n=2,174)
0 100 (%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November
2016), commissioned by the SME Agency.
Note: Where multiple managers are jointly running a business, the age calculated is that of the primary manager.
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(3) Distribution of main business types by growth
type

Next, we look at the major industries in which
established enterprises are operating according to growth
type (Fig. 2-1-39).

The figure shows that, overall, a high proportion of
the enterprises are in “Services (excluding medical,
health care and welfare)” and “Medical, health care
and welfare”. When looked at by growth type, there
are higher proportions of high growth enterprises in

“Information and communications,” “Manufacturing” and
“Construction” than other growth types. We also see that
stable growth enterprises make up around 60% of the all
enterprises in “Services (excluding medical, health care
and welfare)” and “Medical, health care and welfare”.
Finally, sustainable growth enterprises, like stable growth
enterprises, are well represented in “Services (excluding
medical, health care and welfare)” and “Medical, health
care and welfare”, but are also present in high proportions
in “Wholesale trade” and “Retail trade”.

Fig. 2-1-39 Distribution of main business types by growth type

0O Services (excluding medical,
health care and welfare)

O Wholesale trade

and welfare
O Retail trade

0O Medical, health care O Manufacturing

0O Construction

O Information and communications O Other business type

Overall
(n=3,184)

25.4 13.8 10.8

10.0 8.1 8.0 7.5 16.2

High growth

(n=127) 221 10.0 12.4

121 7.9 7.6 8.3 19.8

Stable growth

(n=740) 5

24.5 6.1 [3.6| 8.1 8.1 6.6 7.4

Sustainable
growth 25.2 16.5
(n=2,216)

9.4 10.2 11.8 31 15.0

0

Source:
2016), commissioned by the SME Agency.

100 (%)

Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

Note: Figures are calculated for the major industries (those present in the highest proportions that have the highest overall sales

in the last business period).

157



158

Chapter 1 New business startup/establishment

(4) Startup types and employment experience

before startup according to growth type

Next, we look at how businesses were started up.
Fig. 2-1-40 shows enterprise types and entrepreneurs’
experience of employment prior to business startup
according to growth type. The figure shows that
across all growth types, roughly 60% of entrepreneurs
responded “Startup as a business with no commercial
ties to enterprise I retired from”. If we look at the results

by growth type, the proportion of entrepreneurs in
sustainable growth enterprises who responded ““Startup as
a client of the enterprise I retired from” or “Startup as an
affiliated company or spin-off company of the enterprise
where I worked” was higher than for other growth types.
Conversely, a high proportion of entrepreneurs in high
growth enterprises responded “Startup as a secondary or
subsidiary business without retiring”.

Fig. 2-1-40 Startup types and employment experience before startup according to

growth type

O Startup as a client of the enterprise | retired from

O Startup as a secondary or subsidiary business

without retiring

0O Startup as a business with no commercial ties to

- enterprise | retired from

O Startup as an affiliated company or spin-off
company of the enterprise where | worked
O Have no previous work experience in
any enterprise

Overall

(n=3,059) 17.4 10.4 64 |44

61.4

High growth
(n=126)

66.9

Stable growth

(n=694) 141 9.4 5.7 |49

65.9

Sustainable
growth 18.7 10.6 6.5 (4.0
(n=2,092)

60.2

100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.

Note: Totals calculated for the proportions exclude people who responded “Other”.
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(5) Employed enterprise size before startup

according to growth type

Here, we look at the places where entrepreneurs
were employed before they started up their businesses.
Fig. 2-1-41 shows the number of full-time workers and
employees at the enterprises where entrepreneurs were
employed before starting up their businesses, with the
results ordered by growth type. This figure shows that

the proportion of entrepreneurs in sustainable growth
enterprises who worked in small-scale enterprises that
employed 20 or fewer staff was higher than the proportions
for other growth types. However, it also shows that a high
proportion of entrepreneurs in high growth enterprises
were employed in relatively large enterprises that
employed 301 or more staff.

Fig. 2-1-41 Number of full-time workers and employees at pre-startup workplaces

according to growth type

020 employees or less

021-50 employees 051-100 employees [ 101-300 employees 1301 employees or more

Overall
(n=2,932) 37.2 16.5 11.9 12.2 221
High growth
(n=119) 32.8 16.8 9.2 12.6 28.6
Stable growth
(n=668) 32.5 16.2 14.5 12.9 24.0
Sustainable
growth 39.6 16.4 1.4 1.7 21.0
(n=2,006)
J
0 100(%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.
Notes: 1.

Here, “full-time workers and employees” does not include managers, executives, unpaid family workers or dispatched

workers or subcontractors, but does include part-time workers and side-job workers.

2. Totals are calculated for people who were employed before starting up a business.

3. Totals for people who left work to prepare for starting up a business and were unemployed before starting up a
business show their previous employment status.

(6) Period of employment before startup according

to growth type

Next, we look at the periods for which entrepreneurs
were employed at their workplaces before they started
up a business. The data shows that 50% of all the
entrepreneurs replied “10 years or more”, showing that
the entrepreneur built up relatively extensive experience
of employment before starting up their own businesses

(Fig. 2-1-42). Looking at the data by growth type,
whereas around 75% of all entrepreneurs at sustainable
growth enterprises were employed for 5 years or more,
around 40% of all entrepreneurs at high growth and stable
growth enterprises were employed at their workplaces for
less than 5 years before starting up a business, a relatively
short period of employment that indicates they were
somewhat independent.
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Fig. 2-1-42 Period of employment before startup according to growth type

O Less than 1 year O 1 to less than 3 years O 3 to less than 5 years 0O 5 to less than 10 years O 10 years or more

Overall 0.5

(n=2960) 25 12.9

50.0

High growth

he118) 16.9

22.0

40.7

Stable growth
(n=671)

w

.6 17.7 14.6

221
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(n=2,029)
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Source:
2016), commissioned by the SME Agency.
Notes: 1.

100(%)

Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

Totals are calculated for people who were employed before starting up a business.

2. Totals for people who left work to prepare for starting up a business and were unemployed before starting up a

business show their previous employment status.

(7) Catalysts for interest in business startups by

gender and age group

Below, we look at what it was that triggered
entrepreneurs’ interest in starting up their businesses. Fig.
2-1-43 shows the catalysts for interest in business startups
according to gender and age group. If we begin by
looking at men, those who answered “Influence of nearby
entrepreneurs/managers” made up the highest proportion
in the 49 or younger age group, with the next highest
proportions choosing the “Couldn’t do what I wanted to
at work” response and then the “Concerned about future
prospects or worsening treatment at work”. In the 5059
age group, the proportion who opted for “Concerned
about future prospects or worsening treatment at work”
was higher than in the 49 or younger cohort, but the
proportion who chose “Influence of nearby entrepreneurs/
managers” was smaller. Looking finally at the 60 or older
age group, the highest proportion chose “Influence of
nearby entrepreneurs/managers” followed by “Advised to
by people around me (family, friends, clients, etc.)”. By
contrast, only a low proportion chose the “Couldn’t do
what I wanted to at work” response, which was a popular
option among entrepreneurs aged 59 or younger. This
shows that while men tended to be influenced by other

entrepreneurs and managers around them, those aged 49
or younger and in the 50—59 age group became drawn to
starting up a business because they were frustrated at their
workplaces. The data also shows that, as men become
older, the recommendations and influence of people
around them are increasingly important in stimulating
interest in starting a business.

Looking next at women, the highest proportion of
women aged 49 or younger opted for “Advised to by
people around me (family, friends, clients, etc.)”, followed
by “Changing home situation (marriage/birth/nursing
care, etc.)” and then “Influence of nearby entrepreneurs/
managers”. A relatively high proportion also chose “Found
friends to start up the business with me”, which did not
arise in other age groups. This suggests that women aged
49 or younger, as well as experiencing marriages, births
and other changes in their domestic arrangements, came
into more contact with other entrepreneurs and managers
active in their circles and also encountered more friends
with the same interests, and these factors then stimulated
their own interest in starting up a business.

