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Part I of this report analyzes recent SME trends and examines the labor productivity and management of SMEs.

Based on the information presented in Part I, Part I discusses the initiatives of SMEs to improve productivity, with a
focus on their review of work processes, initiatives for the effective use of human resources, introduction of IT, capital
investment and business restructuring and integration based on M&A.

Partl  Developments among SME:s in fiscal 2017

Developments among SMEs

This chapter analyzes the improving business conditions of SMEs, as seen in their record-high ordinary profits on the
back of the gradual recovery of the Japanese economy.

Structural analysis of SMEs

This chapter analyzes the present status and changes in the number of SMEs in Japan, their numbers of workers and their
added value by categorizing them according to their total number of regular workers and year of establishment. It shows
that the numbers of small enterprises with a long history are significantly declining and that enterprises with a short history
are employing increasing numbers of employees.

Labor productivity of SMEs

In this chapter, changes in the labor productivity of SMEs over the past decade is categorized based on their growth in
number of employees and added value. Approximately 20% of all SMEs saw larger growth in added value compared to
the growth in their number of employees, and they have also increased their productivity. Focus will be placed on their
initiatives to increase productivity as a requisite to achieving this realm.

The state of SME management

This chapter analyzes the impacts that SME management has on investment behavior and business initiatives. It shows
that many SMEs are managed by an owner, and that while this allows management from a long-term perspective on the one
hand, it hinders the holding of board of directors’ meetings and the formulation of management plans on the other hand.

PartII Worsening labor shortages and SME productivity reforms

The worsening labor shortage situation

This chapter provides an overview of the current state of labor shortage that is becoming a serious issue to SMEs and
analyzes their responses to this situation. It will also examine initiatives for uncovering potential workers such as among
women and senior citizens.

Review of work processes are instrumental to productivity improvement

This chapter discusses the importance of reviewing work processes as a means for identifying issues within the work
processes of one’s company and addressing each issue before making capital investments, utilizing IT or taking other such
initiatives.

Increasing labor productivity through devices on the personnel side

This chapter examines initiatives for using limited numbers of workers to engage in business operations, with a focus on
multi-skills development, multi-tasking and outsourcing, which have also spread among non-manufacturing industries in
recent years. It will also examine the status of human resource development initiatives.



Realizing increased labor productivity through the use of IT

When SMEs are asked about specific issues in introducing IT, many say they do not see the benefits, or they cannot bear
the cost of introducing IT. Based on this awareness, this chapter shows that it is important for local IT makers and sales
companies to encourage SMEs who they regularly work with, to introduce IT.

This chapter also discusses the importance of linking data between business segments (such as between financial
accounting data and payroll management data) and between companies to further enhance the benefits of utilizing IT.

Improvements in labor productivity due to capital investment

Capital investment by SMEs is on a gradually increasing trend, but it is allocated mainly to maintenance and upgrade
aging facilities. This chapter discusses the need to further promote investment in energy-saving measures and other such
investment that will lead to improving productivity.

Improved labor productivity through business restructuring and integration based on M&A

The number of M&A cases is increasing among SMEs facing the issue of business succession. This chapter shows that to
SMEs on the acquiring side as well, M&A presents an opportunity to increase productivity by producing synergistic effects
with the enterprise on the acquired side.

Additionally, as SMEs find M&A partners via introduction from a third party such as a financial institution, this chapter
also discusses the importance of facilitating smooth M&A match-ups.
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Part1 Developments among SMEs in fiscal 2017
Chapter 3 Labor productivity of SMEs

Name of enterprise, etc. Location Case Page
Case 1-3-1 . A company that clearly defined its business
. . ) Kamaishi City, . - .
Kamaishi Electrical Machinery domains and boosted productivity through capital| 74
Iwate Prefecture .
Factory Co., Ltd. investment and research and development
A company that increased its productivity through
Case 1-3-2 Sakahogi Town, research and development of its own products 75
Kamei Seisakujo Co., Ltd. Gifu Prefecture and efforts to increase efficiency through the
introduction of IT
A company that increased its productivity
Case 1-3-3 Iwanuma City, through uncompromising product development
o o . 76
Nishiki Foods Co., Ltd. Miyagi Prefecture and efforts to foster employees and increase
efficiency
Chapter 4 The state of SME management
Name of enterprise, etc. Location Case Page
Case 1-4-1 Yao City, A company that cqntinues to.meet thg
Osaka Prefecture challenges of the times, treating continuous 110
MAX Co., Ltd. innovation as its tradition
A company founded in the first year of the
Case 1-4-2 i
Ome City, Tokyo Meiji era whose 'ethos of mapufactgrlpg and 112
Hotman Co., Ltd. management principles see it remaining
committed to domestic manufacture
Part IT Worsening labor shortages and SME productivity reforms
Chapter 1 The worsening labor shortage situation
Name of enterprise, etc. Location Case Page
Case 2-1-1 Kiryu City, A company succeeding in employlng and .
i Gunma Prefecture retaining female staff through flexible working 140
COCO-LO Co., Ltd. styles and free daycare centers
A company that has resolved a shortage of
Case 2-1-2 Nakatsugawa City, workers and provided increased professional 141
Kato Mfg. Co., Ltd. Gifu Prefecture opportunities for seniors by exclusively
advertising positions to people 60 and over
Case 2-1-3 Osaka City, A company that provides work to working moms
e i 142
S-S-M Co., Ltd. Osaka Prefecture raising kids
Case 2-1-4 Inazawa City, A company that f§0|lltgtes female workforce
Aichi Prefecture participation by dispelling stereotypes and 143
Nazatec Co., Ltd. expanding work opportunities
Case 2-1-5 lwanuma City, A company tha.t.expands female employee
Miyagi Prefecture work opportunities and addresses a workforce 143
Sato Metal, Co., Ltd. shortage by helping women acquire certifications
. A company that has employed seniors through
Case 2-1-6
Sapporo City, inventive approaches to shortened workday 144

Ariyoshi Farm, Ltd.

Hokkaido

programs and work methods




Chapter 2 Review of work processes are instrumental to productivity improvement

Name of enterprise, etc. Location Case Page
Case 2-2-1 Tonosho Town A company which has achieved efficiency in
Shodoshima International Hotel Kagawa Prefeéture business by cutting down on unnecessary work | 160
Co., Ltd. 9 and improving productivity
Case 2-2-2 Zama City, A company which encourages cooperation 161
Co-op Delivery Co., Ltd. Kanagawa Prefecture | between departments to improve work efficiency
Case 2-2-3 Yasuai Git A company that has made work efficiencies by

. Shimzne Igl;'efecture reviewing its operations and making changes to | 162
Saginoyuso Co., Ltd. its facilities
A company that has made efforts towards
Case 2-2-4 Himeji City, Hyogo | work efficiencies by taking on-board employee 166
Sawada Precision Co., Ltd. Prefecture feedback and creating a system to build on
improvements day by day
Case 2-2-5 Toyama City, A company which creates new added value 167
TSK Corporation Toyama Prefecture inspired by business improvement activities
Case 2-2-6 ; A company that has improved productivity by
lc\l;ﬁgbareg arfna tCIty' visualization of its operations and implemented 170
Houyu Co., Ltd. Iba Frerecture IT solutions
Case 2-2-7 Ishikari Cit A company that has improved productivity by
Hokkaido Y. investing in equipment as a result of reviewing 171
Synthemec Co., Ltd. the production process
Chapter 3 Increasing labor productivity through devices on the personnel side
Name of enterprise, etc. Location Case Page
Case 2-3-1 A company which uses employee skill maps
o Hachioji City, Tokyo |to optimizes its worker allocations, developing 179
Sakanishi Seiki Co., Ltd. versatile workers
A company which uses the creation of employee
Case 2-3-2 Takasaki City, skill maps as the starting point for making 180
Environmental Technical Co., Ltd.| Gunma Prefecture employees more versatile, leveling out overall
work levels to raise productivity
A company which developed its learning
Case 2-3-3 Shizuoka City, environment by preparing work manuals, and 181
Yamaki Butsudan Co., Ltd. Shizuoka Prefecture |raised productivity by making employees more
versatile
Case 2-3-4 Awara Cit A company which achieved versatility by
i Fukui Prefﬁcture dispelling fixed ideas and reconsidering work, to | 182
K.K. Grandia Housen raise its productivity
A business which uses detailed division of
Case 2-3-5 Sugito Town, employee duties and partial outsourcing to 187
Hana Monogatari Saitama Prefecture | focus on core operations and generate high
added value
. A company which uses separation and
Case 2-3-6
. 8222 glte);lecture outsourcing of non-core work, so that 188
Daito Co., Ltd. employees can concentrate on their core duties
Case 2-3-7 Awara Cit A company which uses crowdsourcing to
Fukui Prefﬁcture outsource routine tasks, to generate high added | 191
Suteteko Company value from its employees
Case 2-3-8 Minami Alps Cit A company which practices planned personnel
b Y, development while also using external agencies, | 202

Sanica Co., Ltd.

Yamanashi Prefecture

working to raise the capabilities of its employees
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A company which tackles the shortage of

Case 2-3-9 i
ﬁaiiorg City, workers by empowering inexperienced female 203
Sapporo Kokyu Imono Co., Ltd. Okkaido workers through personnel development
A company which is raising productivity by
Case 2-3-10 Minoh City, applying stronger communication between 04
Naomi Co., Ltd. Osaka Prefecture management and employees to personnel
development
Chapter 4 Realizing increased labor productivity through the use of IT
Name of enterprise, etc. Location Case Page
A . A company using tablet computers to streamline
Case 2-4-1
, Kanazawa City, what had been the manual task of filling out 223
Marutomo Seika Co., Ltd. Ishikawa Prefecture |. .
? invoices
Case 2-4-2 Soja City, A company that ha§ applieq IT to 'qulality control
o Okayama Prefecture and business building, and is achieving added- 224
Marumikoji Honten Co., Ltd. value improvements
A company that built long-term ties with a local
Case 2-4-3 Hachioii Gitv. Tokvo | |1 vendor and moved steadily forward on putting | ,,s
Eigrain Co., Ltd. i Aty, ToKy IT to work despite having no employees well-
informed about such technology
An SME that has made skillful use of grants
Case 2-4-4 . . ; ;
Taito City, Tokyo tq push forward mtrodycmg IT in copsultatlon 206
Masuoka Tokyo Co., Ltd. with an IT vendor and is working to improve
operational efficiency
A company that received suggestions regarding
Case 2-4-5 L e various measures in consultation with the
Himeji City, :
Houzumi Alloy Manufacturing Co., chamber of commerce and industry and pushed | 227
Ltd. Hyogo Prefecture forward with productivity improvements by
making production processes visible to the eye
Case 2-4-6 Ota City A company working to update its in-house
Nitto Electric Manufacture Co. : system tailored to a reconsideration of its work 234
2 Gunma Prefecture
Ltd. processes
Case 2-4-7 Saitama City, A company that moved forward with sharing 236
Taiyo Syoko Co., Ltd. Saitama Prefecture | data among divisions and improved productivity
A company whose executives as a whole took
Case 2-4-8 Fukuoka City, the initiative to get everyone to use information 537
Echo Electronics Industry Co., Ltd.| Fukuoka Prefecture | systems, making operations visually trackable
and improving performance
Case 2-4-9 Okinawa City, A company that improved profitability by .
. Okinawa Prefecture developing a system that can manage profit 239
Uema Food & Life Co., Ltd. calculations for one item at a time
A company that after adopting a cloud-based
Case 2-4-10 accounting system added cloud-based
Ota City, Tokyo handling of personnel and labor, and by linking 246
Colors Co,, Ltd. functions achieved a significant improvement in
operational efficiency
A company that achieved positive results by
Case 2-4-11 Sendai City, steadily working.to adopt acloud servige that
Mivagi Prefecture offers functions in multiple areas of business 247
Green Care Co., Ltd. yag while picking and choosing which of those
functions to actually use
Case 2-4-12 A company working to expand its opportunities
Adachi City, Tokyo to get orders by linking data among companies | 260

Konno Corporation

through the use of IT




A company that built a platform connecting

Case 2-4-13 Kumamoto City, small-to-midsize sewing factories with retailers | .,
Sitateru Co., Ltd. Kumamoto Prefecture| and improved productivity throughout its supply
chain
A company that is improving value-added for
Case 2-4-14 Toda City, its customers and continually increasing order 262
Keiyo Distribution Warehouse, Inc. | Saitama Prefecture | receipts by building a system for sharing data
among companies
Case 2-4-15 Kirvu Git A company working to bring IoT to the
. G y g fect production line to stimulate development in 264
Shoda Seisakusho Co., Ltd. unma Frefecture 1 highly polished production methods
Case 2-4-16 Suwa City, A company involved in a joint research project to | .
Kyoshin Co., Ltd. Nagano Prefecture improve productivity by using Al
A company that introduced interactive digital
Case 2-4-17 Tottori City, resources using Al to cram schools, improving 067
Densyukan Corporation Tottori Prefecture efficiency in the classroom and changing how
instructors use their time
Case 2-4-18 A company that has lifted sales by making it
Taito City, Tokyo possible to concentrate on core businesses 268
Welks Co., Ltd. through the adoption of automation tools
Chapter 5 Improvements in labor productivity due to capital investment
Name of enterprise, etc. Location Case Page
. A company that has addressed a labor shortage
Case 2-5-1
. . S:r?;vir\?v:ggéfecture and improved productivity by deploying 286
Koiwai Co., Ltd. (Miyagi Plant) 9 production robots and electric pallet jacks
Case 2-5-2 An organization that reduced its caregiving
. . Setagaya City, workload and improved its appeal by deploying 087
Yuai-Jujikai Social Welfare Tokyo caregiving robots equipped with monitoring
Corporation (Kinuta Home) sensors and power assist functionality
A company that makes significant capital
Case 2-5-3 Takamatsu Git investments and automates the preparation of
Kimura Co., Ltd. Y, the fish it uses in its prepared meals, while at the | 288
° : Kagawa Prefecture . ) h ,
(Fresh Market Kimura) same time focusing on its employees’ face-to-
face sales and customer service
Case 2-5-4 Chuo Cit Growth company that uses semi-self checkout
Y. kiosks and tablet devices to alleviate staff 289

Ichiyamamart Corporation

Yamanashi Prefecture

shortages

Chapter 6 Improved labor productivity through business restructuring and integration based

on M&A
Name of enterprise, etc. Location Case Page
Case 2-6-1 N ) )
) . Nisshin City, A university that nurtures successors for SMEs, 095
Nagoya University of Commerce &| pjich prefecture in partnership with credit unions
Business
Case 2-6-2 Seika Town, A company WhICh took business conthuathn as
) . i Kvoto Prefecture an opportunity to strengthen partnerships with 303
Mitsufuji Corporation Y other companies, and to raise its added value
A cooperative that extended the efforts of
Case 2-6-3 Hamamatsu City, a single SME into a collaborative business 304

Unagi Imo Cooperative

Shizuoka Prefecture

involving the community, established a local
brand, and created added value




A company which carried on the business of

Case 2-6-4 Suwa City, a company that collapsed for the lack of a 390
Kasai Seiki Mfg. Co., Ltd. Nagano Prefecture |successor, maintained its supply chain, and
expanded its business range
Case 2-6-5 Nirasaki City, A company which vertically integrated with a 391
Tsuruya Chemical Industries, Ltd. | Yamanashi Prefecture| struggling subcontractor
Case 2-6-6 Kuwana City, A corporate group aiming to expand its business | 5,q
Hatsumec Group Mie Prefecture range and raise added value through M&A
. . A company which took M&A as its cue to expand
Case 2-6-7
) EESEE:QZ (Fi:g‘,ecture its value chain while making the most of the trust | 329
Atom Corporation and name recognition it had built up
Case 2-6-8 . A company which took over and revived a
. To|'<|gawa Town, business in the same field, and then advanced 330
Onsendojo Inc. Saitama Prefecture into other regions
. A financial institution which works with a
Case 2-6-9
) g?e?:c?lljtr}g Hyogo chamber of commerce and industry to support 340
The Minato Bank, Ltd. M&A matching
Case 2-6-10 . . The company which manages the Tranbi M&A
Tranbi Inc. Minato City, Tokyo matching site 341
Case 2-6-11 Kita-Kyushu City, A company whlch serves as a safgty net for
o Fukuoka Prefecture small dispensing pharmacies worried about 343
Taishin Pharmacy, Co., Ltd. lacking successors
Case 2-6-12 Nagaoka City, A company that makes ambitious use of M&A to
: " : 344
Shimakyu Co., Ltd. Niigata Prefecture draw out synergy effects and raise added value
Case 2-6-13 . _ A company which manages businesg .
: ) Chiyoda City, Tokyo | continuation funds to support SMEs in raising 352
Japan Private Equity Co., Ltd. enterprise value
Case 2-6-13 (1) Tsubame Gity, Niigata A company which used a continuation fund for | .
Watanabe Co., Ltd. Prefecture SMEs to perform an MBO
Case 2-6-13 (2) Chiba City, Chiba A company which used a continuation fund for
) ) 353
Healthy Service Corporation Prefecture SMEs to perform M&A
A . _— A company which dispatches “pro managers”
Case 2-6-14
. . . E?e?(ggfugty’ Aichi through M&A-based business continuation, to 354
Serendip Consulting Corporation support productivity improvement
Case 2-6-15 . A support agency which partners with other
. . Akita City, . !
Akita Prefecture Business . support agencies to encourage business 362
g Akita Prefecture . A
Succession Support Center continuation
A company founded in the Meiji era that moved
Case 2-6-16 Kazuno City, Akita | from difficulty finding a management successor, | 5.,

Kazuno Meishu Co., Ltd.

Prefecture

through using M&A, to advancing traditional sake
brewing




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 Upto5
4) Retall Up to ¥50 million Up to 50 Upto5

* The following industries are separately stipulated as shown below, based on government ordinance related to SME legislation.

[SMEs]
1) Manufacturing

* Rubber product manufacturing industry: Up to ¥300 million in capital or up to 900 regular employees

3) Services

» 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,
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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

Developments among SMEs

The Japanese economy has shifted to a gradual recovery trend since the end of 2012. The length
of'this trend has surpassed the Izanagi boom (November 1965 — July 1970), and may have become
the next longest postwar recovery phase after the economic expansion period during the 14th
business cycle (February 2002 — February 2008).

During this present recovery phase, corporate profits reached record high levels on the back
of a robust global economy, and a positive economic cycle was seen in the areas of income and
employment, with an increase in the number of employed persons despite a decline in the working-
age population. At the same time, however, SMEs continued to face a sense of uncertainty about
the future that stemmed from a shortage of workers, stagnant labor productivity, lack of successors
and other such issues.

Below, we shall examine recent economic developments among SME:s.

Section 1 Current state of Japan’s economy

First, let us examine developments in the Japanese
economy. A look at the trend in Japan’s real GDP growth
as a measure of economic growth shows that annual
growth rate reached 1.7%" in 2017 and surpassed the
figure for 2016 (Fig. 1-1-1). In fact, it not only came

Fig. 1-1-1 Real GDP growth rate

(1) Real GDP growth rate

(Comparison with
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Source: Cabinet Office, System of National Accounts.
Notes: 1. 2011 chained yen system

second to the latest high of 2.0% achieved in 2013, but
it also marked the eighth consecutive quarter of positive
growth. Well-balanced growth was seen in all demand
categories beginning with exports, as an indication of the
widespread impact of the positive economic cycle.

(2) Contributions to real GDP growth rate

CIPrivate residential
investment

IPrivate consumption

T Private non-residential ——1Change in private
investment inventories

C——IPublic demand CJExports
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(Year and quarter)

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

March 8, 2018).

1) Figure from “Quarterly (secondary) preliminary GDP estimates for the fourth quarter of 2017 (announced March 8, 2018)
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Next, let us examine the actual business conditions
of enterprises 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).

The business conditions DI continued to show a
generally rising trend since after the Lehman crisis, but
it dropped in the June 2014 survey in reaction to the last-
minute demand before the consumption tax increase and
remained low in the context of economic deceleration in
China and other emerging countries, the market disruption

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

(DI, %p)
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accompanying the UK’s exit from the EU, and a slowdown
in consumption. In the latter half of 2016, however,
exports picked up and prompted an improvement in both
the manufacturing and non-manufacturing industries,
such that the percentage of companies that described
recent business conditions as “good” began to surpass
the percentage of companies that described the conditions
as “poor.” The signs of improvement continued on into
2017 in both the manufacturing and non-manufacturing
industries, and the business conditions DI rose to a level
above that in 2007 before the Lehman crisis.

—— Non-manufacturing
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Source: BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan).
Note: Business conditions DI 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, let us look at the status of corporate
activities (Fig. 1-1-3). In the manufacturing industries, the
indices of industrial production showed a rising trend after
the second quarter of 2016 and exceeded 100 in the first
quarter of 2017 for the first time since the second quarter
of 2014. With respect to tertiary industries, such as the
services and retail trade industries, the indices for tertiary
industry activity continued to show a gradual rising trend
since 2011 and recovered to the same level as before the

Lehman crisis. In the construction industry, the indices of
construction industry activity maintained a rising trend on
the whole, topping all other indices since 2013. Lastly, the
indices of all industry activity, which combines the above
three indices and represents the overall status of corporate
activities in Japan, dropped in the second quarter of 2014
due to the impact of the consumption tax increase, but
thereafter trended on a strong tone as an indication of the
gradual revitalization of corporate activities.
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Fig. 1-1-3 Indices of all industry activity

(Index, 2010 = 100)
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Section 2 Current state of SMEs

In the previous section, we confirmed the gradual
recovery of Japan’s economy as represented by steady
real GDP growth, favorable business conditions and
increased corporate activities. In this section, we will

1. Business conditions

focus on the state of SMEs within this situation and
examine their business conditions, earnings, investments,
financial status and bankruptcies, as well as the status of
their business relationships and overseas expansion.

Here, let us first examine the status of SMEs according
to the business conditions DI (the percentage (%) of
companies that described recent business conditions
as “good,” minus the percentage (%) of companies that
described the conditions as “poor,” in comparison with the
previous quarter) presented in the Survey on SME Business
Conditions (hereinafter, Business Conditions Survey)
conducted by the SME Agency and the Organization for
Small & Medium Enterprises and Regional Innovation,
Japan (SMRYJ), in which 80% of the enterprises surveyed
are small enterprises (Fig. 1-1-4).

The business conditions DI of SMEs (medium
enterprises and micro businesses) generally improved
over the past decade, although it plunged once in 2009 and
dropped a number of times again in the wake of the Great
East Japan Earthquake and consumption tax increase
among both medium enterprises and micro businesses.
Throughout the year in 2017, the index showed a gradual
recovery trend among enterprises and businesses of all
sizes and surpassed the level in 2007 before the Lehman
crisis.

Fig. 1-1-4 Business Conditions DI by enterprise size
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Source: SME Agency and SMRJ, Survey on SME Business Conditions.

Notes: 1. The business conditions DI in the survey is the percentage of companies that described recent business conditions
as “good” minus the percentage (%) of companies that described the conditions as “poor,” in comparison with the
previous quarter.

2. Here, SMEs refer to “small and medium enterprises” as defined in Article 2 Paragraph 1 of the Small and Medium-
sized Enterprise Basic Act; micro businesses refer to small enterprises as defined in Article 2 Paragraph 5 of the Small
and Medium-sized Enterprise Basic Act; and medium enterprises refer to enterprises among SMEs that are not micro
businesses.
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Next, a look at the business conditions DI of the survey Similarly, the business conditions in each industry also
discussed above by region? shows that the business showed an improving trend throughout the year, although
conditions of SMEs were generally on an improving trend there were some differences according to industry (Fig.
throughout the year, although some regional differences 1-1-5 (2)).

in level and movement were observed (Fig. 1-1-5 (1)).

Fig. 1-1-5 (1) Business conditions DI by region

(DI, %p)
0r

Hokkaido Tohoku Kanto Chubu Kinki Chugoku Shikoku Kyushu/Okinawa

18 | 18 1

18 1

18 1
18 |

18 1

-25 L

Source: SME Agency and SMRJ, Survey on SME Business Conditions.
Notes: 1. The period covered is from the first quarter of 2015 to the first quarter of 2018.
2. Regional categories are based on prefectures that are under the charge of each Regional Bureau of Economy, Trade
and Industry. Niigata, Yamanashi, Nagano and Shizuoka are included in Kanto; Ishikawa and Toyama is included in
Chubu; and Fukui is included in Kinki. Kyushu/Okinawa is the total of all prefectures in Kyushu and Okinawa.

2) For details on the business conditions DI in the three major metropolitan regions or regions other than the three major metropolitan regions,
see Appendix 1-1-1.
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Fig. 1-1-5 (2) Business conditions DI by industry
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Source: SME Agency and SMRJ, Survey on SME Business Conditions.
Note: The period covered is from the first quarter of 2015 to the first quarter of 2018.

2. Earnings

Next, let us look at the status of earnings among 2016, recovery of the global economy helped sales return
SMEs. According to the Financial Statements Statistics to an increasing trend, and an increase of approximately
of Corporations by Industry, Quarterly of the MOF, sales ¥5.4 trillion was achieved over the year in 2017. This
among SMEs over the past decade showed a continuous situation seemed indicative of the gradually shrinking
declining trend in 2011 and 2012 but leveled off after the difference between SMEs and large enterprises.

first quarter of 2013 (Fig. 1-1-6). In the third quarter of
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Fig. 1-1-6  Sales by enterprise size

(Trillion yen/four-quarter backward moving averages)
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital

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

To assess which specific industries contributed to
increasing sales in 2016 and 2017 immediately before
sales switched to an increasing trend, let us break down
total sales achieved between the two points in time by
industry and by enterprise size (Fig. 1-1-7).

Among large enterprises, all six industry divisions
boosted sales, with the largest contribution made by
the wholesale trade industry (+¥ 14.0 trillion) and

manufacturing industries (+¥ 12.0 trillion). Among SMEs,
the services industry (+¥ 8.4 trillion) and retail trade
industry (+¥ 6.3 trillion) contributed the most with figures
that largely surpassed their large enterprise counterparts.
However, while practically all SME industries contributed
to boosting sales, the SME construction industry was
an exception, with its decline in sales (-¥ 4.2 trillion)
contributing to pushing down the total.
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Fig. 1-1-7 Decomposition of sales by industry (increase between 2016 and 2017)
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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.

Let us look at changes in operating profits. The
operating profits of SMEs significantly dropped in 2009
after the Lehman crisis and alternately improved and
declined after 2010. In 2014, a gradual recovery took hold,

and operating profits increase to practically the same level
as during the bubble economy period, indicating that the
results of sales activities in the core businesses of SMEs
have marked record highs on the whole (Fig. 1-1-8).

Fig. 1-1-8 Operating profits by enterprise size
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Source:
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MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital
of ¥10 million or more and less than ¥100 million.
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Meanwhile, the ordinary profits of SMEs marked the
largest drop in 2009 after the Lehman crisis but generally
shifted to a gradual recovery trend thereafter (Fig. 1-1-
9).In 2017, SMEs enjoyed record-high levels of ordinary

Fig. 1-1-9 Ordinary profits by enterprise size

(Trillion yen/four-quarter backward moving averages)
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profits since statistics have been kept, as an indication of
the gradual spreading of the positive economic cycle to
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Note: Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a capital

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

To assess the factors that contributed to increasing
ordinary profits, let us break down the increases in
ordinary profits by enterprise size (Fig. 1-1-10). When
the increases in ordinary profits (difference between
ordinary profits in 2017 compared to the previous year)
are broken down into such contributing factors as sales,
variable costs, personnel costs, depreciation cost and non-
operating profits and losses, we see that sales contributed

the most to increasing ordinary profits in both large
enterprises and SMEs, although the expansion in sales in
SMESs was not as strong as large enterprises. At the same
time, variable costs made a large negative contribution to
ordinary profits in SMEs due to the impact of the rising
costs of crude oil and other such raw materials, as will be
discussed later.
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Fig. 1-1-10 Decomposition analysis of ordinary profits
(increase between 2016 and 2017)
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Quarterly.
Notes: 1. Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a
capital of ¥10 million or more and less than ¥100 million.
2. The decomposition analysis of ordinary profits was conducted based on the following calculation.
r: Ordinary profits, S: Sales,
F: Fixed costs (personnel costs (P) + non-operating profits and losses (N) + depreciation cost (D)), V: Variable costs
nm=S-V-Fson=S-SxV/S-P-N-D
A= (1-V/S)x 48— 4A(V/S)xS - 4P - 4N - 4D
Sales Variable costs Personnel costs Non-operating profits and losses Depreciation cost

3. Investments

Contrary to the favorable SME business environment, 2013 (Fig. 1-1-11). However, as will be discussed in detail
capital investments by SMEs dropped significantly in in Part 2 Chapter 5, the increases in capital investments by
2009 after the Lehman crisis and stagnated for a while SMEs consisted mainly of replacement investments due
before investment amounts began to grow gradually from to the aging of facilities.