Next, we see that among women aged 50—59, as with
those 49 and younger, high proportions chose “Advised
to by people around me (family, friends, clients, etc.)”,
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followed by “Changing home situation (marriage/birth/
nursing care, etc.)”, while a high proportion also chose
“Couldn’t do what I wanted to at work”. Looking finally
at women aged 60 or older, the highest proportion
chose “Couldn’t do what I wanted to at work™, while
the proportion opting for “Changing home situation
(marriage/birth/nursing care, etc.)” was smaller than
in women aged 59 or less. There was also a relatively
high proportion who selected “Acquiring the permits/
qualifications to run the business”. We also observe that,
across all the age groups, a higher proportion of women
than men responded “Advised to by people around me

This data shows that more women than men are spurred
to take an interest in business startups by suggestions from
people around them, particularly friends and family. It also
shows that women in the younger age group have their
interest in starting a business sparked due to the influence
of other entrepreneurs and managers around them, by
recommendations from others around them, and due to
changes in their family situations. As women transition in
to older age groups, the triggers for developing an interest
in starting a business change to acquiring the permits and
qualifications to run a business and the fact that, in their
current workplaces, they cannot achieve what they want

(family, friends, clients, etc.)”.

using those permits and qualifications.

Fig. 2-1-43 Catalysts for entrepreneurs’ interest in business startups by gender and age

group
1st 2nd 3rd 4th 5th
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(n=961) managers (29.2%) at 8vork friends, clients, etc.) (16.6%)
(40.7%) ik (20.3%) e
(27.5%)
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50-59 future prospects or Couldn’t do what | Inf;ﬁ?:i:;:&ir/by Ag:gi?% tr?]?(/f;iﬁple Had a commercially
Men worsening treatment wanted to at work P : ; Y. viable idea
(n=809) managers friends, clients, etc.)
at work (28.4%) (27.3%) (19.5%) (16.9%)
(35.7%) i .
. Concerned about
60 or older Inﬂel:ﬁ?:;:;::é;by Agrgzi%t;é){fsnii?le future prospects or Had a commercially Couldn’t do what |
5 A ’ worsening treatment viable idea wanted to at work
(n=949) managers friends, clients, etc.) K 21.5% 19.9%
(25.2%) (21.9%) (*‘2t1VV7‘3,;) (21.5%) (19.9%)
. 0
. Changing home .
Advised to by pegple situation (marriage/ Influence of nearby Found frlend; to Couldn’t do what |
49 or younger around me (family, T g entrepreneurs/ start up the business e P —"
(n=75) friends, clients, etc.) e )g ! managers with me (20.0%)
(33.3%) (25.3%) (22.7%) (21.3%) it
Advised to by people sitCuZilir;%Ir(]r%:rorgee / Couldn’t do what | Influence of nearby | Acquiring the permits/
Women 50-59 around me (family, birth/nursin ca?e ] e ah W entrepreneurs/ qualifications to run
(n=107) friends, clients, etc.) & )g g (23.4%) managers the business
(37.4%) (29.0%) A (20.6%) (17.8%)
. L . Changing home
60 or older Couldn’t do what | Ag:oliic(’jt;:)(}:rz(i)lsle Agg;'%zg&gispgr:ﬂf/ situation (marriage/ Had a commercially
(n=99) wanted to at work e etc‘) i st birth/nursing care, viable idea
- (30.3%) (26 3%) U (24.2%) etc.) (21.2%)
i i (22.2%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November
2016), commissioned by the SME Agency.
Notes: 1. The table shows the totals for responses from entrepreneurs.

2. The table shows the five items with the highest proportion of responses for each category.
3. Total does not always equal 100% as multiple responses were possible.
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(8) Catalysts for interest in business startups by

growth type

Next, Fig. 2-1-44 shows the catalysts for entrepreneurs’
interest in business startups according to growth type. The
figure shows that the highest proportion of entrepreneurs
in high growth enterprises selected “Influence of nearby
entrepreneurs/managers”, followed by “Advised to by
people around me (family, friends, clients, etc.)” and then
“Had a commercially viable idea”. Like the entrepreneurs
in high growth enterprises, the highest proportion of
entrepreneurs in stable growth enterprises opted for
“Influence of nearby entrepreneurs/managers”, which was
followed by “Couldn’t do what I wanted to at work”.

Looking lastly at entrepreneurs in sustainable growth
enterprises, the highest proportion chose “Concerned
about future prospects or worsening treatment at work”,
after which came “Influence of nearby entrepreneurs/

managers”. The proportion who chose the “Have to
get a job (income)” response was also high compared
with entrepreneurs in other growth types. Based on
these results, it seems that entrepreneur in high growth
enterprises, who generally tend to be strongly influenced
by other entrepreneurs and managers around them,
develop an interest in starting up a business in order to
grow their own ideas as a business, whereas entrepreneurs
in stable growth enterprises do so because they cannot
achieve what they want to in their current workplaces.
In both cases, the catalysts for the business startups are
forward-looking. By contrast, entrepreneurs in enterprises
with sustainable growth tend to develop an interest in
starting up a business due to unavoidable factors such as
needing to get a job or some unease over their employer’s
future prospects or how they are being treated at work.

Fig. 2-1-44 Catalysts for interest in business startups among entrepreneurs according

to growth type
1st 2nd 3rd 4th 5th
. Concerned about
High growth Inﬂel:ﬁp:er::]:liz;by Ag;gi?% t;g};g;ﬁple Had a commercially future prospects or Couldn’t do what |
?n=%25) marr:agers T g etz’) viable idea worsening treatment wanted to at work
(37.6%) (’24 8%) Ui (24.0%) at work (19.2%)
. : (23.2%)
Concerned about .
Stable arowth Inﬂel:ﬁ?:i:;:liz;by Couldn’t do what | future prospects or Ag;’ézi%t;:)(;g;ﬁple Had a commercially
g p wanted to at work worsening treatment A . v viable idea
(n=724) managers ® friends, clients, etc.)
7 (30.8%) at work o (20.4%)
(34.3%) (24.3%) (21.0%)
Concerned about .
Sustainable future prospects or Inﬂelt{ﬁp::r:;:ﬁas;by Couldn’t do what | Ag;gzizt;:)&s;‘i)lsle Have to get a job
growth worsening treatment managers wanted to at work friends, clients, etc.) (income)
(n=2,128) at work 27 7% (24.5%) 25 3% (17.4%)
(27.9%) (27.7%) (22.3%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.

Notes: 1.

The table shows the totals for responses from entrepreneurs.

2. The table shows the five items with the highest proportion of responses for each category.

3. Total does not always equal 100% as multiple responses were possible.
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(9) Comparison of the triggers for interest in
business startups in entrepreneurs as opposed
to entrepreneurial hopefuls and people making
startup preparations
So, what are the differences in the factors that trigger

an interest in starting up a business for entrepreneurs who

actually started a business, and those for entrepreneurial

hopefuls and people making startup preparations who did

not? Here, Fig. 2-1-45 compares the factors that triggered

an interest in starting up a business in entrepreneurs with
the corresponding factors in entrepreneurial hopefuls and
people making startup preparations. This comparison
shows that “Influence of nearby entrepreneurs/managers”
was the choice of a high proportion of respondents
in all three groups. It also shows that the proportions

of entrepreneurs who chose “Concerned about future
prospects or worsening treatment at work”, “Advised to
by people around me (family, friends, clients, etc.)” or
“Had a commercially viable idea” were especially high
compared with entrepreneurial hopefuls and people
making startup preparations. But the proportions of
entrepreneurial hopefuls and people making startup
preparations choosing “Couldn’t do what I wanted to at
work”, “Have to get a job (income)” or “Changing home
situation (marriage/birth/nursing care, etc.)” were higher
than for entrepreneurs. These findings also show that
encouragement to start up a business from those around
you is an important catalyst for converting an interest in
business startups into an actual established business.

Fig. 2-1-45 Comparison entrepreneurs, entrepreneurial hopefuls and people making
startup preparations with respect to the triggers for interest in business

startups
1st 2nd 3rd 4th 5th
Concerned about .
Entrepreneurs Inf(l;?:\:ereorf}:lias;by future prospects or Couldn’t do what | Ag;gzz?jt;?zfs::;ple Had a commercially
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(30.1%) at work (25.5%) (21.8%) (18.3%)
: (26.5%) :
Entrepreneurial Concerned about Changing home
hopefuls/people Inf(l;:ﬁ;\;:er:rf}:li’as;by Couldn’t do what | Have to get a job future prospects or situation
making startup P wanted to at work (income) worsening treatment (marriage/birth/
. managers o o .
preparations (30.9%) (20.0%) (19.7%) at work nursing care, etc.)
(n=2,681) : (18.4%) (17.5%)
Source: Entrepreneurs: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions

(November 2016), commissioned by the SME Agency.

Entrepreneurial hopefuls/people making startup preparations: Survey of Awareness and Experience of Business Establishment
and Startup conducted on behalf of the SME Agency (Mitsubishi UFJ Research and Consulting Co., Ltd, December 2016)

Notes: 1.

The table shows the five items with the highest proportion of responses for each category.

2. Total does not always equal 100% as multiple responses were possible.
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(10) Business startup goals by growth type

Here, we look at the goals entrepreneurs have when
starting up a business, as shown in Fig. 2-1-46. The results
show that, as a general trend, “Want to be free to make my
own decisions” attracted the most responses, followed by
“Want to contribute to society” and then “Want to make use
of my work experience, skills, knowledge, qualifications,
etc.”. Looking at the results by growth type, the responses
that garnered higher proportions for entrepreneurs in
high growth enterprises compared with the other growth
types were “Want to commercialize my own technology

and ideas” and “Want social status as a manager”. The
corresponding responses for entrepreneurs in stable
growth enterprises were “Want to earn a high income”
and “Want to contribute to society”, while those responses
for entrepreneurs in sustainable growth enterprises were
“Want to commercialize my own technology and ideas”,
“Want to be self-sustaining” and “Want to be free from
time and emotional pressures”. From this, it is clear that
the purpose for which a business is started up shapes its
subsequent path to growth.

Fig. 2-1-46 Business startup goals by growth type
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.
Notes: 1.

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

2. No “Other” or “No particular goal” category is presented here.
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(11) Details of entrepreneur education received at (Fig. 2-1-47). The results show that, across all the queries,
school according to growth type entrepreneurs in high growth enterprises generally had
Next, we look at the content of the entrepreneur higher rates of entrepreneur education while at school
education courses taken by entrepreneurs while at school. than those in the other growth types. The data also
Fig.2-1-17 inthe previous section looked at the proportions shows that the “Read books about entrepreneurs”, “Do
of entrepreneurial hopefuls and people making startup work experience in enterprises/shops”, “Learn through
preparations who had received entrepreneur education. leadership development programs” and ‘Participate
Those findings showed that entrepreneurial hopefuls and in corporate internships” responses in particular were
people making startup preparations who wished to start selected by more entrepreneurs in high growth enterprises
up a business, once they were adults, probably received than in other growth types. This suggests that acquiring
various forms of entrepreneur education as part of their knowledge about finance, bookkeeping and marketing
preparations for business startup. So, to tease out the and learning about management theory through classes
correlations between the entrepreneur education they and lectures at school, along with learning-type education
received and their interest in starting up a business or such as reading books by entrepreneur, is effective in
actually establishing a business due to that entrepreneur getting a business established. However, it also shows that
education, we look here at the proportions of entrepreneurs this probably needs to be supplemented by experience-
who received entrepreneur education while at school based programs such as workplace experience, which is
(primary, junior high or high school, technical college also effective in establishing business startups.

or school, junior college, university or graduate school)

Fig. 2-1-47 Details of entrepreneur education received at school according to growth
type
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November
2016), commissioned by the SME Agency.
Notes: 1. Totals are calculated for respondents who were educated at any school (primary, junior high or high school, technical
college or school, junior college, university or graduate school).
2. Total does not always equal 100% as multiple responses were possible.
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(12) Management resources retained during
business startup

Fig. 2-1-48 examines the management resources
need to run a business, such as people, things, funds
and information, and looks at whether such resources
were retained from family, friends, clients at previous
workplaces, colleagues or failed enterprises, according to
growth type. Of those resources, “funds” will subjected to
a detailed analysis in subsection 3 onwards below, but the
results obtained here show firstly that “people”, namely
employees, customers and clients, are more often retained
from failed enterprises and people involved in previous
workplaces than from family, relatives, friends or
acquaintances. The data also shows that stable growth and
sustainable growth enterprises retain higher proportions
of resources than high growth enterprises. Looking next at
“things”, such as machinery, equipment, factories, stores
and offices, we see that a lower proportion than “people”

is retained by all growth types, and that there are some
enterprises, primarily sustainable growth enterprises,
that retain such resources from failed enterprises and
people involved in previous workplaces. Looking finally
at “information”, specifically skills and expertise, these
resources are primarily retained by sustainable growth
enterprises from failed enterprises and people involved
in previous workplaces. The data also shows that the
proportion who responded ‘“None retained” is the lowest
for these resources across all growth type when compared
with the “people” and “things” management resources.

From the above, we can see that established enterprises,
particularly sustainable growth enterprises, tend to retain
management resources when they are started up, primarily
“information” in the form of the skills and expertise
needed for the business, and “people” in the form of
employees and customers.
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Fig. 2-1-48 Management resources retained during business startup
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November
2016), commissioned by the SME Agency.
Note: Total does not always equal 100% as multiple responses were possible.
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Column 2-1-5 Conditions for social business startups

In Japan, population decline and aging coupled with the changing employment structure are
giving rise to a range of social issues, including childcare, nursing care and depopulation, particularly
in regional Japan. Given this environment, there are increasing numbers of businesses (hereinafter
referred to as “social businesses”) whose aim itis to resolve the issues that our regions and communities
face. If social and regional issues, particularly those relating to support for childcare and nursing care,
are addressed by social businesses, this could well provide an environment in which younger people
and women in particular would find it increasingly easy to start up a business.

Accordingly, it is important for the number of future enterprises that operate as social businesses
to grow.

In this column, we will summarize the conditions for entrepreneurs whose principal businesses
operate as social businesses (hereinafter referred to as “social business entrepreneurs”) and the issues
they must overcome to successfully establish a business.

I Proportions of social business entrepreneurs

We begin by looking atsocial business entrepreneurs as a proportion of all entrepreneurs according
to enterprise type (Fig. Column 2-1-5 (1)). The figure shows that social business entrepreneurs make
up 36.6% of individual enterprises (sole proprietorships) and 44.1% of limited liability companies
respectively, whereas they comprise 92.4% of all specified non-profit organizations. This highlights
the fact that social business entrepreneurs make up an especially high proportion of specified non-
profit organizations when compared with individual enterprises (sole proprietorships) and limited
liability companies.

Fig. Column 2-1-5 (1) Proportions of social business entrepreneurs by current enterprise types

O Current business is a social business O Current business is not a social business

Individual enterprise
(sole proprietorship) 36.6 63.4
(n=142)

Limited liability
company, etc. 441 55.9
(n=2,232)

Specified non-profit
organization (NPO) 92.4 7.6
(n=118)

|
0 100(%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions

(November 2016), commissioned by the SME Agency.

Notes: 1. In this column, a “social business” is a business established with the aim of addressing social and/or regional
issues.

2. In this column, people who replied to the question “Is your current business a social business?” with the “Yes”
or “Mostly” response are counted in the “Current business is a social business” category, and people who
replied “Not really” or “Not at all” are counted in the “Current business is not a social business” category.

3. In this column, “social business entrepreneur” refers to an entrepreneur whose principal business is a social
business.

4. Here, “limited liability company” also includes general partnership and limited partnership companies.
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Next, Fig. Column 2-1-5 (2) shows the proportions of social business entrepreneurs according
to gender and age group. The figure indicates that around half of all social business entrepreneurs
recognize that the businesses they run are social businesses. Looking at the results by gender, women
make up a higher proportion of social business entrepreneurs than men. By age group, we can see
that at entrepreneurs grow older, the proportion of social business entrepreneurs gradually increases.