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

(Trillion yen/four-quarter backward moving averages)
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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.

When we look at software investment amount and ratio
of SMEs as IT-related indices, we see that the amount
that SMEs invested in software remained unchanged
for several years even after 2013 when increases began
to appear in capital investments as a whole (excluding
software), but gradually increased from the latter half of

2016. Investment ratio also began to increase significantly
around this time (Fig. 1-1-12). Nevertheless, software
investment amount stood at less than one-third that of
large enterprises, and investment ratio was only about
half that of large enterprises, indicating the difference that
continues to persist with large enterprises.
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Fig. 1-1-12 Software investment amount and software investment ratio

(Trillion yen/four-quarter backward moving averages)
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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.

4. Financial status and bankruptcies

Next, let us examine the financial status and status
of bankruptcies of SMEs using the Business Conditions
Survey, BOIJ statistics and the database of Tokyo Shoko
Research, Ltd.

First, when we look at the financial position DI of
SMEs, we see that both medium enterprises and small
enterprises maintained a steady improving trend after
hitting bottom in 2009 after the Lehman crisis. In 2017, it
surpassed the level in 2007 before the crisis, and marked

arecord high since statistics have been kept (Fig. 1-1-13).

The lending attitude DI similarly dropped significantly
after the Lehman crisis but shifted to a general recovery
trend after 2009, such that since the third quarter of 2011,
the percentage of companies that described the recent
lending attitude of financial institutions as “lenient” yearly
surpassed the percentage of companies that described it as
“severe” (Fig. 1-1-14).

13
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Fig. 1

-1-13 Financial position DI by enterprise size
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Source: SME Agency and SMRJ, Survey on SME Business Conditions.

Notes: 1. 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.

2. Here, SMEs refer to “small and medium enterprises” as defined in Article 2 Paragraph 1 of the Small and Medium-
sized Enterprise Basic Act; micro businesses refer to small enterprises as defined in Article 2 Paragraph 5 of the Small
and Medium-sized Enterprise Basic Act; and medium enterprises refer to enterprises among SMEs that are not micro
businesses.

Fig. 1-1-14 Lending attitude DI among SMEs
(DI, %p)
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Source: BOJ, Short-Term Economic Survey of Enterprises in Japan (BOJ Tankan).
Notes: 1. The lending attitude DI in the BOJ Tankan is calculated as the percentage of companies that described the recent
lending attitude of financial institutions as “lenient” minus the percentage of companies that described it as “severe.”

2. In the BOJ Tankan, SMEs refer to enterprises with a capital of ¥20 million or more and less than ¥100 million.

Next, when we examine lending to SMEs, we see a record high level since statistics have been kept (Fig.
that it trended on a weak tone until 2011 but continued 1-1-15).

to increase from 2012, such that it is now hovering at
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Fig. 1-1-15 Lending to SMEs
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The number of bankruptcies continued to decrease for corresponding to a 0.4% decrease compared to the
nine years running after peaking at 15,646 in 2008, and it previous year and the lowest level in 27 years since the
has remained below the 10,000 mark for four consecutive 1990 bubble economy period (Fig. 1-1-16).
years. In 2017, there were 8,405 cases of bankruptcies

Fig. 1-1-16 Number of bankruptcies
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Source: Tokyo Shoko Research, Ltd., Business Failure News (Monthly).
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5. Transaction environment

As we have seen so far, the ordinary profits of SMEs
reached a record high level. Yet, when broken down
into contributing factors, there is clearly a significant
difference in the way variable costs are handled between
large enterprises and SMEs.

Variable costs include the costs of raw materials and
fuel and the cost of purchasing intermediate goods,

Fig. 1-1-17 Prices of primary commodities

(Crude oil price: $US/barrel)

(Iron ore price: $US/ton) Crude oil (left axis)

Iron ore (left axis)

and are largely influenced by changes in the prices of
primary commodities that are the raw materials. Trends
in the prices of primary commodities, and particularly the
prices of resources, show that the prices of crude oil have
continued on a rising trend since reversing the previous
trend in 2016, and that the prices of iron ore and copper
are also on the increase (Fig. 1-1-17).
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Source: UNCTAD, Commodity Price Bulletin.

Next, trends in the purchase price DI and sales price
DI by enterprise size show that the purchase price DI
improved from 2016 on the back of the rising prices of
crude oil and other resources and continued to improve

(Year and month)

after 2017. The sales price DI also marked an improving
trend, but the rate of increase falls short of the purchase
price DI (Fig. 1-1-18).
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Fig. 1-1-18  Purchase price DI and sales price DI 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. 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.”

With regard to the terms-of-trade index, which is
obtained by subtracting purchase price DI from sales
price DI, an improving trend was generally seen after
the Lehman crisis. However, as discussed earlier, the
purchase price DI increased at a greater rate than the sales
price DI, so the terms-of-trade index dropped among both

large enterprises and SMEs (Fig. 1-1-19). As the earning
power of SMEs is significantly affected by whether they
can properly pass on the increase in purchase prices to
sales prices, measures are sought that would promote an
improvement in the earning power of SMEs.
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Fig. 1-1-19  Terms-of-trade index (by enterprise size)

(Terms-of-trade index, %p)
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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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Column 1-1-1 Further dissemination of measures based on the Seko Plan

In September 2016, Minister Seko of the Ministry of Economy, Trade and Industry (METI) released
the “Basic Policies for Future-oriented Trade Practices” (Seko Plan) as a package of measures for
improving transaction conditions, and various initiatives have also been taken in 2017 under this plan.
This column will introduce the initiatives that have been taken mainly in 2017.

l Interviews of subcontractor SMEs by “subcontract G-men” (April 2017 -)

In April 2017, some 80 “subcontract G-men” were newly assigned nationwide and interviewed
more than 2,800 subcontractor SMEs (as of February 2018; interviews were begun in advance in
January 2017). These direct interviews by subcontract G-men play an important role in ascertaining
transaction issues that would not normally come to light in written surveys and telephone surveys.

I Follow-up survey by organizations that have formulated a voluntary action plan
(September — November 2017)

To disseminate initiatives related to the Seko Plan, 21 organizations in 8 industries, including
the automobile, machine parts and tooling, construction machinery, textiles, information and
communication electronic equipment, information services and software, construction, and motor
trucking industries, formulated and announced voluntary actions plans for promoting fair trade and
enhancing added values.

From Septemberto November 2017, 18 organizations in 6 industries under the jurisdiction of METI
took the initiative to conduct a follow-up survey on the status of implementation of their voluntary
action plans. They sent a survey form to some 7,000 companies affiliated with each organization and
acquired responses from 1,752 companies (25.4% response rate).

I Announcement of the results of the follow-up survey of the voluntary action plan and interviews by
subcontract G-men (December 2017)

The SME Agency compiled the results of the follow-up survey conducted by industrial organizations
and the results of the interviews undertaken by subcontract G-men and announced the findings in
December 2017. A comparison of the results of the two surveys revealed that steady achievements
have begun to appear mainly in the automobile industry, as can be seen in the comments that
“payments which used to be received by promissory notes are now received in cash” and that “there
are no longer one-sided requests for discounts.” At the same time, however, improvements appeared
to lag in some industries, so Minister Seko urged top figures in these industries to promote further
initiatives.

This undertaking requires tenacious efforts in implementing the PDCA cycle until results emerge.

(Main points of the results of t he follow-up survey of voluntary action plans)

® The automobile and automotive parts industries spearheaded the dissemination of active
initiatives in response to the three priority issues of the Seko Plan ((1) cost reduction request, (2)
mold management and (3) payment conditions).

® Particularly with respect to payment conditions, 8 assembled car manufacturers switched to
100% payments by cash, and automotive parts companies (tiers 1 - 2) and machine parts and
tooling companies (tiers 1 - 4) also responded that cash transactions are gradually spreading in
their industries (22% and 14% receipts by cash, respectively). (*)

* In the survey, the cash receiving ratio of automotive parts companies was lower than the cash
payment ratio of assembled car manufacturers. This is thought to be because promissory notes
continued to be used in transactions with large enterprises that do not fall under transactions
defined in the Subcontract Act.

e Initiatives for improvement have also been launched in the construction machinery, information
and communication electronics equipment, and textiles industries, but 100% cash payments
by large enterprises that place orders still stand at a low rate of 10 to 30%. Compared to the
automobile industry, promissory notes are still being used at a high rate.
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(Main points of the results of interviews conducted by subcontract G-men)
The results of interviews held at 2,040 companies up to the end of October 2017 were analyzed
as follows.
¢ Case examples of specific improvements in three priority issues were verified at 517 companies,
corresponding to 25% of all companies(*). More than 300 cases and the most conspicuous were
improvements in payment conditions, such as the switch from payment by promissory note to
cash, and 100 cases or so each were initiatives for cost reduction and mold management.
¢ However, the following situations came to light when these interview results were compared to
the results of the follow-up survey of voluntary action plans.

(1) With respect to cost reduction requests, there were cases where companies continued to
make such requests by word of mouth.

(2) Some cases of improvement in mold management were observed, but it cannot be said that
the improvement has spread to tiers below tier 2.

(3) The shift from payment by promissory note to cash is gradually spreading to a certain portion
of tier 3 and 4 companies, but it has yet to become more widely disseminated. Furthermore,
initiatives in industries other than the automobile industry are lagging compared to the
automobile industry.

(4) Many companies seek an improvement in payment conditions, as many of their parent
companies continue to make payments for molds in 24 to 36 installments or as an addition to
the cost of components.

* This is the ratio of case examples in which specific improvements were seen. It does not mean
that the remaining 75% represent inappropriate transactions. (The results of interviews include
companies responding that “there have never been any transaction problems,” “payments have
always been received in cash,” etc.)

I Strengthening of initiatives for optimized management and disposal of molds

From January 2017, the “Study Group for Future-oriented Trade Practices Involving Mold
Management (Storage, Disposal, etc.)” (chaired by Mr. Koichi Hosoda, professor of the Faculty of
Law, Kanagawa University, and composed of representative members from the Japan Automobile
Manufacturers Association, Inc., Japan Auto Parts Industries Association and companies in the
machine parts and tooling industry) was held with the aim of further optimizing the management of
molds that are necessary for manufacturing parts and other components, toward the realization of
a fair trade environment for the automobile industry and the machine parts and tooling industry. In
July 2017, the study group compiled and presented a report titled “Three Future-oriented Actions for
Mold Management: Reduce Molds, Revise Management and Establish New Systems (Action Plan for
Enhancing Proper Future-oriented Mold Management).”

<April/May issue of METI Journal, featuring molds on the cover>
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Column 1-1-2 Strengthening SME disaster response)

Many natural disasters have struck Japan even after the Great East Japan Earthquake. These
include the Kumamoto Earthquake, numerous flood disasters, and the Northern Kyushu Flood in
FY2017.

In a country where natural disasters occur frequently, it is important for SMEs to prepare against
disasters in advance. However, approximately 30% of SMEs do not have knowledge about BCP
(business continuity plan) (Fig. Column 1-1-2 (1)) and only 15% have formulated a BCP (Fig. Column
1-1-2 (2)). Therefore, it is difficult to say that SMEs are sufficiently prepared against disasters.

Fig. Column 1-1-2 (1) BCP recognition at SMEs

(n=3,211)

[J We know it well and consider it necessary

[] We've heard about it and consider it necessary
[J We've heard about it but don’t consider it necessary

] We've never heard of it and don’t know anything about it

Source: Mizuho Research Institute, Ltd., Survey on Risk Management Initiatives at SMEs (December 2015).

Fig. Column 1-1-2(2) State of BCP establishment at SMEs

(%) (n=3,158)
15.5
9.2 [ Finished establishing
[ Currently establishing
[ Planning to establish
10.9 .
64.4 ] Not established

Source: Mizuho Research Institute, Ltd., Survey on Risk Management Initiatives at SMEs (December 2015).
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Support has always been provided to disaster-affected SMEs in accordance with the magnitude
and impacts of the disaster, but there are debates about whether such support is appropriate and
whether it has been provided appropriately from the regional and policy perspectives.

I Study Group for Enhancement of SME Disaster Response

In response to the above situation, the SME Agency organized the Study Group for Enhancement
of SME Disaster Response in December 2017. The study group was convened four times, and
the discussions were compiled into an interim report in March 2018. An overview of the report is
introduced below.

I Preliminary measures for SMEs

In consideration of the inadequate state of preliminary disaster countermeasures among SMEs,
focus was placed on strengthening initiatives for BCP dissemination through the following initiatives.
(1) Dissemination of initiatives based on an understanding of the essential concept of BCP

There are SMEs that practically engage in outstanding BCP initiatives as an extension of their

ordinary management practices, but just not in the form of a BCP (Fig. Column 1-1-2 (3)). Such

cases will be collected to disseminate BCPs that SMEs can undertake relatively easily.
(2) Incentives for BCP promotion

To disseminate BCPs, it is also necessary to provide incentives, such as for preferential selection

under a subsidy system, etc.

(3) Broad initiatives that involve entire supply chains and regions

The key to spreading BCP initiatives to a large number of SMEs lies in supply chains and local

networks such as industrial clusters and industrial parks. These networks will be utilized to promote

policies such as for dispatching experts.
(4) Promotion of relocations to higher ground

To promote the relocation of SMEs to higher ground on the occasion of a large-scale expansion of

facilities or other such occasions, it is necessary to consider relaxing the requirements for public

financial support and adopting a system of preferential selection for capital investment support.
(5) Further dissemination of damage insurance and mutual aid

Given the environment where relative low-cost insurance plans have begun to appear for flood

damage, it is necessary to promote an understanding of insurance and mutual aid among SMEs in

cooperation with support organizations.

Fig. Column 1-1-2 (3) Initiatives similar to BCP

(Initiatives of a gas maintenance company)

* No BCP has been formulated in the conventional sense.

* Twice a year, a meeting is held with all employees to discuss the company’s course of actions
in the event of a disaster. The results of the discussion are written out on a large poster paper
and posted on the wall in the office.

* Preliminary measures for ensuring the efficient execution of the actions are discussed by all
employees and are executed by the planned date of completion that has been decided on.

* At the end of the year, the president verifies whether the preliminary measures have been
taken.

® The only documents that are created are a list of actions (“to do” list), a list of issues to solve
("to do in advance” list) and an emergency contact list. Everything else are memos taken by
employees in charge.
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l Support to disaster-affected SMEs

With a firm grasp of the present state of support to disaster-affected SMEs, the following points

will be reviewed for future measures.

(1) The role of government and its relationship with the regions at times of disaster
With regard to providing support to disaster-affected SMEs, itis necessary to review the relationship
between the central government and local governments, and their respective roles.

(2) Region-specific support
In local major disasters, support is restricted to SMEs that suffer damage in designated regions
only. However, regardless of boundaries or municipalities, if there are businesses that are affected
by a disaster, it is necessary to consider whether support is required and to review the roles of
central and local governments.

(3) Stable support through subsidies to disaster-affected SMEs
SMEs that suffer damage in a natural disaster are offered individual subsidies under the relevant
fiscal budget as an exceptional measure within the possible scope and timing, but it is necessary
to examine possible measures that would ensure the continuation of expeditious responses.
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6. Overseas expansion

As mentioned at the beginning of this chapter, it of companies that engage in exports among all SMEs has
could be said that Japan’s real GDP growth in 2017 was generally increased since 2004, and as many as 4,544
driven by the strong performance of exports. Therefore, companies engaged in exports in 2015 (Fig. 1-1-20).
in this section, let us examine the status of overseas The ratio of exporting companies also showed a gradual
expansion by SMEs. According to METI’s Basic Survey increase and reached 20% in 2015°.

of Japanese Business Structure and Activities, the number

Fig. 1-1-20 Number and percentage of enterprises conducting exports

Number of companies %
(Nu panies) T Number of enterprises conducting exports (left axis) (%)

5000 - —— Percentage of enterprises conducting exports (right axis)
424
4,544 1 22
4500 - Lo
=T 1 121 120
418
4000 -
] 416
3500 |-3,445 114
412
3000 10
01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 (FY)
Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.
Next, when we look at the export value and export- FY2001 but increased almost 2.5-fold to ¥6.2 trillion in
to-sales ratio of SMEs, we see that both yearly increased FY2015. Similarly, export-to-sales ratio was 2.3% at the
(Fig. 1-1-21). Export was ¥2.6 trillion at the beginning of beginning of FY2001 but increased to 4.1% in FY2015.

3) This survey covers companies with 50 or more workers and a capital or investment of at least ¥30 million. Thus, the results represent the
situation of relatively large companies among SMEs as defined in the Small and Medium-sized Enterprise Basic Act. For this reason, the
ratio or exporting companies may be higher than when compared to the ratio that also includes small enterprises.
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Fig. 1-1-21 Export value and export-to-sales ratio at SMEs

(Trillion yen, %) Export value Export-to-sales ratio
7.0
6.2
6.0
501
4.1
4.0F
3.0r
2.6
20F 23
1.0
0.0 ‘
01 02 03 04 05 06 07 08 09 10 1 12 13 14 15 (FY)
Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.

Now let us compare labor productivity between SMEs affiliate overseas, a clear trend is observed in which
that have achieved overseas expansion and those that labor productivity is higher among enterprises that have
have not, and between SMEs that engage in export and achieved overseas expansion than those that have not, and
those that do not. When defining overseas expansion also higher among enterprises that engage in export than

enterprises as those having at least one subsidiary or those do not (Fig. 1-1-22).

Fig. 1-1-22 Comparison of productivity between enterprises that have/have not achieved
overseas expansion and between enterprises that engage/do not engage in
export

(10,000 yen)
950 -

900 895 894

870

850 -

800 -

747
750 725 731

700 (-

650 -

600

Overseas No overseas Export No export Overseas No overseas
expansion expansion, expansion expansion
and export  no export

Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities 2016.
Notes: 1. Labor productivity here refers to added value in FY2015 per regular employee.
2. Enterprises that have achieved overseas expansion are defined as those having at least one subsidiary or affiliate
overseas.
3. Enterprises that engage in exports even to a small extent are considered to engage in exports.
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Let us also examine the number of enterprises that make
direct investments, by enterprise size and industry (Fig.
1-1-23). The total number of direct investment enterprises
generally showed an increasing trend, when excluding the

temporary decrease seen in 2009 after the Lehman crisis.
Of this total, 4,143 were SMEs in 2001, corresponding to
68.2%, but by 2014, these figures have increased to 6,346
SMEs, accounting for 72.4% of the total.

Fig. 1-1-23 Number of direct investment enterprises by enterprise size and industry

(No. of companies) O SME manufacturing

O SME wholesale trade

O SME retail trade

10,000 O Other SME industries O Large enterprises
9,000 (-
8,000 (- 2,418
7,000 (- 2,416 2,347 |
6,000 (-
1,595
5,000 |- 1,931 1,366 1,318 04—
40001 —142—— ——145—— 1406
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s000| i SMEs: SMEs: 6,346
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4,143 2,944 2,869 S
1,000 -~ 2,013
0 |
01 06 09 14 (Year)

Ratio of SMEs: 68.2%

Ratio of SMEs: 70.6%

Ratio of SMEs: 70.6% Ratio of SMEs: 72.4%

Sources: Recompiled from MIC, FY2001, 2006 Establishment and Enterprise Census and FY2009, FY2014 Economic Census for

Business Frame.
Notes: 1.

Direct investment enterprises here refer to enterprises (not including individual proprietorships) having a subsidiary

overseas (company in which the relevant enterprise possesses more than 50% of voting rights; including cases where
the subsidiary or the parent enterprise and subsidiary combined possess more than 50% of voting rights and where
they possess less than 50% but are included in the consolidated financial statements).

2. Largeenterprises herereferto enterprises otherthan SMEs as defined inthe Smalland Medium-sized Enterprise Basic Act.

Next, to see how well SMEs are capturing overseas
demand, let us examine the number of foreign visitors
to Japan in reference to Trends in the number of foreign
visitors to Japan announced by the Japan National Tourist
Organization (JNTO) for statistics on the number of
foreign visitors to Japan and the Survey on consumption
trends among foreign visitors to Japan presented by
the Japan Tourism Agency for statistics on inbound
consumption (Fig. 1-1-24). From the 1990s to the
beginning of the 2000s, the number of foreign visitors to

Japan has hovered at around the 4 million to 5 million
level. In 2011, it temporarily dropped due to the impact of
the Great East Japan Earthquake, but thereafter increased
at a higher rate than before and surged to 29 million in
2017, corresponding to a six-fold increase from twenty
years ago. Travel spending by foreign visitors to Japan
also increased steadily year by year, such that the amount
spent in 2017 corresponded to a five-fold increase from
2011.
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Fig. 1-1-24 Number and travel spending of foreign visitors to Japan

(Million people) (Trillion yen)
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Sources: Japan National Tourist Organization, Trends in the number of foreign visitors to Japan; Japan Tourism Agency, Survey on
consumption trends among foreign visitors to Japan.

A breakdown of the amount of travel spending by dining industries shows a gradual increase from 2011,
foreign visitors to Japan shows that a little below 40% the year when foreign visitors to Japan began to increase
and the largest amount was spent on shopping, followed to 2017. This is suggestive of the success of SMEs in
by lodging and dining (Fig. 1-1-25). At the same time, capturing overseas demand (Fig. 1-1-26)

the sales DI of the SME retail trade, accommodations and

Fig. 1-1-25 Composition of travel spending by foreign visitors to Japan

O Lodging O Dining O Transportation O Leisure services O Shopping O Other
2016 271 20.2 11.4 3.0 38.1 0.2
2017 28.2 20.1 11.0 3.3 371 0.3
J
0 100

(%)

Source: Japan Tourism Agency, Survey on consumption trends among foreign visitors to Japan (released Jan. 16, 2018).
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Fig. 1-1-26 Sales DI of SME retail trade, accommodations and dining industries
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SME Agency and SMRJ, Survey on SME Business Conditions.

Note: The sales Dl in the survey is calculated as the percentage (%) of enterprises that said their sales “increased” compared
to the same quarter in the previous year minus the percentage (%) that said their sales “decreased.”

Section 3 Summary

Japan’s economy in fiscal 2017 continued on a gradual
recovery trend from the end of 2012, and a positive
economic cycle has begun to set in, with ordinary
profits marking record high levels and the number of
bankruptcies decreasing for nine years running owing to a
general improvement in the business conditions of SMEs
and the increasing pattern of their sales.

At the same time, however, issues have also appeared
in widely spreading the benefits of the positive economic

cycle. For example, differences were seen in the business
conditions of SMEs according to industry or region,
capital investment lacked strength due to a sense of
uncertainty about the future economy in contrast to the
favorable earning environment, and SMEs have not
acquired sufficient earning power to smoothly pass on
costs. For the further development of SMEs in the future,
efforts will need to be made to address and overcome
these issues.



Chapter 2
Structural analysis of SMEs

Section 1
and exits

As of 2014, Japan had about 3.81 million SMEs,
accounting for 99.7% of all enterprises in the nation.
SMEs also had about 33.61 million workers, thereby
creating about 70% of all jobs in Japan. A close look at the
SMEs that are a mainstay of the Japanese economy shows
that they are engaged in a diverse range of businesses
and should not be understood as a homogeneous group.
However, this section will try to describe the typical
Japanese SME in terms of per-company number of
employees, net sales, profits, and the like. Data on about

Fig. 1-2-1

Changes in number of enterprises, trends in market entries

1.29 million companies is collected in the CRD (Credit
Risk Database) managed by the CRD Association.
Looking at median values from the CRD, a typical SME
has three employees, sales of ¥67.9 million, ordinary
profits of ¥1.6 million, total assets of ¥54.2 million, and
capital of ¥5.1 million, as shown in the table below. Thus,
the typical SME in Japan is rather small.

Addressing such SMEs, this section looks at trends
in the number of enterprises and trends in entry and exit
rates.

Image of Japan’s SMEs, as seen from CRD (2015 accounting period)

(corporations and sole proprietorships)

Number of SMEs Median value Average value
Percent | Number of | Sales | Ordinary | Total | Capital | Number of | Sales |Ordinary | Total Capital
of total | employees profits assets employees profits assets
(million | (million | (million | (million (million | (million | (million | (million
(%) yen) yen) yen) yen) yen) yen) yen) yen)
Agriculture and forestry 6,712 0.5% 4.0 52.0 1.9 56.0 3.1 16.4| 2709 11.3 387.5 14.2
Fisheries 1,123 0.1% 50| 1243 2.6 148.9 5.0 12.7| 4525 10.9 510.8 14.9
Mining and quarrying of 1,203 0.1% 80| 177.4 23| 2261| 100 152| 6532| 329| 9959| 496
stone and gravel
Construction 276,651 | 21.5% 3.0 68.0 2.0 39.4 5.0 7.7| 226.6 8.0 178.1 9.9
Manufacturing 189,181 14.7% 7.0 100.1 2.1 91.9 10.0 23.3| 634.3 23.5 669.3 259
Electricity, gas, heat 2071| 0.2% 10| 307 06| 742| 50 96| 6900| 263|1,137.3| 83.1
supply and water
Information and 25774 |  2.0% 50| 806 11| 440| 100 19.1| 362.6| 14.4| 3249| 329
communications
Transport and postal 46,475 | 3.6% 13.0| 172.0 21| 1053| 100 34.4| 546.7| 166 536.1| 218
services
Wholesale trade 137,854 | 10.7% 40| 1755 1.3 100.1 10.0 13.0| 9145 15.7 535.7 16.7
Retail trade 157,813 | 12.3% 2.0 68.3 0.7 38.0 41 9.8| 326.6 5.7 200.8 7.9
Real estate and goods | 149 596 | 939 10| 28.1 23| 1334| 80 44| 2286| 195 7192| 246
rental and leasing
Scientific research,
professional and 50,501 3.9% 2.0 37.2 1.7 25.3 5.0 9.2 | 1458 7.0 162.2 12.6
technical services
Accommodations,
eating and drinking 76,618 6.0% 2.0 33.5 1.1 23.7 3.0 129 | 141.2 4.8 156.5 7.5
services
Living-related and
personal services and 37,622 2.9% 2.0 28.7 1.2 24.9 3.0 12.4| 388.2 111 312.7 10.5
amusement services
Education, learning 9,354 | 0.7% 40| 39.1 08| 292 45 23.4| 301.3| 14.8| 744.4| 988
support
Medical, health care
and welfare health 53,516 4.2% 7.0 65.4 3.1 56.7 4.4 28.7| 267.0 11.5 364.5 14.9
services
Services (n.e.c.) 93,535 7.3% 4.0 58.7 1.2 36.9 5.0 174 | 2225 8.1 261.0 13.8
Total 1,286,499 | 100.0% 3.0 67.9 1.6 54.2 5.1 14.0 | 387.3 12.5 385.6 16.5
Source: CRD Association
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1. Trends in number of enterprises

First, a look at changes in the number of enterprises
in Japan shows a year-to-year declining trend, with the
number falling by about 390,000 between 2009 and 2014
(Fig. 1-2-2). Breaking the data down by scale of business,
medium enterprises” increased in number by about

20,000 but large enterprises declined by about 800 and
small enterprises by about 410,000. This indicates that
within the drop in the number of enterprises, the impact
of the decline in small enterprises is significant.