Fig. Column 2-1-5 (2) Proportions of social business entrepreneurs by gender and age group

O Current business is a social business 0O Current business is not a social business

Overall
(n=3,023) 46.1 | 53.9

Men ’ |
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56.0 |
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70 or older ‘
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0 100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.

169



170

Chapter 1 New business startup/establishment

l Triggers for interest in business startups among social business entrepreneurs

Fig. Column 2-1-5 (3) looks at the factors that triggered an interest in starting up a business in
social business entrepreneurs and compares social business entrepreneurs with entrepreneurs whose
businesses are not primarily social (hereinafter referred to as “non-social business entrepreneurs”).
The figure shows that the highest proportion of non-social business entrepreneurs chose “Concerned
about future prospects or worsening treatment at work”, while the highest proportion of social
business entrepreneurs chose “Influence of nearby entrepreneurs/managers” followed by “Couldn’t
do what | wanted to at work”, showing that the factors triggering an interest in starting up a business
are different for social business entrepreneurs and non-social business entrepreneurs.

Social business entrepreneurs also had notably higher response rates than non-social business
entrepreneurs for the "Had a commercially viable idea”, “Found friends to start up the business with
me” and “Acquiring the permits/qualifications to run the business” factors. These results suggest that
social business entrepreneurs are most likely to develop an interest in starting up a business due to
positive factors such as the influence of other entrepreneurs and managers around them, their inability
to achieve their goals in their current job, an idea of their own that they want to commercialize, friends
they have found to start up the business with, or having the permits and/or qualifications they need
to run the business.

Fig. Column 2-1-5(3) Triggers for interest in business startups among social business
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.
Note: Total does not always equal 100% as multiple responses were possible.
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I Distribution of social business entrepreneurs in the major industries

Fig. Column 2-1-5 (4) compares social business entrepreneurs and non-social business
entrepreneurs in terms of the main industries in which social business entrepreneurs engage. The
figure shows that the highest proportion of social business entrepreneurs (27.4%) are in “Medical,
health care and welfare”, followed by “Services (excluding medical, health care and welfare)". For
“Education, learning support”, they exceed the proportion of non-social business entrepreneurs.

Fig. Column 2-1-5 (4) Distribution of social business entrepreneurs in the major industries

O Medical, health care and welfare O Services (excluding medical, @ Construction O Manufacturing
health care and welfare)

O Information and communications O Retail trade O Wholesale trade O Education, learning support

@ Accommodations, eating and O Other
drinking services

Current business is

a social business ‘
27.4 7.9 7.5 7.0 6.6 | 58 |4.63.20126 27.3
(n=1,399) ’

Current business is ‘

not a social business |5 4 7 5 121 12.9 8.7 10.0 11.0 0.8 68 27.8
(n=1,656) ’

J
0 100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.

Note: Figures are calculated for the major industries (those industries that have the highest overall sales in the last
business period).
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I Social business support funding

Through its social business support funding, the Micro Business and Individual Unit of the Japan
Finance Corporation (JFC) provides the funding required by entrepreneurs running businesses aimed
at addressing the issues faced by regional communities. These issues include nursing care and welfare
for the elderly and those with disabilities, parenting support, regional revitalization and environmental
protection (Fig. Column 2-1-5 (5)).

Fig. Column 2-1-5(5) Overview of social business support funding schemes

People in either of the following categories:

1. Incorporated NPOs

Eligible borrowers 2. People not in incorporated NPOs who are either (1) or (2) below

(1) People operating childcare service businesses or nursing care service businesses("
(2) People operating business aimed at addressing social issues(?

Loan uses Capital expenditure or working capital needed to conduct the business

Maximum amounts

[ ¥72 million (including ¥48 million for working capital)

Standard rate

However, people in the following categories qualify for a special interest rate:

Loan interest rate (1) People operating childcare service businesses or nursing care service businesses

(2) Approved incorporated NPOs (including incorporated NPOs with provisional approval)
(3) People operating business aimed at addressing social issues

Capital expenditure: Up to 20 years <deferred up to 2 years>

Lot €21 Working capital: Up to 7 years <deferred up to 2 years>

Applicable financial

e Japan Finance Corporation (JFC), Micro Business and Individual Unit

Notes:  *1: Refers to welfare services for the aged and care services, child welfare services and welfare services for
disabled persons as listed in the Japanese Standard Industrial Classification.
*2: Must meet set requirements stipulated by the JFC.
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Case
2-1-2 AWAE Co., Ltd.

A company that increases the appeal of Japan’s regional areas and
promotes regional revitalization as a business.

AWAE Co., Ltd. (employees: 7; capital: ¥10 million), located in Minami Town, Tokushima Prefecture,
was established in 2013 to work in the field of regional revitalization.

Company president Motoharu Yoshida was born in the town of Minami. After graduating from
university, he founded CypherTec Inc., a company involved in product development in the area of
technologies for the protection of digital data, in Tokyo in 2003. However, despite registering with
employment sites, Mr. Yoshida found it difficult to obtain the personnel he needed. Considering that
he might find staff if he turned his attention to regional areas, he established a satellite office in Minami
in 2008 and commenced advertising. As a result, he was successful in attracting a diverse range of
personnel, steering his business on the right course and increasing earnings.

At the same time, the arrival of a Tokyo IT company raised considerable expectations on the part
of the local residents. Mr. Yoshida’s initial intention in returning to Minami was simply to secure staff
for his company, but learning of the difficulties of the local people, who would offer land to use when
he wanted to grow vegetables and boats when he wished to go fishing, he came to feel that he would
like to return their generosity. This was his impetus in establishing AWAE Co., Ltd. (Mr. Yoshida is today
the Representative Director of both AWAE Co., Ltd. and CypherTec Inc.). Mr. Yoshida established the
company as a business corporation rather than an NPO because he felt that if it was not able to make a
profit and operate as a business, it would not be considered socially necessary.

Mr. Yoshida believes that by making maximal use of regional resources and increasing the appeal
of the region, rather than a one-way movement of people from the region to the city, his company will
be able to create a flow of people from the city to the region, producing a circulation of population.
He also believes that achieving a “win-win-win” scenario for the region, the authorities, and private
companies will be an important element in realizing this goal, and to this end the region, the authorities,
and private companies have jointly established a consultative committee, and are providing support
to individual migrants to the region, working not merely to encourage migration, but to provide wide-
ranging assistance to new residents, from lifestyle to employment, following their move.

Concrete projects that the company is conducting in Minami at present as it seeks to boost the
appeal of the region include operating a digital archive that preserves local streetscapes as digital
data, operating Odori Kitchen, which offers a stylish presentation of local agricultural products, editing
“Minami,” a local PR magazine, and managing a local renovation business. In addition, in order to realize
the “win-win-win” scenario mentioned above, the company is also conducting initiatives including
providing support for the establishment of satellite offices and the founding of businesses in the region,
fostering creators, and providing training for local municipal employees.

In the future, says Mr. Yoshida, “We hope to extend the model of success realized in Minami to other
regions and create a framework covering an even broader area, extending finally to the entire country.”

173



174

Chapter 1 New business startup/establishment

AWAE'’s President, Motoharu Yoshida

A communal meeting-place for local residents, renovated by AWAE
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Column 2-1-6 Startups in diverse formats

There has been increasing attention in recent years on secondary/subsidiary businesses as one
approach to starting up a business. Another new type of business startup gaining prominence is the
“freelance?”” startup, where an individual works using his or her own technology, ability and skills
without being part of a larger organization.

In this column, we gain an overview of the more diverse formats for business startup, specifically
secondary/subsidiary and freelance startups.

| Proportions of secondary/subsidiary business startups by growth type

Firstly, we look at the conditions for entrepreneurs starting up secondary/subsidiary businesses.
Fig. Column 2-1-6 (1) shows entrepreneurs starting up secondary/subsidiary businesses as a
proportion of all entrepreneurs according to their current growth type 5-10 years after the business
was established. Looking at the figure, we can see that roughly 20% of all entrepreneurs chose the
secondary/subsidiary business format when setting up their business. If we look at the results by
growth type, a higher proportion of entrepreneurs targeting high growth selected the secondary/
subsidiary business format than was the case for those aiming for stable or sustainable growth.

Fig. Column 2-1-6 (1) Proportions of secondary/subsidiary business startups by growth type

O Startup as a secondary/subsidiary businesses O Startup in another business format

Overall
(n=2,867) 19.1 80.9

High growth
(n=116) 31.9 68.1

Stable growth
(n=660) 17.0 83.0

Sustainable
growth 18.8 81.2
(n=1,963)

0 100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.

20) Because “freelance” businesses are generally not clearly defined, for the purposes of this white paper, they are defined as “businesses
operating through the provision by the business owner of his or her own skills and/or capabilities without being part of any specific

993

organization and without employing any permanent staff, and where the business owners recognize the businesses they run as ‘freelance’”.
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I Breakdown of enterprise types at startup and currently

Next, we use the findings of the “FY2016 Survey of Business Startups and Startup Awareness?""”
conducted by the JFC's Research Institute to examine the conditions for secondary/subsidiary business
startups when they were founded and now. These findings show that, of the entrepreneurs who started
up a business as a secondary/subsidiary business, around half discontinued the secondary/subsidiary
business format after some time and transitioned to a format in which they worked full-time in the
business they had founded.

Fig. Column 2-1-6 (2) Breakdown of enterprise types at startup and currently

O Startup as a secondary/ O Startup as a secondary/subsidiary O Startup in another
subsidiary businesses businesses and then transition to full-time business format
At startup (n=635) 27.5 72.5
Now (n=635) 12.6 14.9 72.5
|
0 100 (%)

Source: Formulated by the SME Agency from the FY2016 Survey of Business Startups and Startup Awareness (November
2016, JFC Research Institute)

Note: Totals are calculated for responses regarding secondary/subsidiary business types at startup and currently as
they apply to male and female entrepreneurs aged 18 to 69 who replied that they had started up their own
businesses in or after 2011.

21) A questionnaire-based survey of 317,861 Internet-monitored respondents aged 18-69 conducted throughout Japan in November 2016 by the
Research Institute of the Japan Finance Corporation (JFC).
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I Reasons for starting up a business in secondary/subsidiary format

We have also used the same survey examine the reasons why entrepreneur who established
secondary/subsidiary businesses used that particular format for their business startups. The results
show that the most frequently selected reason was “Work income too low”, followed by “Want to
quit my job and be independent” and then “Want to be able to use my free time" (Fig. Column 2-1-6
(3)). We also see that a high proportion of the entrepreneurs who started up secondary/subsidiary
businesses did so to supplement their earnings from their main job, which places the emphasis on
their main occupation. However, after gaining some experience in the secondary/subsidiary business,
a similarly high proportion were trying to make the business their main occupation.

Fig. Column 2-1-6 (3) Reasons for starting up a business in secondary/subsidiary format
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Source: Formulated by the SME Agency from the FY2016 Survey of Business Startups and Startup Awareness (November
2016, JFC Research Institute)

Notes: 1. Totals are calculated for those male and female entrepreneurs throughout Japan aged 18 to 69 who replied
that they had started up their own businesses in or after 2011 and who started up secondary/subsidiary
businesses.

2. The chart lists the seven items with the highest proportion of responses.
3. Total does not always equal 100% as multiple responses were possible.
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I Aims of businesses started up in secondary/subsidiary format

Next, we compare the aims of entrepreneurs who started up their businesses as secondary/
subsidiary businesses (hereinafter referred to as “entrepreneurs with secondary/subsidiary
businesses”) with those of entrepreneurs who did not (hereinafter referred to as “entrepreneurs
with non-secondary/subsidiary businesses”). This comparison shows that, while high proportions
of entrepreneurs with non-secondary/subsidiary businesses selected “Want to be free to make my
own decisions” and “Want to make use of my work experience, skills, knowledge, qualifications, etc.”,
the highest proportions of entrepreneurs with secondary/subsidiary businesses selected “Want to
contribute to society”, and the proportions who selected “Want to contribute to society” and “Want
commercialize my own technology and ideas” were higher when compared with entrepreneurs with
non-secondary/subsidiary businesses (Fig. Column 2-1-6 (4)).

Fig. Column 2-1-6 (4)  Aims of businesses started up in secondary/subsidiary format

(%) O Entrepreneurs with non-secondary/subsidiary businesses O Entrepreneurs with secondary/subsidiary businesses
60 - (n=2,260) (n=530)
54.0
50.4
50
45.1
42.5 418
40 - 36.4
33.4
0l 297 29.0 28.8
24.0 24.5
20 -
10 -
1 1 1 1
Want to be free Want to make use of ~ Want to contribute ~ Want commercialize Want to be Want to earn
to make my own my work experience, to society my own technology self-sustaining a high income
decisions skills, knowledge, and ideas

qualifications, etc.

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.
Notes: 1. Total does not always equal 100% as multiple responses were possible.
2. The chart shows the six items with the highest proportion of responses from entrepreneurs with non-secondary/
subsidiary businesses.
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I Regulation of secondary/subsidiary businesses in previous workplace work rules

Below, we will consider the types of workplaces from which entrepreneurs with secondary/
subsidiary businesses started up their businesses.

We will begin by looking at the regulation of secondary/subsidiary businesses in the work rules
for the entrepreneur’s workplace before he or she started up that secondary/subsidiary business, as
shown in Fig. Column 2-1-6 (5). The figure shows that, while around half of the responses from a “Non-
regular employee in an enterprise (including dispatched workers/subcontractors)” or “Enterprise
manager” stated that secondary/subsidiary businesses were allowed, roughly 80% of the responses
from a “"Regular employee in an enterprise (including company officers, etc.)” stated that secondary/
subsidiary businesses were not allowed. Also, if we look at the regulation of secondary/subsidiary
businesses in work rules for people who had been regular employees in an enterprise in their
workplaces before starting up a business, the breakdown by number of employees in the workplace
reveals that, as the number of employees rises, an increasing proportion responded that secondary/
subsidiary businesses were not permitted.

Fig. Column 2-1-6 (5) Regulation of secondary/subsidiary businesses in previous workplace work
rules

(1) Regulation of secondary/subsidiary businesses in previous workplace work rules
O Secondary/subsidiary businesses allowed O Secondary/subsidiary businesses not allowed

Regular employee
in an enterprise
(including company 16.0 84.0 ‘

officers, etc.)
(n=2,116)
Non-regular employee
in an enterprise
(including dispatched 47.0 ‘
workers/subcontractors)
(n=100)

53.0 ‘

Enterprise managers ‘ ‘
(heaa0) 50.0 50.0

Public servants ‘
(n=66) 9.1 90.9 ‘

0 100 (%)
(2) Regulation of secondary/subsidiary businesses in work rules according to number of previous workplace employees

O Secondary/subsidiary businesses allowed O Secondary/subsidiary businesses not allowed

5 employees or less
(n=187)

39.6 ] 60.4 \

6-20 employees
(n=496)

244 1 756 |

21-50 employees

(n=363) 15.2 \ 84.8 ‘

51-100 employees
(n=273)

13.9 | 86.1 \

101-300 employees
(n=277)

83 | 917 \

301 employees or more

(n=508) 49 ] 95.1 |

0 100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.
Notes: 1. The totals in (1) are for responses from all entrepreneurs regarding the regulation of secondary/subsidiary
businesses in the work rules of their workplace immediately prior to business startup.
2. The totals in (2) are for responses from entrepreneurs who responded that their position in their workplace
immediately prior to business startup was “Regular employee in an enterprise (including company officers,
etc.)”
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l Positions in the main business of entrepreneurs with secondary/subsidiary businesses and the positions
of entrepreneurs with non-secondary/subsidiary businesses prior to business startup

If we now look at the positions in the main business of entrepreneurs with secondary/subsidiary
businesses, we can see that the position occupied by the highest proportion of entrepreneurs with
secondary/subsidiary businesses was “Regular employee in an enterprise” (Fig. Column 2-1-6 (6)).
The proportion of entrepreneurs with secondary/subsidiary businesses who held the position of
“Enterprise managers” is also high compared with entrepreneurs with non-secondary/subsidiary
businesses. This data shows that the highest proportion of entrepreneurs who start up secondary/
subsidiary businesses do so while they are still employed in a workplace. It also shows that some
secondary/subsidiary businesses are started up by entrepreneurs who are already running a business
and start up the secondary/subsidiary business in order to conduct business that is separate to their
main business.