Fig. 1-2-2 Number of enterprises by enterprise size

3 Large enterprises
(10,000 businesses)

1 Medium enterprises

3 Small enterprises

Total number

500 of enterprises
Total number
450 - 4.21 million -390,000 of enterprises
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423 410 3.67 million -410,000 Small enterprises
250 - 378 366 3.25 million
200 L 334
150 |-
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L Medium enterprises +20.000 It
100 0.54 million : 0.56 million
50 - 1 f
61 59 55 53 ‘ ‘ 51
L L J
1999 2001 2004 2006 2009 \Large 2012[Large 2014 (Year)
enterprises enterprises
1.2 1.1

Sources: Recompiled from MIC, 7999, 2001, 2004 and 2006 Establishment and Enterprise Census; 2009 and 2014 Economic
Census for Business Frame and MIC, METI, 20712 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 in simple terms.

Next, a breakdown of the trends in number of SMEs by
nine industry sectors shows that the number of enterprises
in all sectors is about the same compared to 1999, but if
we focus on retail trade, there was a decline to about 60%
of the previous level (in 2014 there were about 670,000

such enterprises, down from the roughly 1.08 million
earlier). Thus, retail trade has had the biggest impact on
the decline in the number of enterprises (Fig. 1-2-3).

1) Medium enterprises here refer to enterprises among SMEs as defined by the Small and Medium-sized Enterprise Basic Act that do not fall

under the definition of small enterprises in the said Act.
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Fig. 1-2-3 Trends in number of enterprises
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Sources: Recompiled from MIC, 7999, 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 in simple terms.

Next, we look at the distribution of enterprises by
number of regular employees and by scale of capital (Fig.
1-2-4). Looking first by number of regular employees,
enterprises with 0-5 regular employees accounted for
about 80% of the total. Looking by scale of capital,

sole proprietorships made up more than half the total,
enterprises with less than ¥10 million in capital about
30%, and enterprises with at least ¥10 million and less
than ¥100 million in capital about 20%; together, these
groups made up nearly the entirety.?

Fig. 1-2-4 Number of enterprises by humber of regular employees and by scale of

capital
31-50 employees | | 51-100 employees Less than %;22,09%09,0905)9—
64,959 enterprises | | 47,805 enterprises SS tha 19603
(2%) (1%) 101 or more ¥2,000,000 ) OL ¥3,000,000—
2 employees 170,501 enterprises entergnses ¥4,999 999
21-30 employees 34,940 enterprises 4%) (1%) 596,408 || ¥5,000,000—
79,356 enterprises (1%) enterprises ¥9,999,999
T (2%) 16%) 221,164
enterprises
0,
11-20 employees (6%)
215,865 enterprises ¥10,000,000—
(6%) 0 employees — ¥19,999,999
P SPT T 1,438,717 enterprises Individuals 492,227
6-10 employees (38%) (no capital) enterprises
337,276 enterprises 2,089,423 enterprises (13%)
(9%) (55%)
¥20,000,000—
1-5 employees ¥4$5%9§6%99
1,590,310 enterprises 19
(42%) enterprises
- (4%)
¥50,000,000—
¥99,999,999
¥1,000,000,000 | |¥100,000,000— 45,287
or more ¥999,999,999 || enterprises
2,240 19,066 (1%)
enterprises enterprises
(0.06%) (1%)

Source: Recompiled from MIC, FY2014 Economic Census for Business Frame.

2) If the management organization is a sole proprietorship, its capital is out of scope of the survey.

31



32

Chapter 2 Structural analysis of SMEs

2. Suspensions, closures, dissolutions, and bankruptcies

Next, we look at trends in the number of suspensions,
closures, dissolutions, and bankruptcies (Fig. 1-2-5).
The trends over the past 10 years show a rising number
of suspensions, closures, and dissolutions, but more

recently, in 2017, that number fell to 28,142. The number
of bankruptcies, on the other hand, fell for nine straight
years since 2008, and in 2017 the number was 8,405,
about as low as during the bubble economy.

Fig. 1-2-5 Number of suspensions, closures, dissolutions, and bankruptcies

(Cases) O Suspensions, closures, and dissolutions O Bankruptcies

30,000 — m 28,142
25,000 - 24,705 M~

20,000 18,769 T

1 [ —
16,110 J— 15,646
15,000 - ] [
10,000 - 8.405
5,000
O 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 J
2000 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 (Year)

Source: Tokyo Shoko Research, Ltd., 2077 Survey of Business Suspensions, Closures and Dissolutions.
Notes: 1. Business suspension and closure refers to the termination of business with more assets than liabilities, without taking

any particular procedures.

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 become 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.

3. Trends in entry and exit rates and international comparison

This part looks at trends in entry and exit rates in
Japan and compares them to the U.S. and some European
countries (Fig.1-2-6). Looking first at entry and exit rates,
the entry rate in Japan continues to be about 4%—-5%, but
the lowest among the other countries was about 7% in
Germany while the highest was more than 14% in the
U.K. The exit rate in Japan has recently been under 4%,
but the lowest among the other countries was about 7%

in Germany while the highest was more than 11% in the
UK. Differences in statistical methods between Japan
and the other countries make it impossible to do a simple
comparison, but the figures show that both the entry and
exit rates are considerably lower in Japan than in other
industrialized nations.
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Fig. 1-2-6 International comparison of entry and exit rates
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Sources: Japan:  Ministry of Health, Labour and Welfare, Annual Report on Employment Insurance Programs
(Fiscal year basis).
U.sS.: 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.
France: INSEE, Taux de création d’entreprises.
Notes: 1. Japan’s entry and exit rates are calculated based on the establishment and discontinuance of businesses that provide

employees with insurance (applicable businesses).

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

3. The rates of business entries and exits for the U.K. are 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 differ between countries, it is not possible to make simple comparisons.
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Column 1-2-1 Cultivating business startup momentum

This column looks at case studies of measures and initiatives relating to the cultivation of
business startup momentum in Japan.

I Revision of the Act on Strengthening Industrial Competitiveness

Business startups are important because they promote “industrial metabolism,” energize the
Japanese economy, and create jobs. That is why the Japan Revitalization Strategy adopted by
Cabinet decision in June 2013 sets a target of raising the “business startup rate...to 10% range
on par with the U.S. and U.K.” Moreover, the Act on Strengthening Industrial Competitiveness,
enforced in January 2014, seeks to promote regional business startups by providing business startup
support through partnerships between municipalities and private enterprises (such as regional
financial institutions, non-profits, and societies and chambers of commerce and industry). There are
1,379 local governments with plans for business startup support (startup support business plans)
that have received authorization from the national government, which together cover 97% of the
nation’s population. Moreover, in the three most recent years (FY2014-FY2016), the entry rate rose
each year (it was 5.6% in FY2016), but strengthening business startup support measures is essential
if the target under the Japan Revitalization Strategy is to be achieved. Measures taken so far have
mainly been directed at people making startup preparations, but there is data indicating that Japan
has a higher rate than North America and European nations of people disinterested in starting a
business, so it would appear that more effort should be made going forward on taking measures
for people disinterested in starting a business.

Under the Bill for Partially Revising the Act on Strengthening Industrial Competitiveness
adopted by Cabinet decision on February 9, 2018, the national government would promote projects
to popularize and raise awareness of business startups (startup momentum cultivation projects) to
increase citizens’ understanding of and interest in business startups. Specifically, startup support
schemes based on the current Act on Strengthening Industrial Competitiveness would be maintained,
but in addition, current startup support business plans would now be called “startup support, etc.,
business plans,” and startup momentum cultivation projects would be placed under those plans.
Startup momentum cultivation projects could include, for example, training entrepreneurs and
holding business plan contests for young people.

(Reference) The four stages of business startups

(1) People disinterested in starting a business:
Those who currently have no interest in starting a business
(2) Entrepreneurial hopefuls:
Those who are interested in starting a business or desire to do so, but have not yet made
concrete preparations to do so
(3) People making startup preparations:
Those who desire to start a business and are making concrete preparations to do so
(4) Entrepreneurs: People who have started a business

I Case study of initiatives to popularize and raise awareness of business startups
1. Curio School, Inc., Mono-Coto Innovation

Curio School, Inc. (employees: 9; capital: ¥10 million), located in Meguro City, Tokyo, was
established in 2015 as a company “in the business of human OS cultivation.”

The company envisions a future in which society as a whole is happier, because more people are
looking beyond their own futures. To realize that vision, it nurtures the “human OS,"” which refers
to people with three characteristics: intellectual curiosity, creativity, and the ability to collaborate.
Specifically, it conducts training programs for elementary school students, junior and senior high
school students, and enterprises.

Each year, the company stages an event called Mono-Coto Innovation, a contest for junior
and senior high school students described as the “Koshien of creativity, a competition for giving
shape to ideas.” Students use design thinking and collaborate with enterprises to craft something
in competition against others. Unique characteristics of the program are “real themes,” “real
prototypes,” and “real mentors.” The challenges that the students take are not simulated themes
as in an ordinary contest, but real business problems presented by sponsor enterprises. Ideas go
beyond the idea stage; students build their ideas into actual prototypes. The program even asks
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sponsor enterprises to commit to keeping the process “real.” These sponsor enterprises not only
provide funding, but also employees to serve as long-term mentors who are genuinely involved
with the students.

The 2017 contest drew entries from a total of 250 junior and senior high school students from
throughout Japan, of which 150 were selected. These went to camp-style preliminaries, which
winnowed the field down to five teams of 20 members as finalists. The winners were New-Wind, a
team of senior high school students who thought up a dome-like device called COVO that enables
“spatio-temporal sharing” with friends in other locations. They envision a scenario in which a female
student is a long-term inpatient at a hospital and feels a physical and mental distance between her
and her friends. With that in mind, they created a device that meets the real needs of the patient
and her friends.

Mono-Coto Innovation has been held just three times so far, but it has already led to a variety
of outcomes. Students who take part in the program learn a number of skills, such as how to think
in a way that questions everyday assumptions and how to transfer thinking into action. Even the
working people who serve as mentors feel greatly stimulated by the students’ flexible thinking
and pure feelings. And in some cases, program participants have gone on to actually start up a
business. Additionally, one creation that came out of the program was exhibited at CEATEC JAPAN,
becoming the first product from senior high school students to be exhibited at the trade show.
Some products are currently under development for commercial release, and patent applications
are being prepared in some cases.

Curio School’s director, Yusaku Someya, says, “Through this program, we are trying to spread a
culture to all of Japan where different generations work together to build the future. We hope to
offer Japan a new road to insight. The products and services that originate from this program, and
the young people that it nurtures, will have a positive impact on the world in the not so distant
future.” The innovations that arise from this “real” program seem likely to spread further going
forward.

Fig. Column 1-2-1 (1)  Curio School, Inc., Mono-Coto Innovation

2017 finalists give their presentation
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2. Gunma Innovation Award

Sponsored by Jomo Shimbunsha, Gunma Innovation Award (GIA) is an entrepreneur discovery
project. Hitoshi Tanaka, president of JINS Inc., serves as the project’s executive chairman. It discovers
future entrepreneurs and people with entrepreneurial spirit, adding to the innovation momentum
in Gunma Prefecture and beyond.

GIA is an initiative begun in 2013 under the motto “Make Gunma the holy ground of
entrepreneurialism!” As of 2017, it is in its fifth year. The impact of GIA is growing year by year. The
number of entries grows yearly. Starting with 57 entries in 2013, the program accepted a record
185 applications in 2017. Support for GIA has likewise grown in that time period. The number of
companies listed as a Special Corporate Sponsor, Partner Company, or Financial Supporter went
from 21 in 2013 to more than 70 in 2017. Inspired by the excitement surrounding GIA, Okayama
Prefecture and Ishikawa Prefecture have started similar projects.

One reason GIA is having a growing impact is that it involves a diversity of stakeholders, which
distinguishes it from an ordinary business contest. Another factor is that it involves multi-faceted
project design. The persons who serve as special sponsors and executive committee members are
presidents of enterprises begun in Gunma Prefecture. Award sponsor Jomo Shimbunsha covers GIA
initiatives extensively in its newspaper to make them better known to the prefecture’s citizens.
Meanwhile, award sponsor Tanaka Hitoshi Foundation has run the year-round Gunma Innovation
School since 2014 in parallel with GIA. Instructors have included professors from the Waseda Business
School, University of Tokyo Division of University Corporate Relations, and Komazawa University
Faculty of Global Media Studies, among others.

The winner of GIA's grand prize in 2017 was Tetsuro Okuya, the first senior high school student
to win an award. Taking a hint from his own experience with allergies, he announced a business
plan for a restaurant search application helping allergy sufferers to find meals they could safely eat.
The formative experience for Okuya happened when he went to a restaurant for a meal, told the
staff about his allergies, and was refused service because they could not guarantee whether their
food would be safe for him. The announcement of finalists in Maebashi City had an audience of
3,500 people from around Gunma Prefecture (including participants in Gunma Innovation Market,
a concurrent event). That included other senior high school students. They came away very inspired
to see someone their age win such an honor. As winner of the grand prize, Okuya earned a training
tour to Silicon Valley in California. He joined a seminar by Prof. Jiro Kokuryo (chairman of the GIA
Judging Committee) at the Keio University Shonan Fujisawa Campus (SFC), where he brushed up his
business plan to present to investors and entrepreneurs in Silicon Valley. Okuya had also a chance to
seek admission to SFC through its Self-Recommended Admissions process, or use another credential
for the Gunma Innovation School given to him. Hitoshi Tanaka, president of JINS Inc. and executive
chairman of the Gunma Innovation Project, believes that increasing startups in Japan will require
society as a whole to embrace the idea that “starting a business is an amazing thing.” The key to
changing people’s awareness, he insists, is to “show them examples of ‘cool entrepreneurs.’”
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Fig. Column 1-2-1 (2) Gunma Innovation Award

2017 grand prize winner Tetsuro Okuya gives his presentation

At the 2017 awards ceremony
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Section 2 Changes in the structure of enterprises in Japan

This section gives an overview of structural changes
at enterprises in Japan, looking at the number of such
enterprises, the number of workers they have, and the
added value they create, based on regular employees class

1. Structure of the number of enterprises in Japan

and the year of establishment. It additionally analyzes
the labor productivity of enterprises, based on the regular
employees class and year of establishment.

This part analyzes the structure of enterprises in
Japan based on regular employees class® and year of
establishment.

Fig. 1-2-7 shows the distribution of number of
enterprises in Japan by regular employees class and by
year of establishment.?

Looking at the distribution by regular employees class,
there were about 1.59 million enterprises who said they had
“1-5.” This was the largest group, making up about 42%
of the total. The next most common was “0,” which was
the answer given by about 1.44 million (about 38% of the
total). So there are about 3.03 million enterprises (roughly
79% of the total) with five or fewer regular employees.
There is a big gap between the number of enterprises
answering “1-5” and the number saying “6—10,” and
as the regular employees class increases, the number of
enterprises grows smaller. About 230,000 enterprises
(about 6%) of the total answered “21-300,” while those

with “301 or more” numbered only around 14,000 (about
0.4% of the total), including large enterprises.

Next, the distribution is analyzed by year of
establishment.” There were about 1.56 million enterprises
(about 41% of the total) established in 1984 or earlier,
about 720,000 (about 19%) established in the decade
1985-1994, about 750,000 (about 20%) established in
the decade 1995-2004, and about 760,000 (about 20%)
established in the decade® since 2005.

Looking at the relationship between regular employees
class and year of establishment, the biggest group was
enterprises with 1-5 regular employees established in
1984 or earlier, at about 640,000 (about 17%), followed
by enterprises with 0 regular employees established in
1984 or earlier, at about 610,000 (about 16%). These two
groups together made up about 33% of all enterprises in
Japan.

3) Here, enterprises are categorized into classes based on the number of regular employees. “Regular employee” means a person hired for
an unspecified period or for a specified period of at least one month. The term “regular employees” does not include sole proprietors
themselves, unpaid persons in the sole proprietor’s family, paid executives, or temporary employees (persons hired for a specified period of

less than a month, and persons hired on a day to day basis).

4) Economic Censuses ask respondents the year their business establishment opened (the year the business establishment started doing
business at its current location), not the year the company or enterprise was founded. Data here is aggregated based on the definition that the
enterprise’s year of establishment is the year its oldest business establishment opened. Therefore, relocations of business establishments may
make the same, continuing enterprise appear younger when two different points in time are compared.

5) Economic Census survey forms give respondents a choice of “1984 or earlier,” “1985-1994,” ©“1995-2004,” or “2005 or later (write in the
specific year)” as the year the business establishment opened, and analysis is done according to those categories.

6) This is the 10-year period up to July 1, 2014, the subject of inquiry in the FY2014 Economic Census for Business Frame.
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Fig. 1-2-7
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business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is
aggregated accordingly.

Fig. 1-2-7 (2) Number of enterprises, by regular employees class and by year of
establishment (2014, SMEs, large enterprises)

Unit: 1000s of enterprises

Regular employees class | 1984 or earlier |  1985-94 1995-2004 | 2005 or later |  Unknown Total Cumulative
percentage of total

0 611 280 275 259 14 1,439
(16.0%) (7.3%) (7.2%) (6.8%) (0.4%) (37.7%) (37.7%)

15 640 301 308 331 11 1,590
(16.7%) (7.9%) 8.1%) 8.7%) (0.3%) (41.6%) (79.3%)

610 120 62 72 82 2.0 337
3.1%) (1.6%) (1.9%) 2.1%) 0.1%) (8.8%) (88.1%)

1100 79 38 46 52 1.2 216
@.1%) (1.0%) (1.2%) (1.4%) (0.0%) 5.7%) (93.8%)

01.50 63 25 29 26 0.5 144
(1.6%) 0.7%) (0.8%) (0.7%) (0.0%) (3.8%) (97.5%)

51100 24 8.3 9.4 6.3 0.1 49
(0.6%) (0.2%) 0.2%) (0.2%) (0.0%) (1.3%) (98.8%)

101-200 13 3.9 4.2 2.4 0.0 24
(0.3%) 0.1%) (0.1%) 0.1%) (0.0%) (0.6%) (99.4%)

901300 4.6 13 1.3 0.7 0.0 7.9
0.1%) (0.03%) (0.03%) (0.02%) (0.0%) (0.2%) (99.6%)

301-1.000 6.3 15 15 0.7 0.0 10.1
! (0.2%) (0.04%) (0.04%) (0.02%) (0.0%) (0.3%) (99.9%)

1.3 0.3 0.2 0.1 0.0 1.9
1,001-2,000 (0.03%) (0.01%) (0.01%) (0.002%) (0.0%) (0.05%) (99.96%)

5 001-5.000 0.8 0.1 0.1 0.0 0.0 1.1
' : (0.02%) (0.003%) (0.003%) (0.001%) (0.0%) (0.03%) (99.99%)

5 001- 0.4 0.1 0.0 0.0 0.0 0.5
' (0.01%) (0.002%) (0.001%) (0.0003%) (0.0%) (0.014%) (100.00%)

1,563 721 748 760 29 3,820

(40.9%) (18.9%) (19.6%) (19.9%) 0.7%) (100.0%)
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Next, we look at a breakdown of the number of
enterprises as it changed from 2009 to 2014, by year of
establishment and by regular employees class (Fig. 1-2-
8).

Changes in the number of enterprises by year of
establishment include a drop of about 430,000 enterprises
established in 1984 or earlier, a drop of about 120,000
enterprises established in 1985-1994, and a drop of about
150,000 enterprises established in 1995-2004. On the
other hand, the number of enterprises established in 2005
or later rose by 310,000, for a net loss of 390,000 overall.

Looked at by regular employees class, the number of
enterprises with five or fewer regular employees declined
by about 410,000. Of those, there was a particularly large
decline in enterprises established in 1984 or earlier.

In year of establishment categories other than 1984
or earlier, there was a slight increase in the number of
enterprises with more than 50 regular employees, and as
the number of years rises, there were a certain number
of enterprises that increased their number of regular
employees.

Fig. 1-2-8 Change in number of enterprises, by year of establishment (change from
2009 to 2014, SMEs, large enterprises)

mo o1-5 o 6-10 0 11-20 021-50
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Sources: Recompiled from MIC, FY2009 and 2014 Economic Census for Business Frame.

Number of enterprises = Number of companies + Business establishments of sole proprietors

In Economic Censuses, the “year the business establishment opened” is the year the business establishment
started doing business at its current location, not the year the company or enterprise was founded. Here, the “year
of establishment” is the year the oldest business establishment of the enterprise subject to the Economic Census

Notes: 1.
2.

opened, and data is aggregated accordingly.

Fig. 1-2-8 (2) Change in number of enterprises, by year of establishment (change from
2009 to 2014, SMEs, large enterprises)

Unit: 1000s of enterprises

Regular employees class 1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total
0 -182 -50 -59 +95 +1.7 -195
1-5 -200 -60 -81 +126 -0.9 -216
6-10 -26 -8.3 -1 +40 +0.1 -5.2
11-20 -12 -3.2 -4.7 +28 +0.2 +8.2
21-50 -5.8 -0.7 -0.1 +15 +0.1 +8.3
51-100 -1.7 +0.04 +1.2 +4.0 +0.03 +3.5
101-200 -0.9 +0.1 +0.7 +1.6 +0.01 +1.5
201-300 -0.4 +0.1 +0.3 +0.4 +0.00 +0.4
301-1,000 -0.2 +0.2 +0.4 +0.5 +0.01 +0.8
1,001-2,000 -0.1 +0.1 +0.1 +0.1 - +0.1
2,001-5,000 -0.02 +0.03 +0.04 +0.03 +0.001 +0.1
5,001- -0.02 +0.02 +0.01 +0.003 - +0.01
Total -430 -122 -153 +311 +1.2 -393
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Next, we look at a breakdown of the number manufacturing (down 33,000).
of enterprises as it changed from 2009 to 2014, by Looked at by year of establishment, for retail trade
industry sector.” Arranging the industry sectors from and services, there was a great decline among enterprises
biggest decline to smallest, retail trade was first, with a established in 1984 or earlier, but there were also many
drop of about 190,000 enterprises. It was followed by enterprises established in 2005 or later, so there have been
construction (down 64,000), services (down 44,000), and many market entries and exits.

Fig. 1-2-9 Change in number of enterprises, by industry sector (change from 2009 to
2014, SMEs, large enterprises)

11984 or earlier C—11985-1994 [—11995-2004 [—12005o0rlater [—3 Unknown —4— Total

(1,000 enterprises) (1,000 enterprises)
+350 - r +350
+300 - r +300
+250 - F +250
+200 - F +200
+150 - F +150
+100 - F +100
+50 - F +50
+0 L +0
50 F /0————% L .50
-100 | / ~a4 -38 - -100
-150 - r -150
200 F LTy - -200
-250 - r -250
-300 - r -300
-350 - - -350

Construction Manufacturing ~ Transportand Wholesale trade Retail trade Services Others
postal services

Sources: Recompiled from MIC, FY2009 and 2014 Economic Census for Business Frame.
Notes: 1. Number of enterprises = Number of companies + Business establishments of sole proprietors
2. In Economic Censuses, the “year the business establishment opened” is the year the business establishment
started doing business at its current location, not the year the company or enterprise was founded. Here, the “year
of establishment” is the year the oldest business establishment of the enterprise subject to the Economic Census
opened, and data is aggregated accordingly.

Fig. 1-2-9 (2) Change in number of enterprises, by industry sector (change from 2009
to 2014, SMEs, large enterprises)

Unit: 1000s of enterprises

1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total
Construction -63 -14 -9.2 +23 -0.1 -64
Manufacturing -39 -6.1 -5.5 +17 +0.5 -33
Transport and postal services =71 -3.0 2.3 +4.3 -0.1 -8.2
Wholesale trade -19 -5.1 -4.7 +14 -0.1 -14
Retail trade -176 -45 -76 +105 +1.2 -191
Services -94 -36 -44 +130 +0.5 -44
Others -31 -13 -12 +18 -0.7 -38
Total -430 -122 -153 +311 +1.2 -393

7) Services here include information and communications, scientific research and professional services, accommodations, living-related and
personal services, amusement services, education and learning support, medical, health care and welfare, compound services, and services (not
elsewhere classified).
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2. Structure of the number of workers at enterprises in Japan

Next, we look at the distribution of the number of
workers® by regular employees class and by year of
establishment (Fig. 1-2-10).

Looked at by year of establishment, the number of
workers at enterprises established in 1984 or earlier was
about 26.79 million, a majority of workers at about 56% of
the total. The category with the largest number of workers
was enterprises with 5,001 or more workers established
in 1984 or earlier, with about 5.87 million (about 12% of
the total).

Looking at the data by regular employees class, on the
other hand, enterprises with 20 or fewer made up about
32%, those with 100 or fewer about 50%, and those with
300 or fewer about 62%.

Looking at the distribution of number of workers,
at enterprises of regular employees class of 301 or
more, there is a high concentration of workers at older
enterprises, but at enterprises of 300 or fewer, that trend
is less pronounced, and younger enterprises have an
adequate number of workers.

Fig. 1-2-10 Number of workers, by regular employees class and by year of
establishment (2014, SMEs, large enterprises)

(1000s of

workers) 01984 or earlier O 1985-1994

0 1995-2004

02005 or later 7]

6,000

5,000

4,000

3,000

2,000

1,000

1984 or

earlier
1985-1994
1995-2004
2005 or later

Source: Recompiled from MIC, FY2014 Economic Census for Business Frame.

Note: In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing
business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is

aggregated accordingly.

8) Here, the number of workers includes sole proprietors themselves, unpaid persons in the sole proprietor’s family, paid executives, and

temporary employees.
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Fig. 1-2-10 (2) Number of workers, by regular employees class and by year of
establishment (2014, SMEs, large enterprises)

Unit: 1000s of workers

Regular employees class | 1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total Cumulative
percentage of total
0 1,002 445 432 410 20 2,310
@2.1%) (0.9%) (0.9%) (0.9%) (0.0%) (4.8%) (4.8%)
15 2,402 1,163 1,201 1,278 37 6,081
(5.0%) (2.4%) (2.5%) 2.7%) (0.1%) (12.7%) (17.5%)
6-10 1,174 602 692 761 18 3,248
(2.4%) (1.3%) (1.4%) (1.6%) (0.0%) (6.8%) (24.3%)
11-20 1,384 648 782 861 19 3,694
(2.9%) (1.4%) (1.6%) (1.8%) (0.0%) (7.7%) (32.0%)
21-50 2,233 876 1,019 880 16 5,023
(4.7%) (1.8%) (2.1%) (1.8%) (0.0%) (10.5%) (42.5%)
51-100 1,858 624 709 468 7.3 3,667
(3.9%) (1.3%) (1.5%) (1.0%) (0.0%) (7.6%) (50.1%)
101-200 1,969 568 617 359 5.2 3,517
(4.1%) (1.2%) (1.3%) (0.7%) (0.0%) (7.3%) (57.5%)
201-300 1,166 323 347 165 2.3 2,004
(2.4%) (0.7%) (0.7%) (0.3%) (0.0%) (4.2%) (61.6%)
301-1.000 3,386 819 772 387 5.3 5,369
’ (7.1%) (1.7%) (1.6%) (0.8%) (0.0%) (11.2%) (72.8%)
1,851 392 361 124 2.8 2,731
1,001-2,000 (3.9%) (0.8%) (0.8%) (0.3%) (0.0%) (5.7%) (78.5%)
2,492 397 331 17 2.4 3,340
2,001-5,000 (5.2%) (0.8%) 0.7%) (0.2%) (0.0%) (7.0%) (85.5%)
5.001- 5,872 655 328 97 0.0 6,952
’ (12.2%) (1.4%) (0.7%) (0.2%) (0.0%) (14.5%) (100.00%)
Total 26,789 7,512 7,591 5,907 136 47,935
(55.9%) (15.7%) (15.8%) (12.3%) (0.3%) (100.0%)
Next, Fig. 1-2-11 shows the distribution of the number enterprises with 1-5 regular employees, which had about
of workers at SMEs by regular employees class and by 6.08 million (about 18%). Enterprises with 20 or fewer
year of establishment. regular employees accounted for about 46% of the total.