Fig. Column 2-1-6 (6) Positions in the main business of entrepreneurs with secondary/subsidiary
businesses and of entrepreneurs with non-secondary/subsidiary businesses
prior to business startup

O Regular employees O Enterprise managers O Company officers, etc. O Non-regular employees
in an enterprise in an enterprise
O Public servants O Corporations other than companies O Other
T
Entrepreneurs with 21
subsidiary businesses 33.8 26.2 23.0 4434 71
(n=435)
Entrepreneurs with 33| 2.1
non-secondary/subsidiary 57.0 10.0 204 é 5.3
businesses : ' : ' '
(n=1,944) ‘
|
0 100(%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.

Note: Totals for entrepreneurs with non-secondary/subsidiary businesses are calculated for the positions in which they
were employed immediately before starting up a business. Also, totals for people who left work to prepare for
starting up a business or who were unemployed before starting up a business show their previous employment
status.
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l Freelance business startups by growth type

Below, we look at businesses started up as freelance businesses. Fig. Column 2-1-6 (7) shows the
proportions of businesses started up as freelance businesses according to growth type.

The figure shows that 7.8% of all entrepreneurs started up their businesses as freelance businesses.
If we look at the results by growth type, a higher proportion of entrepreneurs targeting high growth
selected the freelance business format than entrepreneurs aiming for stable or sustainable growth.

Fig. Column 2-1-6 (7)  Proportions of freelance businesses startups according to growth type

O Startup as a freelance businesses O Startup as a non-freelance businesses

Overall
(n=2,861)

7.8 92.2

High growth 105

(n=124) 89.5

Stable growth
(n=678) 52 94.8

Sustainable

growth 8.7 91.3
(n=1,995)

|
0 100(%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.

Notes: 1. In this column, “freelance” refers to “businesses operating through the provision by the business owner of his

or her own skills and/or capabilities without being part of any specific organization and without employing any

permanent staff, and where the business owners recognize the businesses they run as ‘freelance’”.
2. Here, totals are calculated for each growth type for businesses that were freelance at startup.
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l Enterprise sizes at startup and currently for entrepreneurs who started up freelance businesses

In Fig. Column 2-1-6 (2), we saw that entrepreneurs with secondary/subsidiary businesses tend to
transition to working full-time in the secondary/subsidiary business, so here we examine that same
trend after startup for freelance businesses. Fig. Column 2-1-6 (8) looks at entrepreneurs who started
up freelance businesses and shows the current number of full-time workers and employees and the
number at startup in established enterprises. The figure shows that, of entrepreneurs who started up
freelance businesses, 70% of the entrepreneurs went on to employ staff and were no longer freelance.

Fig. Column 2-1-6 (8) Number of full-time workers and employees currently and at startup for
entrepreneurs who started up freelance businesses

O 0 employees O 1-5 employees O 6-10 employees O 11-20 employees 0O 21 or more employees
At startup
(n=224) 100.0
Now ‘ ‘
(n=222) 33.8 39.2 12.6 10.8 O‘T
|
0 100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions
(November 2016), commissioned by the SME Agency.

Note: Totals are calculated for the number of full-time employees and workers at enterprises run by entrepreneurs who
started up freelance businesses.

In this column, we have looked at the conditions for differing types of business startup, specifically
businesses that started up as secondary/subsidiary business and as freelance businesses. What these
two business startups have in common is that they are both “businesses that start small”. By starting
small with little or no initial investment needed, the risks posed by failure if the business fails to go
as planned can probably be kept to a minimum. In the survey results shown so far, we have seen
that there are many people, regardless of whether they are interested in starting up a business, who
see business startups as carrying considerable risk due to the losses incurred if the business fails.
However, as more people become aware of secondary/subsidiary and freelance models for business
startups and recognize the low risks involved and the relative absence of hurdles to be overcome,
they may come to have a new impression of business startups and this may broaden the base from
which future business startups can develop.
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2. Conditions and issues by growth type and growth stage

For businesses to succeed and grow after they start
up, they must overcome the issues and difficulties that
confront them at each growth stage after startup. Below,
we first divide the growth process that businesses go
through on the way to success after they start up in to the
three stages shown below and then look at the differences

between the issues that each of the three enterprise types
(high growth, stable growth and sustainable growth)
face in each growth stage, and the respective measures
being used. We will then consider the types of support
that enterprises of each growth type need in order to grow
successfully after startup.

least one period

1. Establishment stage: Stage in which the business records no sales of products and/or services
2. Initial growth stage: Stage in which sales are recorded, but operating profit is still in negative territory
3. Stability and expansion stage: Stage in which sales are recorded and a positive operating profit is recorded in at

(1) Current growth stages by growth type

Fig. 2-1-49 shows the results by growth type when
enterprises were asked about their current growth stage
5-10 years after startup. The figure shows that around
75% of all the enterprises responded that they were
in the stability and expansion stage. If we look at the
characteristics according to growth type, around 70—-85%
of the enterprises have reached the stability and expansion

stage across each of the growth types. However, we also
see that roughly 30% of sustainable growth enterprises,
about 20% of stable growth enterprises and around 15%
of high growth enterprises responded that they were
currently in either the establishment stage or the initial
growth stage, despite at least five years having elapsed
since startup.

Fig. 2-1-49 Current growth stages by growth type

O Establishment stage

O Initial growth stage

O Stability and expansion stage

Overall
(n=2,890) |31 226

74.3

High growth
(n=122) .8 13.9

85.2

Stable growth ‘
(n=659) |18 16.4

Sustainable

growth 3.7 24.7
(n=1,971)

71.6

100
(%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.
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(2) Sense of satisfaction with work according to

growth stage

Fig. 2-1-50 shows the responses when entrepreneurs
were asked about their feelings of satisfaction with their
work before business startup and at each of the growth
stages after startup. The figure shows that, for all the
criteria except income, the respondents’ satisfaction
with work in the establishment stage after startup was
remarkably improved compared with before startup.
By contrast, satisfaction with income was actually
higher before startup than it was in the establishment
stage after startup. In terms of the growth stages, if we
compare the initial growth stage with the establishment
stage, respondents in the initial growth stage were less
satisfied than those in the establishment stage across all
the criteria. These findings lead us to conclude that, in the

establishment stage, satisfaction levels are higher because
the respondents are engaged in a business that was not
possible in their workplace and they are happier than
before starting up the business because they are able to
work freely and make their own decisions. On the other
hand, as will be shown in a more detailed analysis in the
coming pages, starting up and operating a business raises
various issues that must be faced, and in the initial growth
stage this leads to a decline in the sense of satisfaction
across all criteria compared with the establishment stage.
Once businesses reach the stability and expansion stage,
satisfaction levels in all the criteria again rise significantly,
showing that established enterprises confront various
issues in the establishment and initial growth stages, then
resolve and overcome those issues so that they can move
on to the stability and expansion stage.

Fig. 2-1-50 Sense of satisfaction with work according to growth stage

O Stability and expansion stage
(n=2,004 — 2,012)

O Initial growth stage
(n=605 - 613)

(%)

80 76.6

75.1

67.5
70F | 65857 65.6 65.9

56.6

60 - 535

50 |-

39.9
40 —
30l 28.4

20 -

10 -

0 1 1

36.1

0 Before establishment
(n=3,040 — 3,053)

O Establishment stage
(n=82 - 83)

55.3

47.0

29.0

213

Freedom and Sense of achievement Work content
discretion in my work and enthusiasm

in my work

Social prestige Work-life balance Income

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.