The category with the highest percentage was

Fig. 1-2-11 Number of workers, by regular employees class and by year of
establishment (2014, SMEs)

(1000s of
workers) 01984 or earlier O 1985-1994 0O 1995-2004 O 2005 or later

6,000

5,000

4,000

3,000

2,000

1,000
1985-1994
1995-2004
2005 or later

Source: Recompiled from MIC, FY2014 Economic Census for Business Frame.

Note: In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing
business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is
aggregated accordingly.
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Chapter 2 Structural analysis of SMEs

Fig. 1-2-11 (2) Number of workers, by regular employees class and by year of
establishment (2014, SMEs)

Unit: 1000s of workers

) Cumulative
Regular employees class | 1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total percentage of total
0 1,002 445 432 410 20 2,310
(3.0%) (1.3%) (1.3%) (1.2%) (0.1%) (6.9%) (6.9%)
15 2,402 1,163 1,201 1,278 37 6,081
(7.1%) (3.5%) (3.6%) (3.8%) (0.1%) (18.1%) (25.0%)
6-10 1,174 602 692 761 18 3,248
(3.5%) (1.8%) (2.1%) (2.3%) (0.1%) (9.7%) (34.6%)
11-20 1,384 648 782 861 19 3,694
(4.1%) (1.9%) (2.3%) (2.6%) (0.1%) (11.0%) (45.6%)
21-50 2,233 876 1,019 880 16 5,023
(6.6%) (2.6%) (3.0%) (2.6%) (0.0%) (14.9%) (60.6%)
51-100 1,836 612 696 458 7,0 3,609
(5.5%) (1.8%) 2.1%) (1.4%) (0.0%) (10.7%) (71.3%)
101-200 1,779 512 546 319 45 3,160
(5.3%) (1.5%) (1.6%) (0.9%) (0.0%) (9.4%) (80.7%)
201-300 995 269 282 141 2.0 1,689
(3.0%) (0.8%) (0.8%) (0.4%) (0.0%) (5.0%) (85.7%)
301-1.000 1,707 481 464 228 2.4 2,883
’ (5.1%) (1.4%) (1.4%) (0.7%) (0.0%) (8.6%) (94.3%)
486 175 166 57 1.6 886
1,001-2,000 (1.4%) (0.5%) (0.5%) (0.2%) 0.0%) (2.6%) (96.9%)
383 72 78 46 0.0 579
2,001-5,000 (1.1%) 0.2%) (0.2%) 0.1%) 0.0%) (1.7%) (98.7%)
5.001- 275 120 55 0 0.0 449
’ (0.8%) (0.4%) (0.2%) (0.0%) (0.0%) (1.3%) (100.0%)
Total 15,655 5,975 6,413 5,438 129 33,610
(46.6%) (17.8%) (19.1%) (16.2%) (0.4%) (100.0%)
Next, we look at a breakdown of the number of workers by about 2.55 million at enterprises established in 2005 or
as it changed from 2009 to 2014 (Fig. 1-2-12). later, for a net decline of about 100,000 overall.
The number of workers declined by about 2.58 million The number of workers has declined steeply at
at enterprises established in 1984 or earlier, by about enterprises established in 1984 or earlier, but also risen
60,000 at those established in 1985-1994, and by about sharply at those established in 2005 or later. This indicates

20,000 at those established in 1995-2004, but increased that younger enterprises create many jobs.
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Fig. 1-2-12 Change in number of workers, by year of establishment (change from 2009

to 2014, SMEs, large enterprises)

O O employees 0O 1-5 0 6-10 0 11-20 021-50

O 51-100 O 101-200 0 201-300 @ 301-1000 0 1001-2000
(1000s of workers) - (1000s of workers)

- O
+4,000 — 2001-5000 5,001 or more & Total 44,000
+3,000 r +3,000
@ +2,554
+2,000 - r +2,000
+1,000 ~ r +1,000
+0 s =59 & =20 +0
-1,000 - L -1,000
-2,000 - + -2,000
2 -2,582
-3,000 - L -3,000
1984 or earlier 1985-1994 1995-2004 2005 or later

Sources:
Note:

Recompiled from MIC, FY2009 and 2014 Economic Census for Business Frame.
In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing

business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is

aggregated accordingly.

Fig. 1-2-12 (2) Change in number of workers, by year of establishment (change from 2009
to 2014, SMEs, large enterprises)

Unit: 1000s of workers

Regular employees class 1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total
0 -318 -100 -126 +127 +0.5 -416
1-5 -845 -282 -383 +447 -7.4 -1,070
6-10 -288 -96 -131 +359 +0.6 -155
11-20 -245 -70 -95 +458 +1.8 +50
21-50 -239 -40 -11 +491 +1.9 +201
51-100 -149 -4 +79 +292 +1.9 +220
101-200 -148 +4 +95 +234 +1.8 +187
201-300 -119 +24 +71 +101 +0.8 +77
301-1,000 -101 +86 +208 +255 +3.4 +451
1,001-2,000 -102 +104 +90 +81 +1.7 +176
2,001-5,000 -96 +80 +115 +79 +2.4 +181
5,001- +68 +235 +67 -371 - -0.5
Total -2,582 -59 -20 +2,5654 +9.5 -98
Next, we look at a breakdown of the number of workers sector.

by industry sector as it changed from 2009 to 2014 (Fig.
1-2-13).

Among the industry sectors where the number of
workers declined, the sharpest declines, in order, were
in construction (loss of about 430,000), transport and
postal services (loss of about 280,000), wholesale trade
(loss of about 120,000), and manufacturing (loss of about
110,000). Within the construction industry, increases in
number of workers at younger companies established in
2005 or later were not as great as the declines in older
enterprises, and the overall decline was greatest in this

Sectors with increases in the number of workers were,
in order of the size of increase, services (gain of about
910,000) and retail trade (gain of about 7,000). In the
services, the number of workers rose by 1.02 million at
enterprises established in 2005 or later, leading to a big
increase in number of workers in the sector. In retail trade,
the number of workers has declined steeply (by about
880,000) at enterprises established in 1984 or earlier, but
also rose by 860,000 at those established in 2005 or later,
and there was a gain of 7,000 overall.
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Fig. 1-2-13 Change in number of workers, by industry sector (change from 2009 to 2014,

SMEs, large enterprises)

O jer O — m] — O O Unk
(1000s of workers) 1984 or earlier 1985-1994 1995-2004 2005 or later Unknown & Total (1000s of workers)
+1,500 - r +1,500
+1,000 - * +914 + +1,000
+500 - - +500
+ . — . @—+6:6— +0
0 & -|108 & -[121 [ & -81
L & -276 —

500 - ®--1433 L -500
-1,000 - r -1,000
-1,500 - - -1,500

Construction Manufacturing  Transport and Wholesale trade  Retail trade Services Others
postal services
Sources: Recompiled from MIC, FY2009 and 2014 Economic Census for Business Frame.

Note:

In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing

business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is

aggregated accordingly.

Fig. 1-2-13 (2) Change in number of workers, by industry sector (change from 2009 to
2014, SMEs, large enterprises)

Unit: 1000s of workers

1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total
Construction -443 -87 -76 +176 -3 -433
Manufacturing -445 -19 +22 +331 +3 -108
Transport and postal services -207 +6.4 +43 -119 +1 -276
Wholesale trade -297 +23 -5.9 +158 +0.5 -121
Retail trade -884 +129 -107 +864 +5 +6.6
Services -145 -128 +159 +1,022 +6 +914
Others -162 +17 -54 +122 -3 -81
Total -2,582 -59 -20 +2,554 +9 -98

3. Structure of added value at enterprises in Japan

Fig. 1-2-14 shows the distribution of added value
created by enterprises in Japan by regular employees class
and by year of establishment.

Looked at by year of establishment, about 65% of
added value was created by enterprises established in
1984 or earlier. The data shows that, within that category,

enterprises with 301 or more employees created great
added value.

Looking at the data by regular employees class,
enterprises with 20 or fewer regular employees created
about 22% of the added value, and those with 300 or
fewer about 50%.
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Fig. 1-2-14 Amount of added value, by regular employees class and by year of
establishment (2011, SMEs, large enterprises)

(¥10 billion) 01984 or earlier 0 1985-1994 [ 1995-2004 O 2005 or later

4,000

3,500

3,000

2,500

2,000

1,500

1984 or

earlier
-’ 1985-1994
1995-2004
2005 or later

1,000

Source: Recompiled from MIC/METI, FY2012 Economic Census for Business Activity.

Note: In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing
business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is
aggregated accordingly.

Fig. 1-2-14 (2) Amount of added value, by regular employees class and by year of
establishment (2011, SMEs, large enterprises)

Unit: ¥10 billion
Regular employees class | 1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total Cumulative
percentage of total

0 177 114 123 80 0.6 495
(0.9%) (0.5%) (0.6%) (0.4%) (0.0%) (2.4%) (2.4%)

15 749 375 388 248 2.4 1,762
(3.6%) (1.8%) (1.9%) (1.2%) (0.0%) (8.5%) (10.9%)

6-10 453 221 249 175 1.2 1,100
(2.2%) (1.1%) (1.2%) (0.8%) (0.0%) (5.3%) (16.2%)

11-20 579 234 265 162 1.2 1,240
(2.8%) (1.1%) (1.3%) (0.8%) (0.0%) (6.0%) (22.2%)

21.50 957 332 342 181 25 1,814
(4.6%) (1.6%) (1.6%) (0.9%) (0.0%) (8.7%) (30.9%)

51-100 861 236 247 128 0.8 1,473
(4.1%) (1.1%) (1.2%) (0.6%) (0.0%) (7.1%) (38.0%)

101-200 944 227 238 114 1.1 1,524
(4.5%) (1.1%) (1.1%) (0.5%) (0.0%) (7.3%) (45.3%)

201-300 561 133 139 60 0.4 894
(2.7%) (0.6%) (0.7%) (0.3%) (0.0%) (4.3%) (49.6%)

301-1.000 1,834 352 318 139 10 2,653
’ (8.8%) (1.7%) (1.5%) (0.7%) (0.0%) (12.8%) (62.4%)

1,142 145 182 56 49 1,531
1,001-2,000 (5.5%) 0.7%) (0.9%) (0.3%) 0.0%) (7.4%) (69.8%)

1,617 252 170 37 0.0 2,076
2,001-5,000 (7.8%) (1.2%) (0.8%) (0.2%) (0.0%) (10.0%) (79.8%)

5.001- 3,666 278 100 145 0.0 4,189
’ (17.7%) (1.3%) (0.5%) (0.7%) (0.0%) (20.2%) (100.0%)

Total 13,540 2,899 2,761 1,527 25 20,752

(65.2%) (14.0%) (13.3%) (7.4%) (0.1%) (100.0%)

Fig. 1-2-15 shows the distribution of added value and 51-100 regular employees accounted for a high
created by SMEs by regular employees class and by year percentage of the added value. Looking at the data by
of establishment. regular employees class, enterprises with 20 or fewer

Looked at by year of establishment, about 53% of regular employees created about 41% of the added value,
added value was created by enterprises established in and those with 300 or fewer about 87%.

1984 or earlier. Within this category, those with 21-50
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Fig. 1-2-15 Amount of added value, by regular employees class and by year of

establishment (2011, SMEs)

(¥10 billion) 01984 or earlier 01985-1994  01995-2004 02005 or later

2,000
1,800
1,600
1,400
1,200
1,000

800

600

Source:
Note:

1985-1994
1995-2004
2005 or later

Recompiled from MIC/METI, FY2012 Economic Census for Business Activity.

In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing
business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is
aggregated accordingly.

Fig. 1-2-15 (2) Amount of added value, by regular employees class and by year of

establishment (2011, SMEs)

Unit: ¥10 billion
Regular employees class | 1984 or earlier 1985-94 1995-2004 2005 or later Unknown Total Cumulative
percentage of total

0 177 114 123 80 0.6 495
(1.6%) (1.0%) (1.1%) (0.7%) (0.0%) (4.4%) (4.4%)

1-5 749 375 388 248 24 1,762
(6.6%) (3.3%) (3.4%) (2.2%) (0.0%) (15.6%) (10.9%)

6-10 453 221 249 175 1.2 1,100
(4.0%) (2.0%) (2.2%) (1.5%) (0.0%) (9.7%) (29.7%)

11-20 579 234 265 162 1.2 1,240
(5.1%) (2.1%) (2.3%) (1.4%) (0.0%) (11.0%) (40.6%)

21-50 957 332 342 181 25 1,814
(8.5%) (2.9%) (3.0%) (1.6%) (0.0%) (16.0%) (56.6%)

51-100 850 234 240 126 0.8 1,450
(7.5%) (2.1%) (2.1%) (1.1%) (0.0%) (12.8%) (69.5%)

101-200 811 192 196 91 0.1 1,291
(7.2%) (1.7%) (1.7%) (0.8%) (0.0%) (11.4%) (80.9%)

201-300 456 96 108 33 0.3 694
(4.0%) (0.9%) (1.0%) (0.3%) (0.0%) (6.1%) (87.0%)

301-1.000 668 149 125 49 0.7 991
’ (5.9%) (1.3%) (1.1%) (0.4%) (0.0%) (8.8%) (95.8%)

145 36 34 20 0.0 235
1,001-2,000 (1.3%) (0.3%) (0.3%) (0.2%) (0.0%) 2.1%) (97.8%)

132 13 14 12 0.0 171
2,001-5,000 (1.2%) (0.1%) (0.1%) (0.1%) (0.0%) (1.5%) (99.3%)

5.001- 57 6.3 11 0.0 0.0 74
’ (0.5%) (0.1%) (0.1%) (0.0%) (0.0%) (0.7%) (100.0%)

Total 6,034 2,004 2,095 1,177 10 11,320

(53.3%) (17.7%) (18.5%) (10.4%) (0.1%) (100.0%)
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4. State of labor productivity, based on regular employees class and year of establishment

Here we analyze the state of labor productivity by
regular employees class and year of establishment.

Fig. 1-2-16 analyzes the situation at enterprises in
Japan overall, combining SMEs and large enterprises.
It shows that the larger the regular employees class, the
higher the average and median labor productivity (e.g.,
amount of added value per person) tends to be.”

Looking at each regular employees class, among
enterprises that responded “0” or “1-5,” the older the
company, the lower the labor productivity tended to be.
The class “6—10” is a transition zone, then enterprises in

the “11-20” and “21-50 classes tended to have greater
labor productivity the older they were.

On the other hand, at enterprises in the “51-100”
class, labor productivity at younger enterprises, those
established in 2005 or later, tended to be higher than that
at older enterprises. This is believed to mean that there
are a certain number of enterprises that grew in scale in
a short time into enterprises with high labor productivity,
and that labor productivity was boosted by enterprises
like these.

Fig. 1-2-16 Labor productivity, by regular employees class and by year of establishment

(2011, SMEs, large enterprises)

01984 or earlier [0 1985-1994 @ 1995-2004 2005 or later @ Average, by scale A Median, by scale
(¥10,000) (¥10,000)
800 - r 800
700 - 700
— 596
600 - 504 ] 539 [ e r 600
490 — e — *
500 o[ e - 500
400 - — —® - 1 ). 433 | 400
] Fﬁ A 380 389
300 - A 4 354 - 300
191 305 310
200F e - 200
100 - A‘ 100
i
1 1
0 0 employees 1-5 6-10 11-20 51-100 101-200 201-300 301-1,000

Source: Recompiled from MIC/METI, FY2012 Economic Census for Business Activity.

Note: In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing
business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is

aggregated accordingly.

Fig. 1-2-16 (2) Labor productivity, by regular employees class and by year of
establishment (2011, SMEs, large enterprises)

Unit: ¥10,000

Regular employees class 1984 or earlier 1985-94 1995-2004 2005 or later Average, by scale | Median, by scale
0 158 208 232 227 191 93
1-5 297 337 349 324 320 221
6-10 399 410 413 365 399 305
11-20 440 410 397 364 413 310
21-50 463 439 409 386 438 327
51-100 517 451 440 513 490 354
101-200 534 483 494 605 524 380
201-300 538 506 540 643 539 389
301-1,000 613 507 578 684 596 433

9) Here, labor productivity is calculated as amount of added value divided by number of workers. The calculation aggregates only data from
enterprises that indicated their sales, etc., so that added value could be calculated. The number of workers at those enterprises where added
value could not be calculated (i.e., those that did not reply) was excluded to calculate results.
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Fig. 1-2-17 analyzes labor productivity only at SMEs, labor productivity tended to be, but in larger classes, the
by regular employees class. Up to the class “51-100,” the change in labor productivity was smaller, and in fact labor
greater the number of regular employees, the higher the productivity tended to decline in the “301-1,000” class.

Fig. 1-2-17 Labor productivity, by regular employees class and by year of establishment
(2011, SMEs)

01984 or earlier 0 1985-1994 O 1995-2004 02005 or later @ Average, by scale A Median, by scale
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Source: Recompiled from MIC/METI, FY2012 Economic Census for Business Activity.

Note: In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing
business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is
aggregated accordingly.

Fig. 1-2-17 (2) Labor productivity, by regular employees class and by year of
establishment (2011, SMEs)

Unit: ¥10,000

Regular employees class 1984 or earlier 1985-94 1995-2004 2005 or later Average, by scale | Median, by scale

0 158 208 232 227 191 93
1-5 297 337 349 324 320 221
6-10 399 410 413 365 399 305
11-20 440 410 397 364 413 310
21-50 463 439 409 386 438 327
51-100 516 452 436 512 490 354
101-200 505 454 462 559 493 368
201-300 514 440 510 439 498 375
301-1,000 465 371 399 417 437 332
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Next, we look at labor productivity in each industry
sector by regular employees class. Fig. 1-2-18 looks atlabor
productivity in each industry sector by regular employees
class at enterprises in Japan overall, combining SMEs
and large enterprises. In construction, manufacturing, and

wholesale trade, labor productivity tends to be higher the
larger the regular employees class, but in transport and
postal services, retail trade, and services, that trend is less
pronounced.

Fig. 1-2-18 Labor productivity in each industry sector, by regular employees class

(SMEs, large enterprises)
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Source: Recompiled from MIC/METI, FY2012 Economic Census for Business Activity.

Note:

In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing

business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is

aggregated accordingly.
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Fig. 1-2-19 looks at labor productivity in each industry saw in Fig. 1-2-18, peaks at 201-300 in manufacturing
sector by regular employees class at just SMEs. Labor and at 101-200 in wholesale trade, and tends to decline at
productivity in each industry sector at just SMEs, as we larger regular employees classes.

Fig. 1-2-19 Labor productivity in each industry sector, by regular employees class
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Source: Recompiled from MIC/METI, FY2012 Economic Census for Business Activity.

Note: In Economic Censuses, the “year the business establishment opened” is the year the business establishment started doing
business at its current location, not the year the company or enterprise was founded. Here, the “year of establishment”
is the year the oldest business establishment of the enterprise subject to the Economic Census opened, and data is
aggregated accordingly.
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Section3 Summary

This chapter started with an overview of trends in the
number of SMEs and number of workers there. It showed
a decline in the number of small enterprises; by industry
sector, there was a decline in retail trade. A look at trends
in the numbers of suspensions, closures, dissolutions,
and bankruptcies shows that the number of suspensions,
closures, and dissolutions, which had been on a rising
trend in the past 10 years, had decreased more recently,
while the number of bankruptcies has been declining for
nine straight years.

Next, there was an overview of the status and changes
in the number of enterprises, the number of workers
they have, and the added value they create, based on the
regular employees class and the year of establishment.
We found that enterprises of regular employees class of
five or fewer made up about 80% of all enterprises, and in
terms of enterprise history, enterprises with five or fewer
regular employees that were established in 1984 or earlier
were more than 30% of the total. On the other hand,
looking at changes in the number of enterprises between
2009 and 2014, there was a big decline in the number of
enterprises with five or fewer regular employees that were
established in 1984 or earlier.

Next, looking at the structure of the number of workers,
we found that enterprises of regular employees class of 20
or fewer accounted for about 30% of all employees, and
those of regular employees class of 100 or fewer made
up about 50%. Breaking down changes in the number of
workers between 2009 and 2014, the number of workers
has declined steeply at enterprises established in 1984 or
earlier, but also risen sharply at those established in 2005
or later, indicating that younger enterprises create many
jobs.

Looking at the structure of added value, we found that
enterprises of regular employees class of 20 or fewer
created about 20% of added value, and when the regular
employees classes up to 300 or fewer were included, the
proportion was about 50%.

Finally, we analyzed the labor productivity of
enterprises, based on the regular employees class and years
of history. The analysis shows that the larger the regular
employees class, the higher the average and median labor
productivity tends to be. Looked at by industry sector,
however, in construction, manufacturing, and wholesale
trade, labor productivity is higher the larger the regular
employees class, but in transport and postal services,
retail trade, and services, that trend is less pronounced.
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Column 1-2-2 Enterprise growth factors and inter-enterprise networks

Determining what factors regulate enterprise growth is an important question in terms of
policy, and there is also plenty of research on that question academically. Such research that focuses
on enterprise age gets a lot of attention, and research by Haltiwanger et al. is the most cited article
in The Review of Economics and Statistics. Their paper focuses on job expansion as an enterprise
growth factor. It concludes that growth at younger enterprises has a high macro job creation effect.
This suggests that if the goal of policy is to promote job creation, focusing on enterprise age and
supporting younger enterprises would be effective. Similarly in Japan, the younger the enterprise,
the greater the growth rate in terms of number of employees and the greater the job creation
effect. It has also been found that younger enterprises expand their “earning power” through
increased sales as a sign of their enterprise growth (Fig. Column 1-2-2 (1)). In Japan, however, there
are few market entries and exits, which means that enterprises are getting older. As a result, the
macro job creation effect and “earning power” expansion effect that young enterprises bring
would seem limited.

Fig. Column 1-2-2 (1) Enterprise age and growth rate®
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What kind of enterprise growth policies would be effective when enterprises are growing older
like this? A research project by the Research Institute of Economy, Trade and Industry (RIETI) is
doing a multi-faceted analysis on the factors that regulate enterprise growth. This analysis shows a
strong correlation between enterprise growth and inter-enterprise networks, but the nature of that
correlation varies by enterprise age. For younger enterprises, developing new business partners is
important, but at older enterprises, stable business relationships lead to enterprise growth (Fig.
Column 1-2-2 (2)). This suggests that supporting the development of business relationships in ways
aligned to enterprises’ ages would be effective.

10) Fujii, Saito and Senga (2017) analysis results.
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Fig. Column 1-2-2 (2) Effect of inter-enterprise networks on enterprise growth, by enterprise
age'
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Additionally, in the last 10 years, the environment that SMEs face has undergone great structural
changes. Enterprises are growing older, and so are their representatives. The problem of finding
successors at SMEs in a society with a declining birthrate and aging population has been pointed
out, and as this problem develops, enterprise representatives are growing older. According to
Ogura and Saito (2018), the aging of their representatives inevitably leads some enterprises to
exit the market and puts shackles on enterprise growth. As the age of the representative rises, the
more inflexible inter-enterprise business relationships become and the more difficult it becomes to
develop new business relationships.

Further, a comparison of urban areas and outlying regions'? shows that the aging of
representatives is further along in the outlying regions (Fig. Column 1-2-2 (3)). It is inferred that
representative turnover happens infrequently in the outlying regions, which causes the age of
the representative to rise further. According to Ogura and Saito (2018), differences are observed
between urban areas and outlying regions in terms of inter-enterprise networks. It has been shown
that in the outlying regions, chain reactions of enterprise exits from the market can happen easily.
It is inferred that in the outlying regions, enterprises are pulled into exiting the market if a business
partner exits the market. The low density of enterprises means there are no other enterprises nearby
to replace partners leaving the market, and developing new business partners is difficult. Support
appropriate to the locality is also important in terms of business relationship development support.

The research findings mentioned here are an analysis of enterprise-level business relationship
data from Tokyo Shoko Research, Ltd. Work to build a database began 10 years ago. Now, it is a
world-class data set that academic researchers can access. In a project of the Ministry of Economy,
Trade and Industry and the SME Agency in cooperation with RIETI, research findings with high added
value academically are being accumulated. A government-academic partnership for evidence-based
policy making (EBPM) based on these research findings is moving forward. Further analysis and
collaboration are expected going forward.

11) Prepared in FY2017 research contracted out by SME Agency and based on Fujii, Saito and Senga (2017). SME Agency
collaborates with Research Institute of Economy, Trade and Industry (RIETI) to perform analysis probing changes in the
management environment in the next 10 years and the state of policy, based on structural changes affecting SMEs in the past 10
years.

12) Here, “urban areas” is defined as Tokyo Metropolis, Kanagawa Prefecture, Saitama Prefecture, Chiba Prefecture, Aichi
Prefecture, Osaka Prefecture, and Kyoto Prefecture. “Outlying regions” is defined as all localities in Japan other than the urban
areas. The analysis uses data from Tokyo Shoko Research. The number of data points varies each year, but in 2016 they included
542,854 enterprises in urban areas and 738,586 in outlying regions.
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Fig. Column 1-2-2 (3) Average age of representative and representative turnover rate in urban
areas and outlying regions'
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13) Ogura and Saito (2018) analysis results.



Chapter 3
Labor productivity of SMEs

As we confirmed in Chapter 1, the circumstances surrounding SMEs are improving, such as the

achievement of record high ordinary profits. On the other hand, SMEs are also facing problems
such as a serious shortage of labor and concerns about stagnating labor productivity.

As the population is expected to decrease further, it is important for the growth of the Japanese
economy that SMEs increase labor productivity and strengthen their earning power.

In this chapter, we will focus on the labor productivity of SMEs and analyze their current
situation and the relationship with enterprise behavior.

Section 1 Changes in labor productivity of SMEs

1. Current status of labor productivity of SMEs

First, we will confirm the change in value added per
employee (labor productivity) by enterprise size (Fig.
1-3-1). Looking at large enterprises, the value added per
employee fell dramatically after the Lehman crisis, but
has generally been on a recovery trend thereafter. On the

other hand, looking at SMEs shows that value added per
employee has been consistently flat, and since 2009 the
disparity in value added per employee of large enterprises
and of SMEs has continued to expand.
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Fig. 1-3-1

Added value per employee (labor productivity), by enterprise size
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Source:
Notes: 1.
capital of less than ¥100 million.
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MOF, Financial Statements Statistics of Corporations by Industry, Annually.
Large enterprises here refer to enterprises with a capital of ¥1 billion or more, and SMEs refer to enterprises with a

2. Prior to the 2006 survey, Value added = Net operating profit (Operating profit — Interest paid, etc.) + Officer salaries +
Employee salaries + Social welfare expenses + Interest paid + Property and real estate rental fees + Taxes and public
charges, and from the 2007 survey onwards, bonuses to directors as well as employee bonuses have been added.

Next, we will look at the value added per hour of
employee working hours (labor productivity per hour).
Due to constraints in the statistical data, it is difficult to
accurately calculate hourly labor productivity of SMEs in
accordance with the definition of SME under the Small and
Medium-sized Enterprise Basic Act, but in this chapter we
will try to estimate the labor productivity of SMEs using
METTI’s Basic Survey of Japanese Business Structure and
Activities and the SME Agency’s Basic Survey of Small
and Medium Enterprises, and so on."

First, Fig. 1-3-2 shows the result of calculating
the labor productivity per hour by enterprise size for
different industries, using METI’s Basic Survey of
Japanese Business Structure and Activities, etc. Although
the difference between large enterprises is slight in
accommodations, eating and drinking services, as well
as services (not elsewhere classified), we can see that
the level of labor productivity per hour of SMEs in all
seven industries shown here is lower than that of large
enterprises.

1) Since it is not possible to obtain data on working hours for each enterprise in the Basic Survey of Japanese Business Structure and Activities
and the Basic Survey of Small and Medium Enterprises, we obtained the working hours by industry category, by large enterprise/SME,
and by type of employment for each year using the Basic Survey on Wage Structure, and applied them uniformly. Since we assumed that
the respective per capita working hours of general regular workers and part-time regular workers of large enterprises (or SMEs) belonging
to the same industry category are the same, if the per capita working hours of a certain enterprise are fewer than the industry average,
care must be taken that the labor input of that enterprise is calculated excessively (labor productivity is underestimated). Moreover, in the
calculation of working hours from the Basic Survey on Wage Structure, we considered SMEs with 99 or less regular employees in wholesale
trade, retail trade, scientific research, professional and technical services, accommodations, eating and drinking services, living-related and
personal services and amusement services, as well as services (not elsewhere classified), and SMEs with 299 or less regular employees in
construction, manufacturing, information and communications, transport and postal services, as well as real estate and goods rental and

leasing.
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Fig. 1-3-2 Level of labor productivity per hour as seen by enterprise size
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Sources: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities and MHLW, Basic Survey on Wage
Structure.
Notes: 1. Indicates the value added per hour of working hours in fiscal 2015.
2. Value added = Operating profit + (Total wages + Social welfare expenses) + Property and real estate rental fees + Taxes
and public charges + Depreciation expenses

respectively (Fig. 1-3-3), we can confirm that the
difference with large enterprises in labor productivity per
hour is greater in six of the seven industries shown here.

Next, in order to compare the difference between labor
productivity per hour and labor productivity per capita,
the labor productivity of SMEs is standardized using the
labor productivity of large enterprises as 100. Although
a significant difference cannot be seen when confirmed

Fig. 1-3-3 Gap between labor productivity of large enterprises and SMEs as seen by
labor productivity per hour/labor productivity per capita
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Structure.
Note:

In regards to the value added per hour of working hours and the value added per employee in fiscal 2015, the labor

productivity of SMEs has been indexed using the labor productivity of large enterprises as 100 for each respective

industry.
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Furthermore, Fig. 1-3-4 shows the result of re-editing
and processing the Basic Survey of Small and Medium
Enterprises. Labor productivity for SMEs that is closer to
reality can be calculated from the data in the Basic Survey
of Small and Medium Enterprises, since its scope includes
small enterprises and sole proprietors, which the Basic
Survey of Japanese Business Structure and Activities does

not. Comparing Fig. 1-3-2 and Fig. 1-3-4, we can see
that the labor productivity of SMEs is lower according
to the Basic Survey of Small and Medium Enterprises.
This suggests that the labor productivity of small-scale
enterprises not subject to the Basic Survey of Japanese
Business Structure and Activities is relatively low?.

Fig. 1-3-4 Level of labor productivity per hour in SMEs
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Sources: Recompiled from SME Agency, Basic Survey of Small and Medium Enterprises and MHLW, Basic Survey on Wage

Structure.
Notes: 1.

Indicates the value added per hour of working hours in fiscal 2015.

2. Value-added = Labor costs + Depreciation costs of cost of sales + Personnel costs + Rent + Depreciation costs of
selling and general administrative expenses + Employee training costs + Taxes and public charges + Interest and

discount expense + Ordinary profit

As we have seen above, the disparity in labor
productivity between SMEs and large enterprises was also
confirmed when looking at labor productivity per hour,
and in many industries, we find that the disparity is bigger
when looking at labor productivity per hour compared to
looking at labor productivity per capita. As SMEs proceed
with efforts towards improving productivity, it will be
important for them to have greater awareness of labor
productivity per hour.

Finally, we made an international comparison of
Japan’s labor productivity as well as its average increase
in labor productivity between 2010 and 2016 among the
OECD member countries in 2016 (Fig. 1-3-5). Looking
first at labor productivity, Japan is ranked 21st among the
35 member countries and is below the OECD average,
being at a level which is about half that of top-ranked
Ireland. Even when looking at the average increase
in labor productivity, Japan ranks 22nd among the 35
member countries with a rate of 0.6%, also below the
average.

2) It should be noted that the Basic Survey of Japanese Business Structure and Activities and the Basic Survey of Small and Medium Enterprises
cannot be compared in simple terms because the scope of the surveys are different in some industry categories.
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Fig. 1-3-5

Labor productivity (2016)

Labor productivity of OECD member countries

Average labor productivity growth (2010 — 2016)

Ireland E 1 168,724 =
Luxembourg ; E 1 144,273 Ireland 1 E 5.7
U.S. 3E 122,986 Turkey 2 E———32
Norway 4 E 1117,792 Latvia 2 ,:é%S
Switzerland 5E 1 115,900 SIPoIar]d 5 —
Belgium 6 E 1114,759 A O\ienlla 3 S—t
Austria 7E 104,971 i Y ——14
France 8 E 1 104,347 Sou%%grgg 8 =13
Netherlands 9E 103,639 Chile 9 =13
ltaly 10 E } 102,107 Estonia 10 =12
Denmark 11 & ' 100,491 lceland 11 =11
Sweden 12 £ 199,859 Mexico 12 =11
Australia 13 1 97,949 Czech Republic 13 E==1.0
Germany 14 £ ' 97,927 Canada 14 E==10
Finland 15— 97,339 Sweden 15 =09
Spain 16— 92,328 Netherlands 16 0.9
Iceland 17— 90,197 Spain 17 E=0.7
U.K. 1§/ 88,427 Non/vay 18 E=07
Canada e e 88’359 Belgium 19 ::I 07
Israel 20— 86,418 New Zealand 20 £ 0.6
Japan 21— 81777 us. 21 E=0.6
Slovenia 22 F— 75420 Japan 22 =06
c New Zealand %2 S — 7724232257 b rtU.K.I %2 = 82
ze¢ ?’%L:késcl 25 F—— 71,323 Frangce 25 =05
Greece 26— 70,692 Denmark 26 B=04
South' Korea 27 E=— 69,833 Luxembourg 27 50.3
Portugal 28F————— 68,749 Germany 28 50.3
Slovakia 29 F—— 66,728 Austria 29 B0.3
Poland 30 F—— 65,158 _Finland 30 50.3
Estonia 31 F—— 60,491 Switzerland 31 £0.1
Hungary 32 B=—— 60,195 ltaly 32 0.5 =
Latvia 33— 56,923 Isragl 33 0.5 =
Chile 34 F=———= 52,881 Hungary 34 0.7 =
Mexico 35 E=—— 44,177 Greece 35 1.0 =
OECD average 192,735 ) , OECD average . E=0.7 ) ) |
0 50,000 100,000 150,000 200,000 -2.0 0.0 2.0 4.0 6.0 8.0
(PPP conversion, $US) (%)
Source: Japan Productivity Center, Productivity Trends in Japan 2017.
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.

2. Classification and characteristics of labor productivity

Next, we will analyze the changes in the number of
employees, value added® and labor productivity” of SMEs
over a 10-year period from 2006, using about 11,000
items of data from the Basic Survey of Japanese Business
Structure and Activities®. In the analysis we confirmed the
distribution by plotting the rate of change in number of
employees over the 10 years on the horizontal axis, and
the rate of change in value added on the vertical axis®.
In the distribution of the rate of change of employees and
the rate of change in value added, the 45-degree line is a
line showing whether the rate of change in value added
exceeds the rate of change in employee number—in
other words, it is a line that indicates a change in labor
productivity. If a plotted point exceeds the 45-degree
line, this is showing a situation where the rate of change

in value added exceeds the rate of change in employee
number, which is to say that the distribution is showing
a region where labor productivity is improving. In the
following, we classified changes in the productivity of
an enterprise into six regions by utilizing three axes—the
rate of change in number of employees on the horizontal
axis, the rate of change in value added on the vertical axis,
and the partition of labor productivity improvement on
the 45-degree line—and then analyzed the results (Fig.
1-3-6).

Region [1] “Efficient Growth” is a region in which
the growth rate in the value added exceeds the growth
rate in the number of employees, while both the number
of employees and value added are increasing, and labor
productivity is improving. Enterprises classified as

3) Value added = Operating profit + (Total wages + Social welfare expenses) + Property and real estate rental fees + Taxes and public charges +

Depreciation expenses
4) Labor productivity = Value added / Number of employees

5) The Basic Survey of Japanese Business Structure and Activities conducted by the Ministry of Economy, Trade and Industry is for enterprises
with 50 or more workers and capital or investment of ¥30 million or more. As a panel we analyzed enterprise data from 2006 (2007 Basic
Survey of Japanese Business Structure and Activities) to 2015 (2016 Basic Survey of Japanese Business Structure and Activities).

6) We referenced Nagayama (2017) for the approach and methodology of this analysis. Calculation formulas for the rate of change in the
number of employees and the rate of change in value added analyzed using the Basic Survey of Japanese Business Structure and Activities in

this section are as follows.

Rate of change in the number of employees = (Number of employees in 2015 — Number of employees in 2006) / Number of employees in

2006

Rate of change in value added = (Value added in 2015 — Value added in 2006) / Value added in 2006
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“Efficient Growth” in Region [1] have improved labor
productivity while expanding the scale of employees, and
are considered to be achieving sound corporate growth.

Region [2] “Efficiency” is a region where although the
growth rate in the number of employees is decreasing, the
growth rate in the value added is increasing, and labor
productivity is improving. It is anticipated that the labor
force will decline in the future, and aiming for Region
[2], “Efficiency” can be considered one option for raising
labor productivity under a business environment where it
will be difficult to increase the number of employees.

Region [3] “Contraction” is a region where although
both the number of employees and value added are
decreasing, the rate of decrease in the value added is not as
great as the rate of decrease in the number of employees,
and is therefore a region where labor productivity is
improving. The regions up to this point, Region [1]
“Efficient Growth,” Region [2] “Efficiency,” and Region
[3] “Contraction,” are regions where labor productivity is
improving.

Continuing on, Region [4] “Decline” is a region where
the rate of decrease in the amount of value added is greater
than the rate of decrease in the number of employees, and
labor productivity has declined. Since decreasing the
number of employees and decreasing the value added runs

Fig. 1-3-6

45-degree line

[6] Inefficient Growth

[5] Inefficiency

Growth rate in value added

[4] Decline

Growth rate in number of employees

Fig. 1-3-7 is a scatter plot of changes in productivity
of SMEs between 2006 and 2015. The percentage of the
number of enterprises in Region [1] “Efficient Growth” is
about 21%, which shows that they have improved labor
productivity while increasing the number of employees.

the risk of falling into a negative cycle and proceeding
further in the direction of decline, this region cannot be
considered a desirable situation from the viewpoint of
business continuity.

Region [5] “Inefficiency” is a region where although
the number of employees is increasing, value added is
decreasing, and the labor productivity is declining. One
can suppose there are cases which may be temporarily
classified into this region due to circumstances where
the number of employees increases, for example, in
conjunction with the start of a new business or when there
has been implementation of M&A, but creating value
added commensurate with the increase in the number of
employees would likely move an enterprise into a region
of improving labor productivity.

Region [6] “Inefficient Growth” is a region where
both the number of employees and value added are
increasing, but the growth rate in the number of
employees is greater than the growth rate in the value
added. It is a region where labor productivity is declining,
and can be considered a region in which value added
cannot be created corresponding to the increase in the
number of employees. Region [4] “Decline,” Region [5]
“Inefficiency,” and Region [6] “Inefficient Growth” are
regions where labor productivity is declining.

Classification of productivity change (6 types)

Crmmitn £ Growth rate in

Region in number of o Labor productivity
employees
] Stttz Increase Increase Improve
Growth P

[2] Efficiency Decrease Increase Improve
[3] Contraction Decrease Decrease Improve
- Decrease Decrease Decline
- Increase Decrease Decline
- Increase Increase Decline

On the other hand, about 25% are in Region [4] “Decline,”
where value added has decreased more than the rate of
decrease in the number of employees, and we can see that
this accounts for the highest percentage among the six

types.



Part] Developments among SMEs in fiscal 2017

Fig. 1-3-7 Distribution of the 6 types of productivity change (SMEs)
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Source: Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.

Notes: 1. Compiled with enterprises that continued to exist from the 2007 Basic Survey of Japanese Business Structure and
Activities up to the time of the 2016 Basic Survey of Japanese Business Structure and Activities, and that satisfied
the definition of SME under the Small and Medium-sized Enterprise Basic Act at the time of the 20716 Basic Survey of
Japanese Business Structure and Activities.

2. Partially-expanded drawing (excludes data beyond the range of -200% to 300%)

Region ElEti er:]t;(i)r;/:::\ L Growtha:jaéz ciin value Labor productivity Percentage of enterprises
[1] Efficient growth Increase Increase Improve 21.2%
[2] Efficiency Decrease Increase Improve 13.2%
[3] Contraction Decrease Decrease Improve 11.9%
[4] Decline Decrease Decrease Decline 25.3%
[5] Inefficiency Increase Decrease Decline 15.5%
[6] Inefficient Growth Increase Increase Decline 12.9%

Fig. 1-3-8 shows a calculation of the percentage of the are in Region [4] “Decline.” As determined in Fig. 1-3-
six types of productivity change among large enterprises 1, we confirmed that the labor productivity of SMEs as
during the same period (between the two points in a whole has been stagnating and that the disparity with
2006 and 2015) and a comparison of the percentage of large enterprises is expanding, yet we can see that even
SMEs in Fig. 1-3-7 mentioned above. Comparing the in individual enterprises, the percentage of enterprises
percentages, we can see that a higher percentage of large that are experiencing reduced labor productivity is high
firms are in Region [1] “Efficient Growth” and Region [6] compared to large enterprises.

“Inefficient Growth,” while a higher percentage of SMEs

63



64

Chapter 3 Labor productivity of SMEs

Fig. 1-3-8 Percentage comparison for each of the 6 types of productivity change

(%) [ Percentage of the number of enterprises among SMEs [] Percentage of the number of enterprises in large enterprises
30
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25.3
25 -
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15.5 -
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10.5
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5 |-
1 1 J
[1] Efficient Growth [2] Efficiency [3] Contraction [4] Decline [5] Inefficiency [6] Inefficient Growth

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

Note: Compiled with enterprises that continued to exist from the 2007 Basic Survey of Japanese Business Structure and Activities

up to the time of the 2076 Basic Survey of Japanese Business Structure and Activities, and that satisfied the definition of
SME under the Small and Medium-sized Enterprise Basic Act at the time of the 2016 Basic Survey of Japanese Business

Structure and Activities.

Next, we will look at the composition of the six
types of productivity change by industry (Fig. 1-3-
9). The industry with the largest percentage in Region
[1] “Efficient Growth” was construction, followed by
information and communications, and then by wholesale

trade. Meanwhile, the manufacturing industry had the
greatest percentage in Region [4] “Decline,” followed by
information and communications, and by wholesale trade.

Fig. 1-3-9 Percentage of the 6 types of productivity change by industry (SMEs)

[ [1] Efficient Growth [ [2] Efficiency [ [3] Contraction [] [4] Decline [ [5] Inefficiency [ [6] Inefficient Growth

Construction
(n=200) S |

120 |

19.5 ]

[ 1o [ 125 | 105 |

Manufacturing

(n=6,226) 199 ]\

27.7 \’ 125 |

Wholesale trade -
(n=2,193) 233 l

\] 23.3 \ 125 |

Retail trade '
(n=816) 22 |

] 21.6 \ 147 |

Information and

communications

145 |

25.7 \]
(n=518) -

] 234 \

Services
(n=676) 203 |

] 21.7 14.6

Other l 223 ‘

] 16.6 \ 166 | 149 |

(n=175) 156

0

Source:
Note:

100 (%)

Recompiled from METI, Basic Survey of Japanese Business Structure and Activities.
Compiled with enterprises that continued to exist from the 2007 Basic Survey of Japanese Business Structure and Activities

up to the time of the 2076 Basic Survey of Japanese Business Structure and Activities, and that satisfied the definition of
SME under the Small and Medium-sized Enterprise Basic Act at the time of the 2016 Basic Survey of Japanese Business

Structure and Activities.

Next, we will look at the composition of the six types
of productivity change by employee size (Fig. 1-3-
10). A high percentage of enterprises with 301 or more
employees are in Region [1] “Efficient Growth” and

Region [6] “Inefficient Growth,” whereas in the 50-100
employees segment, which is the smallest segment, we
find that a high percentage of enterprises are in Region [3]
“Contraction” and Region [4] “Decline.”
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Fig. 1-3-10 Percentage of the 6 types of productivity change by size (SMEs)

[ [1] Efficient Growth [ [2] Efficiency [ [3] Contraction [ [4] Decline [ [5] Inefficiency [ [6] Inefficient Growth

50-100 employees

(n=4,196) 15.6 15.1 16.5 32.4 134 6.9
101-300 employees

(n=5.217) 24.0 12.7 9.2 22.3 17.2 14.8

301 or more employees 27.9 08 78 15.5 15.2 23.9
(n=1.391) d ! d ! b !
J
0 100 (%)

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

Note: Compiled with enterprises that continued to exist from the 2007 Basic Survey of Japanese Business Structure and Activities
up to the time of the 2076 Basic Survey of Japanese Business Structure and Activities, and that satisfied the definition of
SME under the Small and Medium-sized Enterprise Basic Act at the time of the 2016 Basic Survey of Japanese Business
Structure and Activities.

Finally, we will look at the composition of the six types 31 to 40 years and over 40 years, we can see that there
of productivity change by business history (Fig. 1-3-11). is a tendency for the proportion in Region [1] “Efficient
Enterprises with a business history of 21 to 30 years Growth” to decrease, and the proportion in Region [4]
compose the largest percentage in Region [1] “Efficient “Decline” to be higher.

Growth,” but as the business history gets longer, from

Fig. 1-3-11 Percentage of the 6 types of productivity change by business history (SMEs)

[ [1] Efficient Growth [ [2] Efficiency [] [3] Contraction [] [4] Decline [][5] Inefficiency [][6] Inefficient Growth

11-20 years

(n=512) 26.6 ‘ 12.3 ‘ 10.2 ‘ 213 141 ‘ 15.6
21-30 years

(n=903) 28.8 ‘ 11.8 ‘ 10.4 ‘ 17.5 14.7 16.7
31-40 years

(n=1,314) 23.6 ‘ 11.9 ‘ 11.2 ‘ 21.6 15.8 15.9
Over 40 years

(n=8,009) 19.7 ‘ 13.6 ‘ 12.1 ‘ 271 15.6 11.8

|
0 100(%)

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

Note: Compiled with enterprises that continued to exist from the 2007 Basic Survey of Japanese Business Structure and Activities
up to the time of the 2016 Basic Survey of Japanese Business Structure and Activities, and that satisfied the definition of
SME under the Small and Medium-sized Enterprise Basic Act at the time of the 2016 Basic Survey of Japanese Business
Structure and Activities.
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As we have seen in this section, three types of
improvement in labor productivity were confirmed for
enterprises that have increased labor productivity in the
past 10 years. There are some enterprises like those in
Region [1] “Efficient Growth,” seeking to increase the
growth rate in value added more than the growth rate
in the number of employees, thereby improving labor
productivity, enterprises as in Region [2] “Efficiency”
that have improved labor productivity while reducing the
growth rate in the number of employees, and enterprises

as in Region [3] “Contraction,” where although both the
growth rate in the number of employees and value added
are decreasing, the rate of decrease in the value added is
low, and as a result, labor productivity is increasing.

In the next section, we will analyze what kind of
investment activity and management initiatives enterprises
that improved labor productivity have undertaken, based
on information obtained in a questionnaire survey.
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Section 2 Labor productivity and enterprise behavior of SMEs

In this section, we will analyze what kind of enterprise
behavior and investment activities an enterprises falling
under each of the six types of productivity change seen

in the previous section have undertaken, based on a
questionnaire survey” and the contents of its analysis®.

1. The 6 types of productivity change and enterprise behavior

First, we will look at what kind of differences there
are between enterprises that are seeing an increase or
decrease in their number of employees and value added,
with regards to the status of investment activity such
as machinery/capital investment, IT investment, R&D
investment, and M&A, as well as various management
initiatives such as human resource development, increased
efficiency, and outsourcing.

Fig. 1-3-12 shows the status of investment activity
and management initiatives as seen by the six types of
productivity change from 2007 to 2016%. Comparing
Region [1] “Efficient Growth,” where labor productivity
is improving while enterprises are increasing the number
of employees!?, and Region [6] “Inefficient Growth,”
where enterprises are increasing the number of employees
and the value added'V is also increasing, yet labor

productivity is not improving, we can see that in Region
[1] “Efficient Growth,” there are higher percentages of
enterprises engaging in IT investment, R&D investment,
human resource development and outsourcing.

Compared to the average, a higher percentage of
enterprises classified as Region [2] “Efficiency” are
engaging in human resource development and increased
efficiency. In the future business environment in which
the labor force is expected to decline, it will be difficult
to increase the number of employees, and thus it will
be important to increase value added and improve labor
productivity while decreasing the number of employees
as in Region [2] “Efficiency.” In order to improve labor
productivity under the future environment of a labor
shortage, it is important to proactively engage in human
resource development and increased efficiency.

7) Accenture Japan Ltd conducted this questionnaire survey (response rate: 24.2%; number of valid responses: 2,159 cases) which targeted

8)

9)

10)
11)

10,000 SMEs in November 2017 (survey cooperation: Research Institute of Economy, Trade and Industry; Tokyo Shoko Research, Ltd.).

This questionnaire survey targeted medium-sized enterprises with 21 or more employees.

This was verified based on the survey results analyzed by Accenture Japan Ltd. Research and analysis in the Fiscal 2017 Commission for

Structural Analysis of SMEs in Japan and Projections of Structural Changes was carried out in cooperation with a project team consisting of

experts such as university professors and researchers of the Research Institute of Economy, Trade and Industry. For the analysis of corporate

data, we used enterprise information data and financial information data (period 2007-2016) from Tokyo Shoko Research, Ltd.

In this analysis, enterprises located on the borderline of each region (enterprises where the rate of change in the number of employees is

zero, the rate of change in value added is zero, or the rate of change in the number of employees is equal to the rate of change in the value

added, as well as enterprises where value added is zero or less at the beginning) have been excluded from analysis.

Rate of change in number of employees = (Number of employees in 2016 — Number of employees in 2007) / Number of employees in 2007

Value added = Amount of operating profit + Personnel expenses (Executive remuneration + Salary allowance + Allowance for bonuses +

Retirement allowance + Provision for retirement benefits + Legal welfare expenses + Welfare expenses + Miscellaneous wages) + Taxes and

public charges + Rental fees + Depreciation implementation amount

* Due to restrictions on the financial information data of Tokyo Shoko Research Co., Ltd., personnel expenses do not include labor costs
described in the manufacturing cost report.

Rate of change in value added = (Value added in 2016 — Value added in 2007) / Value added in 2007
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Fig. 1-3-12 6 types of change in productivity and the status of investment activity and
management initiatives

[ [1] Efficient Growth (n=639-659) [ [2] Efficiency (n=334-346) [ [3] Contraction (n=79-82)
] [4] Decline (n=267-273) [ [5] Inefficiency (n=297-304) [ [6] Inefficient Growth (n=190-196)
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Source: Accenture Japan Ltd, Fiscal 2017 Commission for Structural Analysis of SMEs in Japan and Projections of Structural
Changes Report (March 2018).
Notes: 1. Includes enterprises that responded “every year without fail” and “almost every year” in regards to the various types of
investment in the questionnaire survey, for each type of productivity change between the two points in 2007 and 2016.
2. Regarding M&A investment, excludes the number of enterprises that responded “never occurred once in the past ten
years” from the number of valid responses.

2. Migration path of the 6 types of productivity change and feature analysis of enterprises

As of this point onward, we will observe and analyze type to which the enterprise belonged in the first half of
how enterprises changed throughout the entire period the period.
from 2007 to 2016, from the type to which they belonged On the other hand, about 25% of enterprises belonging
in the first half of the period from 2007 to 2012, through to Region [2] “Efficiency,” about 29% of enterprises
the latter half of the period until 2016. belonging to Region [5] “Inefficiency,” as well as about

Fig. 1-3-13 is a table showing, out of the 1,618 37% of enterprises belonging to Region [6] “Inefficient
enterprises'? that responded to the questionnaire and Growth” in the first half of the period changed into Region
confirmed a change, which type of categorization they [1] “Efficient Growth.” Furthermore, approximately 34%
were classified in the first half of the period from 2007 to of enterprises belonging to Region [3] “Contraction”
2012 | and also what type they changed into throughout and about 23% of enterprises belonging to Region [4]
the entire period from 2007 to the point in 2016. As a “Decline” changed to Region [2] “Efficiency.”

general trend, there is a strong tendency to remain in the

12) Among the number of valid responses to the questionnaire, enterprises that were the target of analysis were those that could be acquired by
Tokyo Shoko Research Co., Ltd. and, excluding enterprises newly established after 2007 and enterprises whose value added at the beginning
was 0 or less, were enterprises for which a change in the value added could be calculated.

13) The formulas for calculating the rate of change in the number of employees and the rate of change in value added during the first half of the
period from 2007 to 2012 are as follows.

Rate of change in the number of employees = (Number of employees in 2012 — Number of employees in 2007) / Number of employees in
2007
Rate of change in value added = (Value added in 2012 — Value added in 2007) / Value added in 2007
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Fig. 1-3-13

Overall

Migration path over 10 years in the 6 types of productivity change

(2007-2016)

First half
(2007-2012)

(1
Efficient Growth

[2]

]
Efficient
Growth

286 enterprises
(71.0%)

75 enterprises

[2]

Efficiency

33 enterprises
(8.2%)

155 enterprises

(3]
Contraction

2 enterprises
(0.5%)

9 enterprises

[4]

Decline

5 enterprises
(1.2%)

44 enterprises
(14.9%)

15 enterprises
(19.5%)

142 enterprises
(44.9%)

31 enterprises
(8.1%)

0 enterprise
(0.0%)

[5]

Inefficiency

36 enterprises
(8.9%)

7 enterprises
(2.4%)

2 enterprises
(2.6%)

27 enterprises
(8.5%)

154 enterprises
(40.3%)

30 enterprises
(20.7%)

[6]
Inefficient
Growth

41 enterprises
(10.2%)

5 enterprises
(1.7%)

1 enterprise
(1.3%)

5 enterprises
(1.6%)

75 enterprises
(19.6%)

59 enterprises
(40.7%)

Total

403 enterprises
(100%)

295 enterprises
(100%)

77 enterprises
(100%)

316 enterprises
(100%)

382 enterprises
(100%)

145 enterprises
(100%)

Efficiency (25.4%) (52.5%) (3.1%)

(8] X 14 enterprises | 26 enterprises | 19 enterprises
Contraction (18.2%) (33.8%) (24.7%)

4] . 31 enterprises | 71 enterprises | 40 enterprises
Decline (9.8%) (22.5%) (12.7%)

5] . 109 enterprises| 10 enterprises 3 enterprises
Inefficiency (28.5%) (2.6%) (0.8%)

[6] . 53 enterprises | 3 enterprises 0 enterprise
Inefficient Growth (36.6%) (2.1%) (0.0%)

Source:

Changes Report (March 2018).

Based on the above changes, we can see that there are
largely two paths towards Region [1] “Efficient Growth,”
where an enterprise is considered to be experiencing
sound corporate growth and improving labor productivity
while increasing the number of employees. One involves
enterprises that changed in a clockwise direction from
Region [2] “Efficiency,” Region [3] “Contraction,” and

Fig. 1-3-14

Accenture Japan Ltd, Fiscal 2017 Commission for Structural Analysis of SMEs in Japan and Projections of Structural

Region [4] “Decline,” while the other involves enterprises
that have changed in a counterclockwise direction from
Region [5] “Inefficiency” and Region [6] “Inefficient
Growth.”

From here on, we will look at the investment activity
and management initiatives made by enterprises following
these two clockwise and counterclockwise paths.