Notes: 1. Totals for the respective items are for the proportions who responded “Satisfied”.
2. Total does not always equal 100% as multiple responses were possible.
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(3) Issues faced in each growth stage according to

growth type

So, what are the respective issues that confront
enterprises of each growth type in each of the
establishment, initial growth and stability and expansion
growth stages? Here, Fig. 2-1-51 shows the issues
confronting high growth, stable growth and sustainable
growth enterprises in each of the growth stages. If we
begin by looking at the results by growth stage, in the
establishment stage the highest proportion of enterprises
opted for “Fund procurement” followed by ‘“Family
understanding/cooperation”. So we can see that the
highest proportion of enterprises in the establishment
stage chose “Fund procurement” and that they also had
difficulty getting sufficient understanding from families
regarding business startups, showing that a similarly
large number of enterprises faced issues specific to the
establishment stage. In the initial growth stage, the
proportion of enterprises selecting “Fund procurement” is
still high, as it was in the establishment stage, but issues
relating to securing staff, namely “Securing high-quality
personnel” and “Securing a sufficient labor force” also
rate highly. Issues around market development, namely
“Market cultivation and marketing” and “Advertising/

PR for my company” also attracted a relatively high
proportion of responses. Finally, in the stability and
expansion stage, the highest proportion goes to “Securing
high-quality personnel”, followed by ‘“Reviewing
organizational structures to match enterprise growth” and
then “Securing a sufficient labor force”, showing that the
most challenging issues facing enterprises in the stability
and expansion stage are securing personnel and arranging
the structure of the organization. From this, we can see
that the issues attracting a high proportion of responses
change for each growth stage, with the prominent issues
being fund procurement in the establishment stage,
fund procurement and securing personnel in the initial
growth stage, and securing personnel and arranging the
organization structure in the stability and expansion
stage.

The other finding is that the issue of market
development, while not the most pressing issue, is one
that is common to all of the growth stages. If we look
at the characteristics of the issues according to enterprise
growth type, we see that there are no major differences
between the different growth stages in terms of the trends
in the issues that enterprises face.
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Fig. 2-1-51 Issues faced in each growth stage according to growth type

(1) Issues in the establishment stage

O High growth (n=118) O Stable growth (n=644) O Sustainable growth (n=1,895)
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.

Notes: 1. Totals for establishment stage issues are calculated from the existing issues for enterprises currently in the
establishment growth stage as well as the issues faced by enterprises currently in the initial growth stage and stability
and expansion stage when they were in the establishment stage.

2. Totals for initial growth stage issues are calculated from the existing issues for enterprises currently in the initial growth
stage as well as the issues faced by enterprises currently in the stability and expansion stage when they were in the
initial growth stage.

3. Totals for stability and expansion stage issues are calculated from the existing issues for enterprises currently in the
stability and expansion stage.

4. The charts show the seven items with the highest proportion of responses for each of the respective growth stages.

5. Total does not always equal 100% as multiple responses were possible.
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(4) Growth type targeted at startup and current

growth type

Fig. 2-1-52 shows the correlation between the growth
types enterprises were aiming for at startup and their
current actual growth types. The figure shows that, of the
established enterprises aiming for high growth, only 7.0%
actually achieved the high growth they had envisioned,
with the remainder becoming stable growth or sustainable
growth enterprises. Of the enterprises trying for the stable
growth model, 4.7% actually achieved high growth and
26.5% fulfilled their goal of becoming stable growth
enterprises. The remaining 68.8% were unable to achieve
their target growth levels and became sustainable growth
enterprises. So, what were the differences in the efforts

made in each growth stage by the enterprises who
successfully achieved their pre-startup growth types and
those who failed to meet their targets? Below, we will look
at the issues faced and the efforts made by high growth,
stable growth and sustainable growth enterprises in each
of the growth stages of establishment, initial growth and
stability and expansion. We will also look at the high
growth and stable growth enterprises who succeeded in
achieving their high growth or stable growth targets, as
well as the enterprises who were aiming to become high
growth businesses and failed to meet that target, and
then compare the efforts made at each growth stage and
consider the issues involved and what sorts of support
policies are required.

Fig. 2-1-52 Growth type targeted at startup and current growth type

Actual current growth type

O High growth 0 Stable growth 0O Sustainable growth
Overall
(n=2,974) |43 24.2 71.5
High growth
(n=370) 7.0 30.5 62.4
Growth type
targeted before — r
startup
Stable growth
(n=1,503) 4.7 26.5 68.8
Sustainable —
growth |24 16.6 81.0
(n=669) |
J
— 0 100
(%)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey of Business Startup/Establishment Conditions (November

2016), commissioned by the SME Agency.

Notes: 1. The growth types targeted before business startup were classified as follows: People who responded “a type that
aims for a fast pace of employment and sales expansion with the option of listing the business on the stock exchange
or of transferring or selling the business for a high value in the future” are taken to be high growth enterprises, those
who responded “a type that aims to achieve consistent growth in employment and sales over the medium- and long-
term” are taken to be stable growth enterprises, and those who responded “a type that essentially aims for business
continuity and has no particular intention to significantly change employment or sales levels from when the business
was founded” are taken to be sustainable growth enterprises.

2. Current actual growth types are classified quantitatively.
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Case
2-1-3  Nousouken Corporation

A company working to change the structure of agricultural produce
distribution using IT in order to improve the nation’s agriculture

Nousouken Corporation (employees: 63 [As of the end of February 2017]; capital: ¥199.21 million),
located in Wakayama City, Wakayama Prefecture, collects agricultural produce from farmers and sells it
on commission at special direct sale areas in city supermarkets, mainly in Tokyo and Osaka. Established
as a venture company in 2007, the company was listed on the stock exchange in 2016. By bypassing
wholesalers and other intermediaries, the company’s business model directly connects farmers with
consumers; as aresult, itis able to offer consumers extremely fresh produce, to communicate the opinions
of consumers to farmers, and (because it does not involve wholesalers and other intermediaries) to
increase the profits that farmers realize. At present, Nousouken Corporation has approximately 6,000
farmers on its books. The farmers bring their produce to central pickup points, and are offered choices
regarding everything from the price of the produce to the supermarkets where the produce is sold.
Nousouken Corporation transports the food to its network of around 900 supermarkets throughout the
country, which includes major chains. The use of IT is a distinctive feature of the company’s distribution
system. Barcode standards for agricultural produce differ for different supermarkets and retailers,
but Nousouken Corporation has developed a unique barcode ticketing system that uses a single
ticketing machine, but is compatible with the standards of each of the large supermarkets with which
it does business. Not only this, but the company also collects sales data from each supermarket via the
barcodes, enabling the farmers who grow the produce to track their daily sales figures right away. This
groundbreaking system has enabled Nousouken Corporation to perform strongly since its foundation. In
June 2016, the company was listed on the Mothers board of the Tokyo Stock Exchange, and since then
has mounted initiatives including establishing business partnerships with major companies, steadily
increasing its business performance while expanding the scope of its activities.

Nousouken Corporation’s President and CEO, Tomomasa Oikawa, specialized in agricultural
economics during his studies at Tokyo University of Agriculture, and came to experience a strong sense
of crisis regarding the future of Japan'’s agricultural industry. As a result of the collapse of the bubble
economy, Mr. Oikawa was not able to find employment in his desired industry, and with his marriage in
2003, he moved to Wakayama, where his wife's family operated a farm. His experience of the farm and
of points of sale of produce made him keenly aware of a number of problems: the operators of farms are
not able to determine prices for themselves and are not able to choose where their produce is sold, and
additionally do not hear words of thanks from consumers. At the same time, on the side of the points of
sale, there was the problem of a lack of awareness of who grew the produce where and when, and no
understanding of the story behind the produce. Having experienced both sides, Mr. Oikawa believed
that the way towards a solution of these issues was to reform the distribution of agricultural products. In
2007, he established his company.