2 paths to “Efficient Growth” in the 6 types of productivity change

2 paths to “Efficient Growth”

Output rate of change (value added)

Counterclockwise

20.5

Input rate of change (humber of employees)

Numbers attached to the arrows indicate the
percentage that transitioned from the first half of the

period
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(1) Investment activity and management initiatives

in enterprises that improved labor productivity

First, we will look at what kind of investment activity
and management initiatives are being carried out by
enterprises that have changed to a type that improves
labor productivity from the first half of the period to the
second half of the period (enterprises that have changed
to a type above the 45-degree line). As shown in Fig. 1-3-
15, we can see that among enterprises that changed to a
type that crossed the 45-degree line from the first half
of the period through the second half of the period, the

Fig. 1-3-15

Improved labor productivity

percentage of enterprises engaged in investment activity
such as machinery/capital investment, IT investment, and
R&D investment, and management initiatives such as
human resource development, increased efficiency, and
outsourcing is generally high compared with enterprises
that did not change type from the first half of the period
(Fig. 1-3-16). It is clear that these investment activities
and management initiatives are useful in improving labor
productivity.

Enterprises that improved labor productivity

Fig. 1-3-16
initiatives

(%) [ Enterprises that improved labor productivity (n=305-314)

80
70 -

80 541 g5pg
50 F

40 36.3
30 28.6

23.3

20
10

Enterprises that were classified as Region [4]
“Decline,” Region [5] “Inefficiency,” and Region [6]
“Inefficient Growth” in the first half of the period, but
changed to Region [1] “Efficient Growth,” Region

[2] “Efficiency,” and Region [3] “Contraction”
throughout the latter half of the period

Improvement of labor productivity and investment activity, management

] Maintained status quo (n=499-512)

71.8

68.2

56.1 551

28.7 965

Machinery/capital IT investment

investment

R&D investment

Increased
efficiency

Human resource
development

Outsourcing

Source: Accenture Japan Ltd, Fiscal 2017 Commission for Structural Analysis of SMEs in Japan and Projections of Structural

Changes Report (March 2018).

Notes: 1. Enterprises located in the “Decline,” “Slacking,” and “Slack Growth” regions between the two points of 2007 and
2012, and which headed towards the “Efficient Growth,” “Efficiency,” and “Contraction” regions between the two
points of 2007 and 2016 are considered “Enterprises that improved labor productivity”; enterprises that stopped at
the “Decline,” “Slacking,” and “Slack Growth” regions are considered “Maintained status quo”; includes enterprises
that answered “every year without fail” and “almost every year” in regards to the various types of investment in the

questionnaire survey.

2. Regarding M&A investment, excludes the number of enterprises that responded “never occurred once in the past ten

years” from the number of valid responses.
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(2) Investment activity and management initiatives
at enterprises that have changed clockwise
toward Region [1] “Efficient Growth”

Next, we will look at investment activity and
management initiatives in enterprises that have changed
towards “Efficient Growth” in a clockwise direction.
As shown in Fig. 1-3-17, enterprises that have changed
towards “Efficient Growth” are enterprises that changed
from the areas of Region [4] “Decline,” Region [3]
“Contraction,” and Region [2] “Efficiency” in the first
half of the period toward the direction of Region [1]
“Efficient Growth.”

Of the enterprises that were classified as Region [2]
“Efficiency,” Region [3] “Contraction,” and Region [4]
“Decline,” in the first half of the period, Fig. 1-3-18 shows
the percentage of enterprises that engaged in investment
activity such as machinery/capital investment, IT
investment, and R&D investment, as well as the respective
efforts of human resource development, increased
efficiency, or outsourcing, and had responded that “there

is a trend of increasing/strengthening” those efforts over
the past 10 years. We can see that for enterprises that are
improving productivity in the clockwise direction, the
percentage of those increasing/strengthening machinery/
capital investment, IT investment, and R&D investment,
as well as outsourcing were high compared with
enterprises that did not change their type.

Enterprises that were classified as Region [3]
“Contraction” and Region [4] “Decline,” in the first half
of the period were enterprises with a trend of a declining
number of employees and also reduced creation of value
added, but while continuing to outsource their business
amid limited employees, they are increasing value
added by engaging in machinery/capital investment, IT
investment, and R&D investment, and improved labor
productivity while increasing the number of employees in
the second half of the period.

Fig. 1-3-17 Enterprises that changed clockwise toward Region [1] “Efficient Growth”

Clockwise towards “Efficient Growth”

Enterprises that were classified as Region [4] “Decline,” Region [3] “Contraction,” and Region
[2] “Efficiency,” in the first half of the period, but changed toward Region [2] “Efficiency” and
Region [1] “Efficient Growth” in the latter half of the period
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Fig. 1-3-18 Investment activity and management initiatives at enterprises that have

(%)

changed clockwise toward Region [1] “Efficient Growth”

[ Enterprises heading towards Efficiency/Efficient Growth (n=88-214) [ Other (n=85-189)
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Source: Accenture Japan Ltd, Fiscal 2017 Commission for Structural Analysis of SMEs in Japan and Projections of Structural
Changes Report (March 2018).
Note: Enterprises located in the “Efficiency,” “Contraction,” and “Decline” regions between the two points of 2007 and 2012,

and which headed towards the “Efficiency” and “Efficient Growth” regions between the two points of 2007 and 2016
are considered “Enterprises headed towards Efficiency/Efficient Growth”; enterprises that did not head towards the
“Efficiency” and “Efficient Growth” regions are considered “Other”; covers enterprises that answered “there is a trend
of increasing/strengthening” when comparing the past 10 years to the present, of the total of enterprises that answered

“every year without fail,” “almost every year,” and “every few years” in regards to the various types of investment in the

questionnaire survey.

(3) Investment activity and management
initiatives at enterprises that have changed
counterclockwise toward Region [1] “Efficient
Growth”

Next, we will look at investment activity and
management initiatives in enterprises that have changed
towards “Efficient Growth” in a counterclockwise
direction. Enterprises that have changed counterclockwise
towards “Efficient Growth” are, as shown in Fig. 1-3-
19, enterprises that have changed in the first half of the
period from Region [5] “Inefficiency” and Region [6]
“Inefficient Growth” towards the direction of Region [1]
“Efficient Growth.”

Ofthe enterprises classified as Region [5] “Inefficiency”
and Region [6] “Inefficient Growth” in the first half of the
period, Fig. 1-3-20 shows the percentage of enterprises
that engaged in investment activity such as capital
investment, IT investment, and R&D investment, as well
as the respective efforts of human resource development,
increased efficiency, or outsourcing, and had responded
that “there is a trend of increasing/strengthening” those
efforts over the past 10 years. For enterprises that are

improving productivity in a counterclockwise direction,
although the percentage that responded “there is a trend
of increasing/strengthening” in regards to efforts for
machinery/capital investment, IT investment, and R&D
investment is high compared to enterprises that did not
change region, we can see that the difference is not as
great as the enterprises that changed in a clockwise
direction above (Fig. 1-3-18). On the other hand, we can
see that among the enterprises that changed in a clockwise
direction above (Fig. 1-3-18), the percentage engaged in
initiatives for human resource development and increased
efficiency, where there was not a significant difference,
is high.

In the first half of the period, enterprises that were
classified as Region [5] “Inefficiency” and Region
[6] “Inefficient Growth” even during this time are
enterprises that have not been able to create value added
comparable to the increase in the number of employees,
yet they have improved labor productivity by developing
human resources, improving the capabilities of existing
employees, and making efforts to increase efficiency.
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Fig. 1-3-19 Enterprises that have changed counterclockwise toward Region [1]

“Efficient Growth”

Counterclockwise towards “Efficient Growth”

Counterclockwise

Enterprises that were classified as Region [5] “Inefficiency” and Region [6] “Inefficient
Growth” in the first half of the period, but changed toward Region [1] “Efficient Growth”
throughout the latter half of the period

Fig. 1-3-20 Investment activity and management initiatives at enterprises that changed

counterclockwise toward Region [1] “Efficient Growth”
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Source: Accenture Japan Ltd, Fiscal 2017 Commission for Structural Analysis of SMEs in Japan and Projections of Structural
Changes Report (March 2018).

Note: Enterprises located in the “Inefficiency” and “Inefficient Growth” regions between the two points of 2007 and 2012,
and which headed towards the “Efficiency” and “Efficient Growth” regions between the two points of 2007 and 2016
are considered “Enterprises heading towards Efficiency/Efficient Growth”; enterprises that did not head towards the
“Efficiency” and “Efficient Growth” regions are considered “Other”; covers enterprises that answered “there is a trend
of increasing/strengthening” when comparing the past 10 years to the present, of the total of enterprises that answered
“every year without fail,” “almost every year,” and “every few years” in regards to the various types of investment in the
questionnaire survey.

Thus, among enterprises that have changed towards and “increased efficiency.”

“Efficient Growth” from the first half of the period of In the next section, we will analyze the relationship

2007 to 2012 up to the second half of the period in 2016, between the sort of differences found in enterprises

we find that some followed a clockwise path that achieved that conduct this investment activity and management

improved productivity through “aggressive investment” initiatives and those that do not, and the decision-making
in terms of capital investment and IT investment, while methods such as corporate management policy and
others followed a counterclockwise path that improved internal controls.

productivity centering on “human resource development”
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Case
1-3-1 Kamaishi Electrical Machinery Factory Co., Ltd.

A company that clearly defined its business domains and boosted
productivity through capital investment and research and development

Kamaishi Electrical Machinery Factory Co., Ltd. (employees: 25; capital: ¥20 million), located in Kamaishi
City, Iwate Prefecture, is a company that specializes in the repair and maintenance of motors and other rotating
mechanisms. In recent years, the company has begun to apply thermal spray technology (a technology
employed in reconditioning motors) in product development in the area of photocatalytic filters for air
purification equipment.

Kamaishi Electrical Machinery Factory originally conducted business as a subcontractor for two major
steel plants in its region, but factors including a trend towards the consolidation of domestic steel plants
and a significant decline in orders as a result of the Lehman crisis saw the company temporarily facing a hard
struggle. The turning point was the Great East Japan Earthquake. Motors that had been immersed in saltwater
in the tsunami that immediately followed the earthquake were brought to the company from affected factories,
and it found itself busy responding to the demand. Because simply washing a motor that has been immersed
in saltwater will cause rust, Kamaishi Electrical reconditioned the motors by boiling them in a specially-made
cauldron in order to remove the salt and re-insulating them. By this means, the company contributed to the
rapid recovery of disaster-hit factories. Because demand for the repair of large motors was high following
the earthquake, Kamaishi Electrical decided to concentrate its resources in this area, and actively engaged
in capital investment over the course of several years in order to increase its business and boost productivity.

In 2015, the company introduced a specially-ordered coil-winding robot (costing approximately ¥10
million), enabling work that had previously taken two workers around a month to complete to be finished by
one worker in a mere few days, dramatically increasing productivity. In 2016, it introduced test equipment for
large motors (costing approximately ¥30 million), establishing a system that enabled it to conduct a complete
set of procedures that even included in-house performance testing, in the process winning high regard from
major companies among its client base. In addition to this, the company also expanded its business focus from
its previous business of responding with repairs after problems had occurred to a preventive maintenance
business that prevents malfunctions before they occur. Kamaishi Electrical has also expanded the range of its
business outside Iwate Prefecture, and has today grown to service approximately 100 clients.

In recent years, Kamaishi Electrical has also begun to actively focus on research and development of its
own products. By means of joint research conducted with university researchers and research institutions
including the Iwate Prefectural Industrial Technology Center [
and the National Institute of Advanced Industrial Science
and Technology, the company was able to develop its own
photocatalytic filter. Based on the desire of Kazuhiko Sato, the
company'’s President, to create products that would be of use
to the livestock industry, lwate Prefecture’s regional industry,
Kamaishi Electrical began to manufacture air purification
equipment for cattle sheds using this filter. The installation
of this equipment in the sheds enables purification of the air
inside, with effects including a reduction of the rate of disease
among calves, which has seen it welcomed by local livestock
producers. The company is also working to commercialize a
similar product for use in the future in child care and aged
care facilities, where hygiene management is an important The specially-ordered coil-winding robot
consideration. As another prospect for the future, Kamaishi that boosted the company’s productivity
Electrical is also making active effortsin the area of maintenance ==\ —" as
and other services for motors employed in the production and = ] e ——
use of renewable energies, a field that is expected to expand
in future.

In addition, looking to move away from its subcontracting
business, for the past five years the company has been
promoting the appointment of department manager-level
employees to board member and executive officer positions.
"By expanding our areas of business and increasing our client
base, we have tapped into demand for regular maintenance,
and the outlook is for stable business. As a result, we have also
been able to conduct planned capital investment. There is a
saying that “"A company is its people,” and | want to advance

. . s President Kazuhiko Sato with the boiling cauldron
a systematic management plan for the next generation,” Mr. that put in extensive service following

Sato says emphatically. the Great East Japan Earthquake



Part| Developments among SMEs in fiscal 2017

Case
1-3-2 Kamei Seisakujo Co., Ltd.

A company that increased its productivity through research and
development of its own products and efforts to increase efficiency through
the introduction of IT

Kamei Seisakujo Co., Ltd. (employees: 72; capital: ¥20 million), located in Sakahogi Town, Gifu Prefecture,
is a comprehensive manufacturer of mini-kitchens, spanning development, manufacture and sales, and
maintenance and other after-sales services.

Founded in 1948, Kamei Seisakujo commenced its mini-kitchen business in 1975. Functioning at first as an
OEM business, the company supplied to major household equipment and device manufacturers. However,
the collapse of Japan's bubble economy and the entry of competitors to the market drove the company near
to bankruptcy in 1997. Kamei Seisakujo therefore decided to move away from its subcontracting business,
and it worked to increase its product development capacity while steering a course towards the fostering of
its own brand.

The company has continued a form of training it calls “Design Meetings.” Under this program, it invites
external lecturers who it accesses through a Gifu Prefecture support scheme once a month to brainstorm
new products with designs that match customer needs. Attendance at the company's Design Meetings is
not restricted to personnel in charge of product development. Personnel from a wide variety of departments
attend, including sales and manufacturing staff, and the company’s President, Shinichi Kamei, attends without
fail. He says, “What drives us is to hear customers say at product exhibitions that we have come up with a new
set of interesting products.” Seeking to further boost its product development capacity, in 2017 the company
even formally established a product development department.

Kamei Seisakujo is also actively working to increase efficiency in its business procedures through IT
investment. Two years ago, the company introduced a system (at a cost of approximately ¥30 million) that
ensures order data is consistently transmitted right up to the manufacturing process. Input of order data
formerly took an entire day by hand. With the introduction of the new system, the process from input of order
data to design of blueprints takes 30 minutes, and there are no mistakes. But while it is actively pursuing
IT investment in relation to some of its processes, the company is holding back from introducing IT to
production management at its manufacturing site, preferring to have plans for daily production totals and
the like calculated by site managers themselves and written up on
a whiteboard. Lying behind this is Mr. Kamei's sense that “There
are procedures that should be conducted by IT, and procedures
that should not be conducted by IT. If you rely entirely on IT, you
lose the ability to think for yourself, and this means that we would ==
become unable to respond to sudden orders.”

As a result of its efforts in the area of research and development
towards product development, the fostering of human resources,
and IT investment, the company'’s profits have recently increased.
In 2016, it established new sales offices in Osaka and Nagoya,
making it possible to implement manufacturing and sales strategies ‘
closer to its customers. At the same time, it is actively expanding

. ; . _
overseas, for example opening a showroom in Phnom Penh in e Z

Cambodia in 2017. Mr. Kamei says that these investments are not o
Compact mini-kitchens developed, manufactured

the only factors driving the company’s increase in productivity. For and sold by Kamei Seisakujo
the past three years, the company as a whole has strengthened

its focus on 5S activities. Even during busy periods, 15 minutes

each morning are set aside for 5S activities, and Mr. Kamei himself h
evaluates these activities once a week. Continuing these efforts for = .

the past three years has enabled the company to achieve higher -

-

productivity in less working time, and to win the confidence of its
customers, increasing the rate of business coming in. Mr. Kamei
says "What is important at the start is for the President, the head
of the company, to have a vision for changing the company and
a strong will to do so. Investment is also important, but with 5S as
the foundation, | believe that you are able to maximize the results
of that investment.”

Shinichi Kamei, President
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Case
1-3-3 Nishiki Foods Co., Ltd.

A company that increased its productivity through uncompromising product
development and efforts to foster employees and increase efficiency

Nishiki Foods Co., Ltd. (employees: 240; capital: ¥30 million), located in lwanuma City, Miyagi Prefecture,
is a manufacturer of vacuum-packed foods. The company uses no chemical seasonings, flavorings or coloring
agents, relying exclusively on the ingredients of its foodstuffs (water, salt and the raw materials) and its own
manufacturing methods. The superior quality of its products has seen it recently expanding the scope of its
business, for example assuming exclusive responsibility for the manufacture of vacuum-packed foods sold as
a private brand by a major retailer.

The company’s business was originally focused on taking orders for business use, but with the advent of
price competition in the ready-made food industry, demands from its customers for price reductions became
steadily stronger, until in 2005 it made a major transition to the production of retail products with high unit
prices, enabling it to ensure added value. In 2011, the company's factory was engulfed by the tsunami that
followed the Great East Japan Earthquake, and sustained severe damage. Nevertheless, the company was able
to get it up and running again in the astonishing period of only 45 days, and even commenced construction
of a new factory for which the groundbreaking ceremony had been held eight days prior to the earthquake.
In March 2012, one year after the earthquake, the factory commenced operation. With this, the company
reconsidered the value that it presented, and began to focus efforts on fostering employees and increasing
efficiency.

First, the company sought to entrench its management philosophy, seeking to encourage a shift from the
previous concept of “selling things” to a concept of “selling value” among its employees. It commenced
distributing a pamphlet containing a discussion of its management philosophy to employees, and the
company'’s President set aside time to explain the philosophy. The company is focusing energy on cultivating a
sense of unity among its employees. For four years it has held presentation meetings regarding its management
policy, at which top management shares details of management policy with workers and the managers of
individual departments discuss their departmental policy.

Nishiki Foods is also working to enhance its product planning capacity, for example by increasing its number
of product development personnel to slightly less than 20% of its number of full-time staff, and dispatching
employees to India, the home of curry, in order to investigate local flavors.

The company is also actively pushing ahead with the fostering of human resources among both
management and employees. Five years ago, it launched a training program for young employees that it
calls the “Future School.” Focusing on middle management staff (supervisor and assistant manager level)
aged around 30, the program lasts for a year and offers training in the mental attitude and the approach to
the job required of managers, inviting guest lecturers once a month. The company is also taking guidance
from external consultants specializing in increasing productivity
and advancing 5S activities, in addition to vigorously pursuing
the development of human resources at different levels, for
example by having section chiefs and department managers
receive external training every few months. These initiatives
have proved a success and have produced significant outcomes,
for example a year-on-year improvement of 10% in productivity.

The company is also making active efforts to increase
efficiency through the use of IT. Efficiency increases are being
pursued on a number of fronts, including the computerization of
production planning, the realization of a paperless workplace,
the computer-based management of several hundred recipes,
and initiatives in the area of traceability.

In September 2017, the company became a pioneer among
Japan’s vacuum-packed food manufacturers by receiving halal
certification, and is currently engaged in the development of
new products that it hopes to introduce to the Olympic Village
atthe 2020 Tokyo Olympics. Hiroshi Kikuchi, company chairman,
says “Change in the environment surrounding us is intensifying,
and small changes today are linked to greater changes in the
future. There have been significant changes in trends in the past
few years, and it has become important to constantly have a
view towards the future. Approaches to work are also changing
amidst a shortage of human resources. We are looking to | ] |
further boost productivity by increasing our employees’ abilities ﬁ / I. ‘ '
through initiatives in the development of human resources, at . ! —
the same time as also working to increase efficiency.”

Hiroshi Kikuchi, Chairman
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3. Relationship between management system and enterprise behavior

Up to this point, we analyzed what kinds of investment
activity and management initiatives have been made by
enterprises that have improved labor productivity. Even
after initiating investment activity and management
initiatives such as human resource development, such
efforts will not bring immediate results as some time
will be required before the results emerge, and it is
necessary to establish and execute a plan with a long-term
vision. Also, it is important to understand current issues
in numerical values, share issues through discussion

with senior executives at the management meeting of
the Board of Directors, etc., then go through the PDCA
cycle of formulating a management plan to solve the
issues, implementing the plan, measuring and verifying
quantitatively whether the measures were effective, and
take action for the next initiative (Fig. 1-3-21).

Here we will look at the relationship between the type
of management structure and the investment activity and
management initiatives we have seen so far.

Fig. 1-3-21 Future vision and PDCA cycle of management

Formulation of
Management Plan
Properly recognize the current

Enterprise’s
Future Vision
(Long-term vision)

situation and formulate a
management plan towards
the targeted objectives

Hold Regular Board
Meetings
Share issues and examine
issues to be addressed

Investment Execution
Implement efforts in line
with management plan such
as investment and human
resource development

Recognition of
Current Situation

(1) Enterprise behavior and number of years to
focus on management

Fig. 1-3-22 shows enterprises that provided the
number of years they focus on management in response
to the question “How many years ahead do you focus on
management?” and that answered “every year without
fail” and “almost every year” in regards to investment
activity and management initiatives.

We can see that the percentage of enterprises
undertaking investment activity and management
initiatives tends to be higher for those with many years
of focus on management. In particular, among enterprises

Management
Accounting Efforts
Validate with numerical

values whether efforts are
yielding effects

that responded “within a year” in regards to human
resource development, only about 50% replied that they
are doing this “every year without fail” and “almost every
year,” but among enterprises that responded “more than 10
years” as to the number of years to focus on management,
approximately 80% answered that they are undertaking
initiatives, and the difference is significant. A similar
tendency can be seen with regards to increased efficiency.
We can see that firms which are engaging in management
with a focus ahead are more proactive in initiatives for
human resource development and increased efficiency.

77



78

Chapter 3 Labor productivity of SMEs

Fig. 1-3-22 Number of years to focus on management and investment activity,

management initiatives

(%) [ Within 1 year (n=98-104)
90 -

[ About 3 years (n=951-975)

80 -
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60 - ]

sol 484
423
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206 21.624'1
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10+

[ About 5 years (n=760-778)

30.9
30 28.8

[J Over 10 years (n=204-211)
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57.7
54.0
46.6|
37.3
26.2 55 3 285
20.4

Machinery/capital IT investment

investment

R&D investment

Increased
efficiency

Human resource
development

Outsourcing

Source: Accenture Japan Ltd, Survey on Management Structure and Management of SMEs (November 2017).

Note: “About 10 years” or “about 20 years” is “10 years or more”; includes enterprises that responded “every year without
fail” and “almost every year” for each answer about management in regards to “How many years ahead do you focus on
management?” in regards to the various types of investment in the questionnaire survey.

(2) Decision-making structure and enterprise
behavior
Next, we will look at the relationship between
decision-making structure and investment activity and
management initiatives. Fig. 1-3-23 shows an analysis
of the relationship between the establishment of a Board
of Directors and investment activity and management

initiatives. We can see that enterprises which have
established a Board of Directors have a higher percentage
of engagement in investment activity and management
initiatives. This suggests that having a place for making
decisions on management policies like the Board of
Directors prompts ongoing and systematic investment
activities and management initiatives.

Fig. 1-3-23 Establishment of a board of directors and investment activity, management

initiatives
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Source: Accenture Japan Ltd, Survey on Management Structure and Management of SMEs (November 2017).

Note: Enterprises that answered “Established for over 10 years” or “Established within the past 10 years” are “Have established”;
includes enterprises that responded “every year without fail” and “almost every year” for each answer as to whether the
enterprise is establishing a Board of Directors, in regards to the various types of investment in the questionnaire survey.
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(3) Formulation of management plan and

enterprise behavior

Continuing on, we will look at the relationship
between the formulation status of a management plan and
investment activity and management initiatives. Here,
management plan refers to a plan that shows the kind
of action to take based on the enterprise’s management
philosophy and vision. Ordinarily, the management
plan that an enterprise creates includes a single-year
management plan for each fiscal year and a medium-term
management plan that is generally a multi-year plan for
more than two years.

Fig. 1-3-24 shows an analysis of whether or not a

management plan (medium-term plan) is formulated as
well as investmentactivity and management initiatives. We
can see that formulating a medium-term plan corresponds
to a higher percentage of undertaking investment activity
and management initiatives. Especially with efforts for
human resource development and increased efficiency,
there is a significant difference between enterprises that
have formulated management plans and those that have
not. This suggests that enterprises which have formulated
management plans are systematically engaging in
investment activities and management initiatives.

Fig. 1-3-24 Formulation of management plan (medium-term plan) and investment

activity, management initiatives

(%) [J Formulating (n=1,293-1,327) ] Not formulating (n=746-767)
80 75.1
or 63.9
60 - 58.4
52.4
50 - 47.7
42.2
40 36.9
30 - 27.5 28.1
24.0 224
20 - 15.3
10
0
Machinery/capital IT investment R&D investment Human resource Increased Outsourcing
investment development efficiency
Source: Accenture Japan Ltd, Survey on Management Structure and Management of SMEs (November 2017).
Note: Enterprises that answered “Established for over 10 years” or “Established within the past 10 years” are “Have established”;

includes enterprises that responded “every year without fail” and “almost every year” for each answer as to whether the
enterprise has formulated a medium-term management plan (multi-fiscal year plan), in regards to the various types of

investment in the questionnaire survey.

(4) Management accounting efforts and enterprise

behavior

Fig. 1-3-25 shows whether or not there are
management accounting efforts as well as investment
activity and management initiatives. The term
“management accounting” here refers to efforts to prepare
management materials, such as profit management or cost
management by customer, by product, or by department,
for management decision-making. We can see that a

higher percentage of enterprises which are engaged in
management accounting are also engaging in investment
activity and various management initiatives. We can infer
that by engaging in management accounting, enterprises
are able to conduct decision-making based on numbers
and create management plans, which then makes it
easier to engage in investment activity and management
initiatives.
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Fig. 1-3-25 Implementation of management accounting and investment activity,

management initiatives
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Source: Accenture Japan Ltd, Survey on Management Structure and Management of SMEs (November 2017).

Note: Enterprises that answered “Implementing for over 10 years” or “Start implementing within the past 10 years” are
“Implementing”; includes enterprises that responded “every year without fail” and “almost every year” for each answer
as to whether the enterprise is, apart from preparing financial statements, working on profit management and cost
management (management accounting) for the purpose of management decision-making, in regards to the various types

of investment in the questionnaire survey.

Section 3 Summary

In this chapter, we classified the changes in
productivity into six types and analyzed how the type
of productivity of SMEs changed over the past 10 years.
Consequently, about 21% of SMEs were classified as
Region [1] “Efficient Growth,” where the growth rate
in value added was greater than the growth rate in the
number of employees. On the other hand, we confirmed
that about 25% of enterprises were classified as Region
[4] “Decline,” where the rate of decrease in value added
was greater than the rate of decrease in the number of
employees, and labor productivity decreased.

Next, based on a questionnaire survey, we analyzed
how the types changed from the first half of the period
through the second half of the period. This showed that
when enterprises changed towards Region [1] “Efficient
Growth,” their respective investment activity and
management initiatives differed depending on which
of the six types the enterprises were classified as. We
confirmed that enterprises which had been classified as

Region [3] “Contraction” and Region [4] “Decline,”
where the number of employees decreased and value
added decreased, were engaging in IT investment,
outsourcing, machinery/capital investment and research
and development. On the other hand, enterprises which
had been classified as Region [5] “Inefficiency,” where
although the number of employees increased, value added
was decreasing, or Region [6] “Inefficient Growth,”
where labor productivity was declining, engaged in
human resource development and increased efficiency.

Furthermore, we could see that enterprise behavior,
such as machinery/capital investment, IT investment,
human resource development, and increased efficiency, is
more likely to be carried out when the number of years to
focus on management is longer, and that holding meetings
of the Board of Directors, formulation of management
plans, and engaging in management accounting comprise
a large proportion of these initiatives in enterprise
behavior.



Chapter 4
The state of SME management

As we have seen up to this point, various forms of investment activity (machinery and
equipment investment, IT investment, and R&D investment) and management initiatives such
as the development of human resources, the realization of increased efficiency, and outsourcing,
are related to a company’s internal systems (the holding of board meetings) and the status of
establishment of management systems (the formulation of management plans and the introduction
of management accounting initiatives).

In this chapter, we use statistical methods to analyze the relationship between companies’
administrative structure and corporate behavior, in addition to taking an overview of the status of
establishment of administrative structures in SMEs.

Section 1 The relationship between corporate governance structures

and corporate behavior

Among listed companies, a certain degree of progress
in the area of governance structures can be observed as a
result of the entrenchment of the Corporate Governance
Code". In the case of SMEs, however, in a large number of
companies, the shareholders (the owners of the company)
and the management are one and the same, a structure that
makes it difficult for discipline applied by stakeholders
outside the company to be effective. As a result, many
companies have not adequately established mechanisms
for management decision-making, such as a Board of

Fig. 1-4-1
and management outcomes
R"“Slfatlg;‘sg;g:r”’sith —> Management system

<—— Corporate governance structure ——>

Directors, or are yet to introduce business administration
functions such as the formulation of management plans or
the implementation of management accounting initiatives.

This section will employ statistical methods in
order to analyze the relationship between the corporate
governance structures of SMEs (their relationship with
stakeholders and management systems) and company
behavior (investment behavior, development of human
resources, efforts to increase efficiency), as shown in Fig.
1-4-1%.

Relationship between corporate governance structure, company behavior,

—

Company behavior Management outcomes

—

1) The Corporate Governance Code provides guidelines for corporate governance by companies listed on the Tokyo Stock Exchange.
Established by the Tokyo Stock Exchange in response to the report “Japan’s Corporate Governance Code (Final Proposal)” published in
March 2015 by a Council of Experts convened by the Financial Services Agency, the Corporate Governance Code went into effect from June

2015.

2) Aoki (2017) examines the relationship between corporate governance structures, corporate behavior, and outcomes following the SCP
paradigm, which has traditionally been employed in the field of economics. The SCP paradigm sees structure (S) as being reflected in
conduct (C), which is in turn reflected in the performance (P) of the organization. Conventionally, “structure” in the SCP paradigm refers to
market structures such as competitive environments or barriers to entry. Aoki (2017), however, substitutes corporate governance structures
for market structures, and considers them as structures influencing corporate behavior. The analysis conducted in Aoki (2017) further
classifies governance into external governance (governance applied from outside by shareholders, creditors, etc.) and internal governance
(governance applied from within the company by a Board of Directors, etc.). The analysis conducted here employs this and other preceding

research as a reference.
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1. Analysis of relationship between corporate governance structure and company behavior using structural

equation modeling

To begin, we will analyze the relationship between
the corporate governance structure (relationship with
stakeholders, management system) and various company
behaviors based on questionnaire results, using structural
equation modeling® (Fig. 1-4-2). The lines in the figure
represent the relationship between each item. A positive
number shows a positive correlation, and a negative
number shows a negative correlation.

This structural equation modeling analysis shows
that management that adopts a long-term perspective,
the holding of board meetings, the formulation of
management plans (medium-term plans), and efforts to
bolster management functions (management accounting)
have a positive effect on company behavior including
investment (machinery and equipment investment, IT
investment, R&D investment), the development of human
resources, and initiatives to increase efficiency. This trend
accords with the trend indicated by the cross-tabulation of
questionnaire results in Chapter 3, Section 2.

The results show that management that adopts a long-
term perspective and the formulation of management
plans (medium-term plans) have a particularly strong
influence on the development of human resources, and the
formulation of management plans (medium-term plans)
influences initiatives to increase efficiency.

Turning next to the relationship between the company’s
relationship with stakeholders and its management

systems, the involvement of external shareholders has
a positive effect on the holding of board meetings and
the formulation of management plans (medium-term
plans), and the appointment of directors from outside the
company has a positive effect both on the holding of board
meetings and the enhancement of management functions
(the introduction of management accounting initiatives).

In the case of owner management?, while this form
of operation has a positive effect on the implementation
of management initiatives from a long-term perspective
because the term in office of the management is a long
one, the results also show that it exerts a negative influence
in tending to inhibit the mounting of initiatives such as
holding board meetings and formulating management
plans.

These results suggest that for SMEs also, it would
be possible to invigorate company behaviors such
as investment activities, the development of human
resources, and the realization of increased efficiency by
proceeding with the introduction of a management system
that incorporates check functions provided by external
stakeholders (involvement of external shareholders and
appointment of directors from outside the company),
introducing a systematic decision-making mechanism
(holding board meetings), and consciously establishing
internal systems (formulation of management plans and
introduction of management accounting).

3) Structural equation modeling is a statistical method allowing the simultaneous analysis of multiple observed variables. It is also known as

covariance structure analysis. See Appended note 1-4-1 for more details.

4) Here, owner management refers to companies in which the founder, a member or members of the founding group, a member of the founding
family, or the major shareholder has a position at the front line of the company’s management, as President, Chairperson, or advisor, or holds
not only the major proportion of voting rights but also exercises effective control over the company.
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Fig. 1-4-2 Relationship between corporate governance structure and company
behavior as determined by structural equation modeling
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3. For details regarding variables and estimate results, see Appended note 1-4-1.
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Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Figures show the magnitude of the coefficients. Figures are rounded off to two decimal places.
2. Estimate results shown; error terms omitted.
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Section 2 Status of establishment of corporate governance structures

The previous section looked at the relationship
between corporate governance structure (relationship with
stakeholders and management systems) and company
behavior. In this section, we will consider the actual

1. Relationship with stakeholders

status of establishment of governance structures among
Japan’s SMEs, once again using the survey results that we
employed in Chapter 3.

In the case of large companies and listed companies,
it is generally the case that ownership and management
are separated; shareholders, the owners of the company,
appoint executives to oversee the execution of company
procedures at general shareholders’ meetings. However,
in the case of SMEs (the majority of which are unlisted),
as we will see below, there is a high proportion of owner-
managed companies, and in these cases shareholders
and management are one and the same. For the analysis
conducted in this section, we divide companies by their
form of ownership into owner-managed and non-owner-
managed categories, and in addition by the presence or
absence of external shareholders®.

Among owner-managed companies, ‘“‘companies
without external shareholders” indicates companies
in which shares are held by the owner-manager, or
members of the owner-manager’s family, relatives of
the owner-manager, etc. This is a form of management
in which owners and managers are the same. With
regard to corporate governance in these companies, the
fact that there are no shareholders other than the owner-
manager and the owner-manager’s relatives makes it
difficult for discipline to be applied by shareholders.
Owner-managed companies with external shareholders
are companies in which, despite the fact that ownership
and management are largely identical, some shares are
owned by executives who are not members of the owner-
manager’s family, employees, business partners, etc. This
is a form of management in which owners are more aware
of the oversight of shareholders than in the case of owner-
managed companies without external shareholders.

In the case of SMEs, the role of stakeholders other
than shareholders who apply discipline from outside the
company can also be taken by the financial institutions
with which the companies conduct transactions (which

have the standpoint of creditors), or by executives who
offer consultations regarding management or sometimes
regulate management from outside the company.

In this section, while giving consideration to the form
of ownership of companies, we will examine the status of
shareholders (the owners of companies) and the holding
of shareholders’ meetings (their decision-making body),
in addition to the status of SME’s involvement with their
main banks and the involvement of executives from
outside the company.

(1) Actors and organizations possessing the
greatest influence over management

Fig. 1-4-3 shows the actors and organizations
possessing the greatest influence over the management
of SMEs. These are classified into “Shareholders,” the
owners of the company, “Executives, employees and
labor unions,” actors who are involved with the company
internally, “Sales destinations and suppliers,” the
company’s business partners, and, additionally, “Family
members and relatives,” who are the actors closest to the
managers of SMEs. Results were also aggregated based
on which actors or organizations were selected first and
which were selected second.

“Executives, employees and labor unions” received the
highest proportion of responses as the actor or organization
possessing the greatest influence over the company, with
slightly less than 50% of responding companies selecting
this response. This was followed by “Family members
and relatives,” “Shareholders,” and “Sales destinations
and suppliers,” which all received almost exactly the same
proportion of responses. The proportion of companies
with 301 employees or more responding “Shareholders”
was also high at almost 50%.

5) “External shareholders” refers to third-party shareholders other than the owner (executives who are not members of the owner’s family,

employees, business partners, financial institutions, etc.).
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Fig. 1-4-3  Actors or organizations possessing the greatest influence over management
(by number of employees)
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).

Notes: 1. Aggregates responses by SMEs to the question “Which actor or organization do you think has the greatest influence
on your company’s overall management?” by number of employees in 2016. The response “The current President’s
family members or relatives” was classified in “Family and relatives”; the responses “Parent company in the capital
structure” and “Shareholders other than the parent company” were classified in “Shareholders”; the responses “Sales
destinations / Customers (consumers)” and “Suppliers” were classified in “Sales destinations and suppliers”; and
the responses “Financial institution with which transactions are conducted,” “Outside directors,” “Auditors (including
outside auditors),” “Accountant/Tax accountant,” “Regional community/Public opinion,” “National government/Local
government,” and “Other” were classified in “Other.”

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

(2) Status of form of ownership addition, owner-managed companies without external

Fig. 1-4-4 shows the form of ownership of Japanese shareholders, i.e. companies in which ownership and
SMEs. The proportion of owner-managed companies is management correspond, make up approximately 30% of
high at approximately 72%, with non-owner-managed the total.

companies representing only approximately 28%. In
Fig. 1-4-4 Form of ownership

(%)
o Owner-managed
(Without external shareholders)

o Owner-managed
(With external shareholders)

o Non-owner-managed

Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
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Next, Fig. 1-4-5 shows form of ownership by number
of employees. Owner-managed companies represent
approximately 77% of companies with 21-50 employees,
and the proportion of owner-managed companies without
third-party external shareholders is also high. However,

as the number of employees increases, we see that the
proportion of owner-managed companies without third-
party shareholders declines, while the proportion of non-
owner-managed companies increases.

Fig. 1-4-5 Form of ownership (by number of employees)

o Owner-managed (Without external shareholders)

o0 Non-owner-managed

O Owner-managed (With external shareholders)

21-50 employees 35.5
(n=1,001)

41.4 23.2

51-100 employees 271
(n=742)

431 29.8

101-300 employees 19.7
(n=295)

33.6

301 employees— 20.0 38.8

41.2

(n=85)

0

100 (%)

Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and

Estimation of Future Structural Changes (March 2018).

Note: Aggregates responses to the question “Is your company owner-managed?” by number of employees.

Fig. 1-4-6 shows the effect of owner management
by form of ownership. For both owner-managed and
non-owner-managed companies, approximately half of
all companies responded that differences in the form of
ownership did not have a particular effect on management.
While a high proportion of owner-managed companies
took a positive view of this form of ownership, responding
that it has a positive effect on management because it is
not necessary to take requests and checks from external

shareholders into consideration, among non-owner-
managed companies, a high proportion of companies took
a negative view, responding that this form of ownership
has a negative effect on management because requests
and checks from external shareholders do not function.
However, approximately 20% of non-owner-managed
companies were of the opinion that owner management
has a positive effect on management.
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Fig. 1-4-6 Effect of owner management

o Owner management has a positive effect on management, because it is not necessary to
give consideration to requests and checks from external shareholders

o Owner management has a negative effect on management because requests and checks
from external shareholders do not function

o No particular effect on management

Owner-managed
(Without external

shareholders) R

5.4 45.6

(n=627)

Owner-managed

(With external

shareholders) G

7.3 44.3

(n=891)

Non-owner-

managed 19.5 38.2
(n=565)

42.3

100 (%)

Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Note: Aggregates responses regarding effect of owner management for each response concerning whether the company is

owner-managed.

(3) Status of holding of shareholders’ meetings and
status of external shareholders

Next, we will look at the status of holding of
shareholders’ meetings and the status of external
shareholders.

Fig. 1-4-7 shows the status of holding of shareholders’
meetings among SMEs by number of employees and
form of ownership. Less than 50% of owner-managed
companies without external shareholders of any scale
responded that they invited shareholders to general
shareholders’ meetings. The proportion of these

companies responding that they did not hold general
shareholders’ meetings and only prepared the necessary
documents was high at around 40%. The proportion of
non-owner-managed companies responding that they
invited shareholders to general shareholders’ meetings
was high at more than 80%. These results indicate that
because managers and shareholders are one and the same
in the case of many owner-managed companies without
external shareholders, many of these companies prepare
documents only for necessary procedures.
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Fig. 1-4-7 Status of holding of general shareholders’ meetings (by form of ownership

and number of employees)

O Company invites shareholders to general
shareholders’ meetings

o Company does not hold general shareholders’ meetings,

and prepares only the necessary documents

O Company does not hold general shareholders’ meetings,
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Note: Aggregates responses regarding status of holding of general shareholders’ meetings in the previous fiscal year for each

response concerning number of employees and whether the company is owner-managed.

Fig. 1-4-8 shows responses for the existence of
external shareholders and the perceived merits of
introducing external shareholders by form of ownership.
The merit that companies that already have external
shareholders perceived was “Promotion of an appropriate
level of tension in relation to management,” followed by

“Increased management transparency” and “Contribution
to appropriate management decisions.” Among owner-
managed companies without external shareholders, a
high proportion of responding companies perceived
“Contribution to appropriate management decisions” as
a merit.

Fig. 1-4-8 Existence of external shareholders and perceived merits of introduction of
external shareholders (by form of ownership)
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Notes: 1. Aggregates companies responding regarding the existence of external shareholders and their thinking concerning the

merits of introducing external shareholders for each response regarding whether the company is owner-managed.
2. Aggregates the actually experienced merits of external shareholders in the case of companies that already have
external shareholders, and perceived merits of the introduction of external shareholders in the case of owner-managed

companies without external shareholders.

3. Total does not always equal 100% as multiple responses were possible.
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Fig. 1-4-9 shows the status of external shareholders
and the perceived demerits of the introduction of
external shareholders. Owner-managed companies
without external shareholders perceived “Impedes rapid
management decision-making” and “Increases pressure
on management team” as the greatest demerits, followed

by “Increases requirement for explanation of management
status.” Among owner-managed companies that already
have external shareholders and non-owner-managed
companies, the proportion indicating demerits was
lower, and a considerable proportion of companies also
responded “No particular demerit.”

Fig. 1-4-9  Status of external shareholders and perceived demerits of introduction of

external shareholders (by type of ownership)
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Notes: 1. Aggregates companies responding regarding the existence of external shareholders and their thinking concerning the

demerits of introducing external shareholders for each response regarding whether the company is owner-managed.

2. Aggregates the actually experienced demerits of external shareholders in the case of companies that already have

external shareholders, and perceived demerits of the introduction of external shareholders in the case of owner-
managed companies without external shareholders.

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

(4) Status of introduction of employee shareholding

association systems

To continue, Fig. 1-4-10 shows the status of introduction
of employee shareholding association systems. These
systems increase employee awareness of participating
in the management of the company by enabling them
to hold shares in their own company, boost motivation
to achieve improved results by paying dividends based
on results, and also have an employee welfare aspect,

in that the company subsidizes a fixed amount when
an employee acquires shares. The lower the number of
employees the lower the rate of introduction of systems of
this type, but as the number of employees increases, the
rate of introduction increases. The results also show that
no matter what their number of employees, approximately
10% of companies are considering the introduction of an
employee shareholding association system.
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Fig. 1-4-10 Status of introduction of employee shareholding association systems (by

number of employees)
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O Introduced system but scrapped it
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0 Not planning introduction at present
0 Did not know about system

21-50 employees

(n=993) 7.9 ‘4.1 ‘ 10.1 ‘ 66.7 ‘ 7.0 ‘4.2 ‘
51-100 employees : - - 1
(n=735) 13.6 5.7 9.5 63.5 5.6 ‘2 q
101-300 employees I
(n=296) 16.9 5.4 9.1 59.1 8.1 1‘1‘1
301 employees 235 ‘ 7.1 ‘ 7.1 ‘ 54.1 ‘ 71 12
(n=85) ! A X ' A1
I}

0 100 (%)

Source:

Note:
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Fig. 1-4-11 shows the merits of having executives
and employees hold shares in the company (including
employee shareholding association systems), by form
of ownership. “Increases awareness of involvement in
management” was the most frequent response for both
owner-managed and non-owner-managed companies,
followed by “Increases motivation to improve results.”
A certain number of owner-managed companies also
perceived an improvement in their ability to recruit
employees and their employee retention rate as a merit,
responding “Reduces employee turnover rate” and

Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Aggregates responses regarding introduction of employee shareholding association system for each response concerning

“Allows hiring of excellent personnel.” A considerable
number of non-owner-managed companies also
responded “Ensures a stable number of shareholders.”
This can be considered to result from the fact that non-
owner-managed companies tend to have large numbers
of shareholders, and their management rights (decision-
making right) are dispersed, and a certain number of
companies therefore consider the introduction of an
employee shareholding association system as a means of
realizing a stable number of shareholders.

Fig. 1-4-11 Merits of having executives and employees hold shares in the company
(including employee shareholding association systems), by form of

ownership
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Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Aggregates companies responding regarding the merits of having executives and employees hold shares in the

company (including employee shareholding association systems) for each response regarding whether the company

is owner-managed.

2. Total does not always equal 100% as multiple responses were possible.
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Fig. 1-4-12 shows the merits experienced by companies
that have actually introduced an employee shareholding
association system. Overall, the results display the same

trend as the results shown in Fig. 1-4-11 for the merits
of introduction of an employee shareholding association
system.

Fig. 1-4-12 Merits experienced by companies that have actually introduced an employee
shareholding association system
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).

Notes: 1. Aggregates companies responding in relation to the merits that they have experienced by having executives and
employees hold shares in the company (including employee shareholding association systems), among companies
responding “Introduced 10 years or more previously” or “Introduced within the past 10 years” to the question “Have
you introduced an employee shareholding association system?”

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

Fig. 1-4-13 shows the demerits of having executives
and employees hold shares in the company (including
employee shareholding association systems). Numerous
owner-managed companies (without external
shareholders) responded that it impedes rapid management
decision-making (approximately 34%). In addition, no

matter what the form of ownership, companies indicated
increased complexity of administrative procedures
as a demerit. The results also show that the proportion
of companies that already have external shareholders
responding that the system offered no particular demerits
was high.
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Fig. 1-4-13 Demerits of having executives and employees hold shares in the company
(including employee shareholding association systems), by form of

ownership
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).

Notes: 1. Aggregates companies responding regarding the demerits of having executives and employees hold shares in the
company (including employee shareholding association systems) for each response regarding whether the company
is owner-managed.

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

Fig. 1-4-14 shows the demerits experienced by 20% of companies responded that increased complexity of
companies that have actually introduced employee administrative procedures was a demerit, approximately
shareholding association systems. The results show the 70% responded that there was no particular demerit.

same trend as shown in Fig. 1-4-13. While approximately

Fig. 1-4-14 Demerits experienced by companies that have actually introduced an
employee shareholding association system
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).

Notes: 1. Aggregates companies responding in relation to the demerits that they have experienced by having executives and
employees hold shares in the company (including employee shareholding association systems), among companies
responding “Introduced 10 years or more previously” or “Introduced within the past 10 years” to the question “Have
you introduced an employee shareholding association system?”

2. Total does not always equal 100% as multiple responses were possible.
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Fig. 1-4-15 shows mechanisms for taking opinions
from employees, by number of employees. The higher
the number of employees, the greater the likelihood of
establishment of a mechanism for taking opinions from
employees. The results show that no matter what the
size of the company, more than 50% of companies have
put in place a “mechanism for taking opinions regarding

improvement to procedures and working environment”.
A little more than half of companies with 301 or more
employees have established “whistleblowing systems for
violations of laws and regulations and misconduct,” while
the figure is less than 20% in the case of companies with
21-50 employees.

Fig. 1-4-15 Mechanisms to take opinions from employees (by nhumber of employees)
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Notes: 1. Aggregates responses regarding mechanisms to take opinions from employee for each response concerning number

of employees in 2016.

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

(5) Status of acceptance of executives from outside
company
Fig. 1-4-16 shows the status of acceptance of executives
from outside the company by form of ownership. Only
around 20% of owner-managed companies (without
external shareholders) have accepted executives from
outside the company. Among non-owner-managed

companies, the figure is approximately 70%. The rate of
acceptance of executives from outside the company does
not change significantly with increase in the number of
employees, and it can therefore be conjectured that in this
case the effect of whether or not the company is owner-
managed is greater.
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Fig. 1-4-16 Status of acceptance of executives from outside company (by form of
ownership and number of employees)
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding “Have continued to accept executives from outside the company for 10 years or
more” and “Commenced accepting executives from outside the company in the past 10 years, and continue to do so”
as “Accepting executives from outside company,” and companies responding “Accepted executives from outside the
company 10 years previously, but have discontinued the practice” and “Have not accepted executives from outside
the company in the past 10 years” as “Not accepting executives from outside company,” for each response concerning
number of employees in 2016 and whether the company is owner-managed.

Fig. 1-4-17 shows the status of acceptance of more. The figure is approximately 50% in the case of

executives from outside the company by capital ties.
Approximately 90% of companies that are subsidiaries
of listed companies or large companies have accepted
executives from outside the company for 10 years or

subsidiaries of SMEs. This indicates that companies often
accept executives from outside when they have capital
ties.

Fig. 1-4-17 Status of acceptance of executives from outside the company by capital ties
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Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Aggregates responses regarding acceptance of executives (directors or auditors) from outside the company for each
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Fig. 1-4-18 shows the origin of executives accepted
from outside the company by form of ownership. The
highest proportion of owner-managed companies accept
professionals (tax accountants, accountants, lawyers,

etc.) as executives, with business partners and friends and
acquaintances the next most frequent responses. Among
non-owner-managed companies, the highest proportion
accept executives from their parent company.

Fig. 1-4-18 Origin of executives accepted from outside the company (by form of

ownership)
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).

Notes: 1. Aggregates companies responding with regard to the origin of current executives (directors and auditors) among
companies responding “Have continued to accept executives from outside the company for 10 years or more” and
“Commenced accepting executives from outside the company in the past 10 years, and continue to do so” to the
question “Does your company accept executives (directors and auditors) from outside the company?,” for each
response regarding whether the company is owner-managed.

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

(6) Existence of financial institutions with which
the company conducts transactions and a main
bank

Fig. 1-4-19 shows the number of financial institutions
with which companies conduct transactions by number
of employees. The highest proportion of companies with

to 10 financial institutions.” The number of financial
institutions with which companies conduct transactions
tends to increase with the number of employees, but
among companies with 301 or more employees, the
proportion of companies responding “No financial
institutions (No debt)” and “One financial institution”

21-50, 51-100, and 101-300 employees responded “6 also tends to increase.

Fig. 1-4-19 Number of financial institutions with which companies conduct transactions
(by number of employees)

o No financial institutions (No debt) © One financial institution
0 4 to 5 financial institutions

0 2 financial institutions 0 3 financial institutions
0 6 to 10 financial institutions @ 11 financial institutions or more

21-50 employees I
(n=1,005) 15.3 13.1 18.9 19.4 23.6 9.3 0‘.‘4

51-100 employees I
(n=741) 17.7 o7 [RIN2CRN 17.9 | 274 138 09

101-300 employees [
(n=293) 171 48| 123 16.0 26.6 222 1

301 employees— - : -
(n=84) 22.6 16.7 9.5 10.7 17.9 15.5 7A
I}
0 100 (%)

Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding “How many financial institutions (banks, credit unions, government-affiliated financial
institutions, etc.) do you currently have outstanding debt with?,” for each number of employees in 2016.
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Fig. 1-4-20 shows responses in relation to whether
companies have a main bank® or not, by number of
employees. Irrespective of their number of employees,
approximately 90% of companies responded that they

have a main bank. As the number of employees increases,
the proportion of companies responding that they have a
main bank declines.

Fig. 1-4-20 Do companies have a main bank? (by number of employees)

O Yes

o0 No

21-50
employees
(n=1,010)

91.7

51-100
employees
(n=741)

91.9

101-300
employees

(n=295)

301

85.7

employees—|
(n=84)

0

100 (%)

Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Note: Aggregates companies responding “Yes” to the question “Does your company have a main bank?,” for each response
regarding number of employees in 2016.

Fig. 1-4-21 shows changes in the degree of influence of
the main bank by number of employees. Approximately
80% of companies responded “No change.” A comparison
of the proportion of companies responding “Influence has

increased” and companies responding “Influence has
declined” shows that the proportion of companies offering
the latter response is as a rule higher.

Fig. 1-4-21 Change in the degree of influence of the main bank (by number of
employees)

21-50 employees
(n=908)

51-100 employees
(n=675)

101-300 employees
(n=259)

301 employees—
(n=72)

O Influence has increased 0 No change O Influence has declined
9.9 ‘ 775 ‘ 12.6 ‘
8.0 ‘ 78.5 13.5 ‘
9.7 ‘ 81.5 ‘ 8.9 ‘
8.3 ‘ 75.0 ‘ 16.7 ‘

100 (%)

Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding to the question “How has the influence of your main bank on management changed
in comparison to the situation 10 years ago?” among companies responding “Yes” to the question “Does your company
have a main bank?,” for each response regarding number of employees in 2016.

6) The question regarding a main bank asked whether or not the company had a financial institution with which it conducts transactions that it
recognizes as its main bank, irrespective of its level of outstanding debt with that financial institution.
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2. Status of management systems

In this section, we will look in turn at the status of
establishment of decision-making methods and a Board
of Directors as a decision-making organ, the formulation
of management plans and the disclosure of financial
information, and efforts to introduce management
accounting, all considered by form of ownership.

(1) Effect of difference in form of ownership on
management decision-making
Fig. 1-4-22 shows responses to the question “How

many years does your company project into the future
in conducting management?,” by form of ownership.
The highest proportion of both owner-managed and non-
owner-managed companies responded “Around 3 years.”
A high proportion of owner-managed companies also
responded “Around 5 years” and “10 years or more,”
indicating that these companies conduct management
from a longer-term perspective than non-owner-managed
companies.

Fig. 1-4-22 Number of years companies project into the future in conducting
management (by type of ownership)

O 1 year or less

Owner-managed

O Around 3 years

g Around 5 years 0 10 years or more

(Without external

shareholders) 6.5 41.0

39.7 12.8

(n=615)

Owner-managed

(With external

shareholders) 5.5 45.2

37.8 ‘ 11.5 ‘

(n=889)

Non-owner-managed ‘
(n=577) .9‘ 55.8

N

34.8 6.4

0

100 (%)

Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Note: Aggregates responses to the question “How many years does your company project into the future in conducting
management?,” with the responses “Around 10 years” and “Around 20 years” classified as “10 years or more,” for each

response as to whether the company is owner-managed.

Fig. 1-4-23 shows the term of appointment of managers
by form of ownership. The most frequent response
among non-owner-managed companies was “Less than
three years,” at slightly more than 40%. By contrast,
among owner-managed companies (without external
shareholders), the most frequent response was “20 years
or more,” at approximately 35%. More than 60% of these

companies offered managers terms of 10 years or more.
Comparing owner-managed companies and non-owner-
managed companies, it can be considered that the longer-
term involvement of managers in the former companies
allows them to conduct management from a longer-term
perspective.
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Fig. 1-4-23 Term of appointment of managers (by form of ownership)

O Less than 3 years O Less than 5years O Less than 10 years O Less than 20 years 0O 20 years or more

Owner-managed

(Without external

shareholders) 9.6

10.1 17.7

27.9 34.7

(n=623)

Owner-managed
(With external

shareholders) 8.3

18.9

31.6 25.4

(n=892)

Non-owner-managed

(nes84) 41.1

221 14.0 3.4

0

Source:
Note:

(2) Status of holding of board meetings and status
of discussion in board meetings
Next, we will look at the status of holding of board
meetings and the status of discussion in board meetings
(Fig. 1-4-24). Looking at owner-managed companies, we
see that the rate of establishment of a board of directors is
low among owner-managed companies without external

100 (%)

Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Aggregates responses regarding the term in office of the company’s President (representative), for each response
regarding whether the company is owner-managed.

shareholders. Among companies with 21-50 employees,
almost 60% have established a board of directors, but
slightly more than 40% have not. The proportion of
companies that have established a board of directors is
high among non-owner-managed companies, with little
difference being observed depending on the size of the
company.