Mr. Oikawa’s capital at the time of founding his company was a mere ¥500,000. Thinking hard
about what he would be able to do with this amount of money, he started a company to act as a sales
representative for farmers. Under this business model, the company established contracts with farmers,
and received ¥50,000 in compensation from the farmers for each new sales destination it developed
for them. However, the farmers were reluctant to offer money, and Mr. Oikawa made a living by selling
mandarins that they provided in lieu of money. Half a year after establishing the company, Mr. Oikawa
gained a reputation as a person who could sell agricultural produce at a high price, and this led to a variety
of business consultations. Among these consultations, it was suggested that it would be desirable to sell
produce on weekdays at roadside stations, where agricultural produce was currently only being sold
on weekends. Conjecturing that the people who visited roadside stations on the weekend had traveled
from distant cities, Mr. Oikawa considered that if they were able to sell the produce sold at roadside
stations in supermarkets, consumers would also buy it on weekdays. He obtained a loan of ¥5 million
from the Japan Finance Corporation, allowing him to commence the direct sale of agricultural produce
that is still his company’s core business. Because a system in which they themselves set prices and
choose where their produce is sold was an unprecedented new concept for farmers, Mr. Oikawa himself
made frequent visits to farmers and supermarkets in Wakayama City, putting effort into sales activities to
convince sales destinations. As a result, Nousouken Corporation established contracts with 20 farmers
and two supermarkets in Wakayama City, and was able to commence direct sale of the farmers’ produce.
Following this, news of the company’s activities began to spread by word of mouth, and as a result
was taken up by newspapers, television, magazines and other media. The company’s business partners
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began to increase steadily, and it gradually expanded its business area from Wakayama to the Kansai
region, and then to the entire country, steadily increasing its business outcomes as it did so.

When the company'’s sales exceeded the ¥100 million mark, it found that the burden of creating
emails to provide each individual farmer with information such as the amount of their daily sales
increased, and the workload also increased for farmers because of the differences in barcode ticketing
machines between different supermarkets. These problems weighed heavily on the company. In order
to solve them, the company received subsidization from SMRJ and a fund established by Wakayama
Prefecture and other entities to promote the health of small and medium enterprises in the prefecture,
and proceeded to introduce IT into its business in addition to developing a barcode system, which
promoted further growth.

In the future, in addition to extending the company'’s direct sales business to overseas markets, Mr.
Oikawa wishes to expand his company’s business to the sale of agricultural materials (seeds, etc.) and
the management of restaurants, allowing it to be involved not only in distribution, but in all processes
from production to consumption.

Speaking forcefully, Mr. Oikawa says “We supply a platform for information provision and physical
distribution for farmers and supermarkets. Japanese agriculture will not improve unless systems of
distribution in Japan change. It is necessary for farmers throughout the country to feel a sense of reward
in growing produce, imagining the faces of the people who will eat it, and to sell their produce as the
makers of that produce.”
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Overview of system for direct sale by farmers
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Case

2-1-4 RobitInc.

A company that has striven for rapid planning and development, and has
succeeded in improving its technologies and procuring funding

Robit Inc. (employees: 6), located in Tokyo, is a company engaged in the development of loT devices,
robots, and similar products, seeking to create new value in both hardware and software. As its first
product, the company brought out a retrofitted device allowing curtains to be opened and closed via
a smartphone in summer 2016. The concept of the product was to replace the use of an alarm clock
by allowing users to be woken pleasantly by the sun streaming in when the curtains were opened. The
product was a hit, having sold 20,000 units in the period of around half a year since its introduction, and
attracted attention to the company.

A brief introduction to the nature of the company at its foundation is in order. Robit Inc. was
established by four students of Chuo University’s Department of Electrical, Electronicand Communication
Engineering. While studying, they entered a number of business contests, and their planning ability and
the level of maturation of their prototype products saw them being awarded grand prizes. Recognizing
the potential for starting a business in the area of manufacturing, they established their company in
June 2014. At that time, three of the founders had begun working for major corporations (with the
exception of Yuki Takahashi, now the CEO of the company, who was still studying). It was Mr. Takahashi
who focused on development, with the other team members assisting after work and on weekends and
holidays.

The team'’s capital for the establishment of their company was several million yen, made up of
their prize money from business competitions and New and Secondary Business Startup Support Fund
provided by the SME Agency. Because hardware development requires significantly more capital than
software development, Mr. Takahashi sought funding from investors from the first stage of founding
the new company. However, at that time the idea of a hardware start-up was not as common as it is
today, and there was little interest from investors. Nevertheless, the team used their limited capital,
experiencing numerous failures but rapidly working through the process of planning-development-
failure again and again, until they improved their technologies and gained expertise, which gradually
attracted the attention of investors.

As a result, the company was able to acquire the necessary capital for hardware development from
an individual investor. Seizing this opportunity, the members of the team quit school and their jobs,
and created a system allowing them to devote themselves to development full-time. And because
their individual investor was also a business manager, they were able to receive management advice
and introductions to essential human resources, enabling them to build up their foundations as an
organization.

In summer 2015, one year after the establishment of the company, the members of the team arrived
at the concept of the retrofitted automatic curtain opening and closing device mentioned above, and
had reached the stage of commencing sale of the device a mere year following that.

Robit Inc. achieved success in the development and sale of an loT device for consumers, but were not
satisfied with this, turning their attention to their second and third products and services. The product
they next started working on was the exact opposite of a consumer-oriented product. Known as “RACS
SYSTEM,” this was a system for the remote monitoring and operation of machine tools. The system has
already made a considerable impact at trade fairs and the like, giving the team a solid response in their
venture to expand their business into the BtoB area.
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Robit Inc.’s retrofitted curtain opening and closing device
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Case
2-1-5 Payke Inc.

Growing out of an attempt to solve problems for inbound tourists, a
company that aims to create a platform business for consumer-oriented
product databases

Payke Inc. (employees: 15; capital: ¥33 million), located in Naha City, Okinawa Prefecture, develops
applications for overseas tourists visiting Japan, and provides consulting services in relation to business
operation, product sales, and product development.

The company developed an application that allows users to scan product barcodes (JAN codes)
using a smartphone or other information terminal and see product information in their native language.
Because the system is able to display information including videos and pictures, word-of-mouth
regarding the product, and allergy information in addition to bare product information, it encourages
purchases by overseas tourists.

Payke Inc. was established in November 2014, and its business had its start in November 2015 in
Okinawa Prefecture, a popular destination for foreign tourists. In attempting to open up sales channels, it
narrowed its targetrange to souvenirs in Okinawa Prefecture, and commenced salesinitiatives with afocus
on souvenir makers. Making active use of media including regional PR magazines and local television
programs, the company increased its recognition in the prefecture, and by building relationships of
trust with its clients, it received introductions to new clients. In this way, it steadily expanded its client
base. In around half a year from the commencement of its sales initiatives, the company had established
contracts with almost all of the souvenir manufacturers in Okinawa Prefecture. As a result, the users of the
company's services, in the main foreign tourists, also steadily increased, leading to a steady expansion
of sales.

The company was able to expand its business in this way with Okinawa as its base, but when it
expanded its business to cities such as Tokyo and Osaka, it revised the strategies for the cultivation
of markets that it had previously used in Okinawa. Specifically, rather than souvenir manufacturers, it
commenced its sales initiatives by targeting retailers, in particular drug stores, where consumption by
inbound tourists is focused in cities. Proposing a method of solving problems experienced by retailers,
for example reducing the difficulties of interaction between store staff and compensating for shortages
of manpower, by installing special terminals able to display information for the products on the shelves
in multiple languages, Payke Inc. gradually increased its transactions with retailers in the cities. Product
data for consumers is not only registered in-house by Payke Inc.; the system also allows manufacturers,
including major corporations, to register their own product data. Because of this, the amount of
registered data is increasing rapidly. The company also actively participates in business meetings and
other events focusing on inbound tourism, and by this means is developing relationships with major
companies, ensuring that its number of business partners in Japan'’s cities is increasing.

Payke Inc.s system is also able to offer an “interest index” that shows which products consumers
are interested in. In concrete terms, the system collects data in real time regarding when a product was
purchased, who purchased it, where it was purchased, and what the product was. This allows retailers
to select products, and manufacturers to conduct comparative analyses with competitive products. By
utilizing these unique data, retailers are able to prove effects that lead to increased average customer
spending and increased sales. As a result, the number of clients for the company’s s