Fig. 1-4-24 Status of establishment of a board of directors (by form of ownership and

number of employees)

O Has established a board of directors

0 Has not established a board of directors

21-50 employees
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225 ploy
g (n=169) 94.1 /,l 5,.,94
, ZImo0employess 9010 (100 ]
23 51-100 emg?;yees) B
2 - 53
g (n=220) S 2.3
SE 101 employees— S
= (n=134) %6.3 3.7)
0 100 (%)
Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Note: Aggregates companies responding with regard to whether or not they have established a board of directors, with

companies responding “Have had a board of directors for 10 years or more” and “Established a board of directors
within the past 10 years” classified as “Has established a board of directors,” for each response concerning number of
employees in 2016 and whether the company is owner-managed.
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Fig. 1-4-25 shows responses regarding the type of
discussions that are actually held in board meetings.
Among owner-managed companies and companies with
few employees, the proportion of companies that regularly
hold board meetings for the purposes of decision-

making and discussion is low; these companies hold
board meetings irregularly. As the number of employees
increases, the proportion of companies for which board
meetings function as regular forums for management
decision-making also increases.

Fig. 1-4-25 Status of discussions held in board meetings (by form of ownership and
number of employees)

o Regularly hold board meetings in order to make important management decisions and, in addition,
to make other decisions and hold discussions

0 Hold board meetings irregularly, limited to occasions on which important management decisions
must be made

O Have established a board of directors, but rarely hold actual meetings
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S o 51-100 employees == .
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= (n=129) 9310 (4723
0 100 (%)
Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Note: Aggregates companies responding with regard to the frequency with which they hold board meetings and the status of

discussions held at board meetings, among companies responding “Have had a board of directors for 10 years or more”
and “Established a board of directors within the past 10 years” to the question “Has your company established a board of
directors?,” for each response concerning number of employees in 2016 and whether the company is owner-managed.

Fig. 1-4-26 shows companies’ methods of decision-
making. The proportion of companies with a low number
of employees in which the company’s representative
makes decisions alone is high, but as the number
of employees increases, the management decision-

making method shifts to one in which the company’s
representative holds discussions with executives and the
management team, and decisions are made on the basis of
a system of discussion and consultation.
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Fig. 1-4-26 Method of decision-making (by form of ownership and number of
employees)
O The company’s representative holds discussions with executives and the management team,
and decisions are made based on a system of discussion and consultation

O The company’s representative consults with executives and the management team,
but effectively makes decisions by him or herself
O The company’s representative largely makes decisions by him or herself
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding regarding their method of making important management-related decisions, for each
response concerning number of employees in 2016 and whether the company is owner-managed.

(3) Status of formulation of management plans formulate fiscal year plans and medium-term management

Next, Figs. 1-4-27 and 1-4-28 show the form of plans. Looking at the results by number of employees, the
ownership of companies and the status of their formulation proportion of companies formulating fiscal year plans and
of management plans. A higher proportion of non-owner- medium-term management plans increases as the number
managed companies than owner-managed companies of employees increases.

Fig. 1-4-27 Status of formulation of fiscal year plans (by form of ownership and number
of employees)

O Company formulates fiscal year plans O Company does not formulate fiscal year plans
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding to the question “Does your company formulate management plans (business plans)
for individual fiscal years?,” with companies responding “Have formulated fiscal year plans for 10 years or more” and
“Commenced formulating fiscal year plans within the past 10 years” classified as “Company formulates fiscal year plans,”
for each response concerning number of employees in 2016 and whether the company is owner-managed.
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Fig. 1-4-28 Status of formulation of medium-term management plans (by form of
ownership and number of employees)

O Company formulates medium-term management plan
O Company does not formulate medium-term management plans

B« 21-50 employees
Q —
858 (=39 | $0.0 [ 500 |
X T . ‘
S 35 51-100 employees N ‘
538 (=200 59.0 } 410 |
cE® — ; |
824 101 emplo(ﬁ%) 5817 [ 213 |
9_ __ 21-50 employees N |
gEe (n=410) 602 l\ 398 |
g5 ———— . !
3 \ T
g5 51-100 employees ‘
£S5 (n=320) | 6019 [ 39.1 |
gg_&“ 101 employees— :
e (n=169) 728 | 272 j
21-50 employees :
$g (n=231) 61.5 38.5 \
c P N !
=2 51-100 employees |
i5 0 70T I— |
= Tl '
z 101 employees— . :
(n=134) 903 [ o7 1
0 100 (%)

Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and

Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding to the question “Does your company formulate medium-term management plans
(plans spanning multiple fiscal years)?,” with companies responding “Have formulated medium-term management plans
for 10 years or more” and “Commenced formulating medium-term management plans within the past 10 years” classified
as “Company formulates medium-term management plans,” for each response concerning number of employees in 2016

and whether the company is owner-managed.

Fig. 1-4-29 shows which stakeholders companies that
formulate management plans share those management
plans with. In the case of both owner-managed companies
and non-owner-managed companies, approximately
90% of companies share their plans with executive-level

and management-level personnel, and around half share
their plans with employees. The results also indicate that
around 30% of owner-managed companies share their
management plans with their creditors and financial
institutions.

Fig. 1-4-29 Sharing of management plans (by form of ownership)

0 Owner-managed (Without external shareholders) (n=454)
(%) o0 Non-owner-managed (n=531)
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institutions management-level
personnel
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I o e T ) e e B 07 0'5—3. | |—‘—|ﬂ
Business Credit survey General Do not
partners companies publication share plans
on Web

Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).

Notes: 1. Aggregates companies responding with regard to the stakeholders with which they share their plans, among those
companies responding that they formulate management plans (business plans) for individual fiscal years and/or
medium-term management plans (plans for multiple fiscal years), for each response as to whether the company is

owner-managed.

2. Total does not always equal 100% as multiple responses were possible.
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(4) Status of disclosure of financial information

Fig. 1-4-30 shows the status of disclosure of financial
information to employees. Considered by form of
ownership, only approximately 20% of owner-managed
companies (without external shareholders) disclose
financial information to their employees. Among non-
owner-managed companies, more than 40% disclose

financial information to employees. One reason for this
is the fact that non-owner-managed companies have
external shareholders such as employees and executives,
and so disclose financial information to shareholders
other than owner-shareholders. As a result, many of
these companies have no resistance to the disclosure of
financial information.

Fig. 1-4-30 Status of disclosure of financial information to employees
(by form of ownership and number of employees)

(%)
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29.6
30 28.3
24.0 265
21.3
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Owner-managed Owner-managed Non-owner-managed
(Without external shareholders) (With external shareholders)

Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding “Employees” when questioned regarding the scope of their disclosure of financial
information (who is privy to disclosure), among those companies responding that they formulate management plans
(business plans) for individual fiscal years and/or medium-term management plans (plans for multiple fiscal years), for
each response concerning number of employees in 2016 and whether the company is owner-managed.

Fig. 1-4-31 shows companies’ awareness of the information. However, as the number of employees

effect of disclosure of financial information. Around
half of companies in each category responded “Don’t
know” with regard to the effect of disclosure of financial

increases, the proportion of companies indicating that
financial disclosure has a significant positive effect also
increases.
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Fig. 1-4-31 Effect of disclosure of financial information (by number of employees)

o Significant positive effect

o Significant negative effect

o0 Don’t know

21-50 employees
(n=1,000) 35.9 ‘ 9.0 ‘ 55.1
51-100 employees ‘
(n=744) 41.0 Vol 51.3
101-300 employees
(n=297) 41.4 5.4 ‘ 53.2
301 employees— ‘
(n=83) 41.0 3.6 55.4
|
0 100 (%)
Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Note: Aggregates responses regarding whether the disclosure of financial information has a positive or negative effect on

company management, for each response concerning number of employees in 2016.

Fig. 1-4-32 shows the scope of disclosure of financial
information by number of employees. More than 80%
of comparatively small companies (21-50 employees)
responded “Creditors and financial institutions.” This may
be considered to be due to the fact that these companies
disclose financial information in order to procure funds

from financial institutions. As the number of employees
increases, the proportion of companies that disclose
financial information to stakeholders (“Shareholders
and investors”) and personnel involved in management
(“Executive-level and management-level personnel”) also
increases.

Fig. 1-4-32 Scope of disclosure of financial information (by number of employees)
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Notes: 1. Aggregates companies responding with regard to the scope of their disclosure of financial information (who is privy to

disclosure), for each response concerning number of employees in 2016.
2. Total does not always equal 100% as multiple responses were possible.
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Fig. 1-4-33 shows the merits of disclosure of
financial information. The most frequent response was
“Ensures sound management,” followed by “Improves
creditworthiness to others” and “Increases ease of

uri . wner- i i
rocuring funds.” Owner-managed companies in
icu W uri u
articular saw “Increases ease of procuring funds” as a
merit.

Fig. 1-4-33 Merits of disclosure of financial information (by form of ownership)

o Owner-managed (Without external shareholders) (n=611)
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Notes: 1. Aggregates companies responding with regard to the perceived merits of disclosure of financial information, for each
response as to whether the company is owner-managed.

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

Fig. 1-4-34 shows the demerits of disclosure of for preparation of documents” and ‘“Prompts demands

financial information. The most frequent response was
“Increases pressure from business partners to reduce
prices,” followed by “Increases administrative costs

Fig. 1-4-34 Demerits of disclosure of financial

o Owner-managed (Without external shareholders) (n=608)

from employees for increased wages.” At the same
time, a certain number of companies also answered “No
demerits.”

information (by form of ownership)
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management  in procuring partners to employees image preparation
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Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Notes: 1. Aggregates companies responding with regard to perceived demerits of disclosure of financial information, for each

response concerning whether the company is owner-managed.
2. Total does not always equal 100% as multiple responses were possible.
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(5) Status of management accounting initiatives
Fig. 1-4-35 shows the status of management
accounting initiatives, by form of ownership and number
of employees. Here, management accounting refers to
initiatives conducted separately from the preparation of
financial statements, such as profitability management
and cost management by sales destination, product or

department to assist in management decision-making.
A higher proportion of non-owner-managed companies
than owner-managed companies conduct management
accounting initiatives. The proportion of companies that
have introduced management accounting tends to increase
as the number of employees increases.

Fig. 1-4-35 Status of management accounting initiatives (by form of ownership and

number of employees)
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Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017 and
Estimation of Future Structural Changes (March 2018).
Note: Aggregates companies responding in relation to whether they conduct initiatives such as profitability management

and cost management (management accounting) separately from the preparation of financial statements in order to
assist in management decision-making, with companies responding “Have conducted management accounting for 10
years or more” and “Commenced management accounting within the past 10 years” classified as “Company conducts
management accounting,” for each response concerning number of employees in 2016 and whether the company is

owner-managed.
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Section 3 Summary

In this chapter, we used statistical methods to
analyze the relationship between a company’s corporate
governance structure and various investment behaviors
and management initiatives. The results showed that the
adoption of a long-term management perspective, the
establishment of management systems such as a board
of directors and the holding of regular meetings, the
formulation of management plans and the introduction
of management accounting initiatives strengthens the
tendency to conduct machinery and equipment, IT and
R&D investment, develop human resources and seek
to realize increased efficiency. Many SMEs are owner-
managed companies, a fact that offers a positive aspect
in that it enables the adoption of a long-term management
perspective, but also a negative aspect in that it tends to
suppress initiatives such as the holding of board meetings
and the formulation of management plans.

The questionnaire survey discussed in this paper
showed that among SMEs, the actors with the greatest
influence on management are often internal stakeholders
(employees and executives), family members and
relatives; few companies have proceeded with the
introduction of external shareholders or the acceptance
of executives from outside the company; companies have

not established systematic decision-making structures
(boards of directors); and companies are not proceeding
with the disclosure of financial and other information, the
formulation of management plans, and the introduction of
management accounting initiatives. At the same time, the
results indicate that such initiatives are promoted by the
process of a company’s increasing in size (increasing its
number of employees).

The analysis conducted in this chapter has not clarified
the causal relationship between the establishment of
corporate governance structures and various management
systems and the number of employees a company
has: Does the number of employees grow when these
systems are established, or does the process of growth
in employee numbers promote the establishment of
these systems? However, it has verified that there is a
specific relationship of correlation between them. The
establishment of corporate governance structures (the
acceptance of discipline from outside the company
and the establishment of management systems) can be
considered to promote investment activities and help to
realize increased productivity, while promoting sound
company growth.
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Column 1-4-1 Growth willingness among SMEs

What is corporate growth? Both quantitative and qualitative increases exist. In the former category,
we have increases in sales and profits, and increases in employee numbers; in the latter, increases in
the ability to provide services, in technological capability, and in employee skills. Which should be
aimed for will differ depending on the thinking of companies and managers. Here, we take “corporate
growth” to refer to increases in sales and profits and increases in employee numbers, and we consider
growth willingness in relation to these.

Fig. Column 1-4-1 (1) shows growth willingness by the number of years that a company has existed.
Irrespective of years in existence, around 70% of all companies responded that they wanted to take
time and realize stable growth. The fewer years in existence, the greater the proportion of companies
responding that they wanted to realize a high level of growth in a short period, with around 23% of
companies in existence for less than 10 years providing this response. The results also indicated a
tendency for a higher proportion of companies to wish to maintain their present status as their years
in existence increased, with around 20% of companies in existence for 50 years or more responding
that they would like to maintain their present status without being concerned about growth.

Fig. Column 1-4-1 (1) Growth willingness among SMEs by years in existence

o The company wants to realize a high level of growth O The company wants to take time and realize

in a short period stable growth
0 The company wants to maintain its current status 0 The company is in decline, and will find it difficult
without being concerned about growth to maintain its current status
0-9 years (n=60) 233 ] 717 5.0 0l0
10-19 years (n=279) |__10.8__ | 73.1 [ 140 52
20-29 years (n=358) | 9.2 | 746 \ 145 1.7
30-39 years (n=341) | 100 | 736 \ 14.7 1.8
40-49 years (n=402) | 65| 76.9 | 14.2 2.5
50-59 years (n=346) [ 5.2 | 70.8 \ 20.5 |3.5]
60 years— (n=359) | 5.8_| 70.2 \ 214 2.5
|
0 100 (%)

Source: Accenture Japan Ltd, Report on Commissioned Project for Structural Analysis of Japanese SMEs in Fiscal 2017
and Estimation of Future Structural Changes (March 2018).

Note: Aggregates companies responding in relation to “corporate growth,” understood as increases in sales and
profits and increases in employee numbers, for each response concerning the number of years in which the
company had been in existence in 2016.

Fig. Column 1-4-1 (2) shows growth willingness by the age of the manager (current President)
of the company. The proportion of companies with younger managers responding that they want
to realize a high level of growth in a short period is high, while the proportion of these companies
responding that they want to maintain their current status without being concerned about growth is
low. The results also show that as the age of the manager increases, the proportion of companies that
want to realize high growth in a short period declines, while the proportion that want to maintain their
current status increases.
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Fig. Column 1-4-1 (2) Growth willingness by age of current President

o The company wants to realize a high level of growth O The company wants to take time and realize

in a short period stable growth
o The company wants to maintain its current status 0 The company is in decline, and will find it difficult
r without being concerned about growth to maintain its current status
40s or younger ]
(n=408) 10.5 ‘ 76.0 ‘ 10.8 ‘27‘
50s
(n=607) 9.7 ‘ 73.3 ‘ 15.5
60s [
(n=834) 7.0 ‘ 74.0 ‘ 16.9 ‘22‘
70 or older
(n=267) 5.2 ‘ 67.4 ‘ 23.2 ‘ 4.1 ‘
|
0 100 (%)

Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).

Note: Aggregates companies responding in relation to “corporate growth,” understood as increases in sales and
profits and increases in employee numbers, for each response concerning the age of the current President, with
the responses “29 or younger,” “30s” and “40s” classified as “40s or younger.”

Fig. Column 1-4-1 (3) shows responses offered by companies classified as SMEs when asked
whether they aim to become large companies. More than half of the companies responded that they
had no particular thoughts either way, while around 8% of all companies surveyed indicated that their
goal was to become a large enterprise. A certain number of companies also see merit in being an
SME, with around 38% of companies responding that they wanted to remain an SME.

Fig. Column 1-4-1 (3) Inclination of SMEs to become large enterprises or remain SMEs

(%)

O Wants to become a large enterprise

0 Wants to remain an SME

O No particular thoughts either way

Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).

Fig. Column 1-4-1 (4) focuses on the reasons for the response of the companies shown in Fig.
Column 1-4-1 (3) that indicated that they wanted to remain SMEs. The most frequent response, at
around 24%, was “Because it is easier for SMEs to engage in creative activities.” This was followed by
"Because the size of an SME makes it easier to manage staff,” at around 20%.

These results can be considered to indicate that there is a fairly large number of companies that
see strengths and merits in being an SME, and wish to remain one.
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Fig. Column 1-4-1 (4) Reasons that SMEs wish to remain SMEs

(n=674)

Because it is easier for SMEs to engage | 23.9
in creative activities ’

Because the size of an SME makes it

easier to manage staff | 19.9

Because being an SME offers tax and

subsidy benefits [ 17.1

Because the size of an SME is the

optimal size in terms of costs 1165

Because it is possible to avoid various | 13.1
restrictions on large enterprises :

Because increasing capitalization 45
would increase costs ’

Others| 152

0 5 10 15 20 25 30 (%)

Source: Accenture Japan Ltd, Survey of SME Management Systems and Business Administration (November 2017).
Note: Aggregates companies offering reasons for responding to the question “What is your company’s thinking in
relation to becoming a large company?” that they wished to remain SMEs.
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Column 1-4-2 History of companies founded in the Meiji era

Case
1-4-1 MAX Co., Ltd.

A company that continues to meet the challenges of the times, treating
continuous innovation as its tradition

[A long-established manufacturer of soaps and toiletries that has been in existence for 113 years]

Established as the Ogawa Sekken Seizojo in Osaka City (Osaka Prefecture) in 1905, the company
initially manufactured laundry soaps, but turned to the manufacture of toilet soap in 1916, 10 years
after its establishment, laying the foundations for the modern company. The company has ridden out
difficult periods including two world wars, the oil crisis, and the collapse of the bubble economy, not only
through a commitment to making good products (improvement of product quality), but also by means of
a flexible and adaptable management stance that encompasses efforts to open up new markets, brand
establishment initiatives and the use of marketing. The company’s name recogpnition is also high due to
its manufacture of a lemon-scented soap that was used by Japan’s elementary school students to wash
their hands during the pre- and postwar years. Celebrating 113 years in existence in March 2018, MAX is
today a long-established manufacturer and retailer of skin care and body care products.

Below, by looking at the company'’s history, we attempt to elucidate the essential elements that have
supported its management for such a long period.

[Understanding the trends of the times and succeeding in rapidly capturing overseas demand]

10 years following its establishment, when the company shifted its business focus to toilet soaps,
the Japanese economy was booming against the background of the First World War. As the external
business activities of companies located in Europe, the main theater of battle, began to contract, the
company made use of cost competition and commenced exports, opening up markets for its soap in
China, Southeast Asia, India, Africa, and Central and South America. The company was successful in
capturing overseas demand, eventually exporting about 80% of its production volume of toilet soap. The
toilet soap “White Champaca,” mainly marketed in China, was a huge hit despite being a luxury product,
and this provided the company with the opportunity to establish its brand. The sales capacity and brand
power that it developed during this period also provided the company with the motive force that enabled
it to weather the long recession that followed the end of the First World War.

[Capital investment, research and development and marketing supporting recovery from destruction
during the war]

The company'’s factory and office were burned down during the Osaka air raids in the Second World
War, but it recommenced operation as Ogawa Sekken Seizojo Co., Ltd. in October 1947. Demand swelled
from the 1950s, when the Japanese economy recovered and household consumption expanded. Against
this background, in addition to renovating its factory facilities in 1957, the company also worked to open
up sales channels, for example by establishing contracts with distributors possessing sales networks
throughout the country. It is regarded as the earliest of Japan's soap manufacturers to make efforts to
cultivate the mass retailer market, and it was from this background that the company’s posture of not
relying merely on the manufacture of high-quality products but of also prioritizing marketing emerged.

From the 1960s to the 1970s, the company replaced factory equipment with higher-efficiency models
on an annual basis, and in April 1982, it constructed a head office building equipped with what was at
the time the most advanced equipment, including a gas chromatograph, a spectrophotometer and a
polishing and dissolution tester. In addition to this capital investment, in 1985 the company established a
Planning and Design Office staffed by three women in order to boost its ability to develop products suited
to modern lifestyles. And in 1987, it also focused attention on marketing, for example by establishing a
creative office that would focus on product development, package design, and exhibition space design
based on the twin concepts of “Young Power” and “Global Vision.”

MAX'’s ability to weather so many difficult situations - the aftermath of the Second World War, the
Nixon shock, the oil crises, recession caused by a high yen, the collapse of the bubble economy - was the
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result of its focused application of R&D investment and capital investment to enable it to manufacture
high-quality products, and efforts to hone its marketing capacity to enable it to accurately grasp the
worldviews of its customers and what they require from products.

[Formulating a management direction that remains effective against the background of a lack of human
resources]

The creative initiatives that MAX has implemented in response to severe economic conditions over the
course of its long company history also provide it with an effective means of responding to the situation
today, when a shortage of human resources is becoming increasingly severe in Japan. As a result of
appropriately-timed capital investment in the past, 90% of the manufacturing lines in the company’s main
factory are mechanized or automated. As a result, its employees are no longer required to perform hard
physical work or dangerous work. In addition, by systematizing the compounding and adjustment of the
components of its products (toilet soaps, body soaps, bath salts, etc.), the company has made it possible
for workers to perform procedures even if they possess no specialized knowledge or experience. Together
with these initiatives, MAX offers flexible working hours and working days, providing an environment in
which even women raising children are able to work.

[Making change is the ongoing tradition]

Today, MAX's goal is to remain essential to its customers for the next 100 years. It has been able to
create hit products by following a concept of manufacturing products that solve its customers’ problems,
for example a persimmon juice soap that solves the problem of personal odor, and a range of skincare
and body care products for sensitive skin that solve the issue of skin problems. The company has also
commenced other noteworthy efforts - for example, its research and development program has seen it
overturn the conventional wisdom and affirm the usefulness of low alkalinity (use of soap) during facial
cleansing, and is using its original techniques to create a basic range of skincare products.

The orientation that MAX's tradition has been fostered by continuing transformation is one that has
been successively passed down in the company since its foundation.

Rl -
R
.J-]

Noriko Ohno, President MAX’s lemon soap
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Case
1-4-2 Hotman Co., Ltd.

A company founded in the first year of the Meiji era whose ethos of
manufacturing and management principles see it remaining committed
to domestic manufacture

Hotman Co., Ltd. (employees: 413; capital: ¥80 million), which has its head office in Ome City, Tokyo,
is a towel manufacturer that was founded in the first year of the Meiji era. Founded in Ome City, which
has long been known as a center of the weaving industry, the company has expanded the scope of its
business up to the present day, remaining committed to the principles of 100% domestic manufacture
and sale through its own directly-managed stores. Below, we will consider the company’s 150-year history
and explore the essential factors that have enabled it to continue in business for so long.

[Transition from the manufacture of cloth for bedding to towels, a finished product manufactured by the
company]

Hotman was founded as the Tanaka Textiles Factory in March 1868, the first year of the Meiji era, in Ome
City, Tokyo, which has flourished as a center of the weaving industry since the Kamakura era. Commencing
as a manufacturer of cloth for kimonos, the company changed the products that it manufactured with the
passing eras, and following the end of the Second World War, it became for a time a manufacturer of
futon material and clothing material. After this, in the early 1950s, the then President of the company
anticipated the transition towards a western lifestyle in Japan, and decided that the company would
change tack, becoming a towel manufacturer. The peak of production of futon material had passed, and,
based on the local feeling that the Ome weaving industry must survive, not only did Hotman introduce
towel looms, but other local weaving businesses also did so. This change laid the foundations for Ome’s
later development as a center of towel manufacture. “Unlike futon material, manufacturing towels made
it possible to produce a finished product.” As a result, the company came to have its own product that it
could supply directly to consumers.

[From wholesale to retail in directly-managed stores]

In 1972, Hotman opened its first directly-managed retail store, focusing exclusively on the sale of
towels, in a prime location in Tokyo's Roppongi district. At that time, there was no precedent for a weaving
company opening a directly-managed store, and Hotman was a pioneer in the establishment of an
integrated manufacturing and retail system.

The company also expanded its sales network through wholesale sales at the same time as it developed
its directly-managed stores. However, in the 1990s, an influx of cheap overseas products meant that the
company was swamped by a wave of price competition, and its wholesale items were retailed at reduced
prices in order to respond to the situation. The company realized that wholesale sales meant that it could
not affect the retail price, and that what it must deliver high-quality products to its customers at uniform
prices throughout the country. Based on this concept, and accepting that it would suffer a significant
decline in its volume of sales, the company focused on retail through its directly-managed stores, and at
the same time advanced the level of in-sourcing of its production. As a result, the company'’s sales volume
declined to approximately half of its peak. While this significant decline in sales volume temporarily
affected Hotman's business performance, the establishment of direct points of contact with customers
and the resulting confidence in its prices represent major strengths of the company today.

[100% domestic production: Creating an integrated production system]

At the same time, quite a number of Japanese companies responded to the influx of cheap towels
produced overseas by shifting their towel production bases to other Asian countries, in particular China.
Hotman, however, remained committed to domestic production, and was determined to continue
manufacturing in Ome, where the company had been founded. It set about establishing an integrated
production system that would allow it to conduct all production processes in-house. Looking back at
that time, company president Masayuki Sakamoto says “Hotman'’s towels were born from the highly-
developed skills and knowledge and the refined aesthetic sense that were fostered in Ome. Seeking to
remain close to our customers, even in a small way, we committed to domestic production.”

Meanwhile, while some companies that had shifted their production bases overseas temporarily
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enjoyed increased profits, factors including wage increases later saw many companies withdrawing.
We can say that while a shift overseas appeared rational at the time from a short-term perspective, for
Hotman, the management judgement that resulted in its continuing commitment to domestic production
was the correct one. This is, no doubt, the can-do management power of a company that has survived
and thrived for 150 years since the Meiji era, “looking back to its management principles, but managing
its business with a view towards what lies beyond the next development.”

[A manufacturing ethos and a company philosophy passed down by dialogue]

Masayuki Sakamoto, the current president of the company, is its seventh president. Hotman was
originally founded by the Tanaka family, but based on its founder’s philosophy that a company is a public
institution, the president is appointed by the employees. Looking back nostalgically, Mr. Sakamoto says “I
was introduced to Hotman's ethos of manufacturing and management principles by the Chairman, having
been invited to his house to share tea on the veranda.” For Hotman, the company’s manufacturing ethos
and management principles are things to be passed on across eras through dialogue with members of
the next generation.

In 2013, Hotman commenced marketing of its high-absorbency “one-second towel” series, named
because the towels, if placed in water, would absorb enough to make them begin to sink within one
second. These towels have won a number of awards, including the Encouragement Award of the Small
and Medium Enterprise New Technology and New Product Awards organized by the Resona Foundation
for Small and Medium Enterprise Promotion and Nikkan Kogyo Shimbun, Ltd. and the Tokyo City Special
Award for Venture Technology of the Going-Global Innovations Competition, organized by the Tokyo
metropolitan government. Up to that point, Mr. Sakamoto says, the company had maintained the attitude
of a craftsperson, focusing on creating good products rather than engaging actively in advertising.
Speaking of his determination for the future, Mr. Sakamoto says, “We work every day at our manufacturing
activities with the goal of enabling people to experience a slightly richer lifestyle through the medium of
the towels that they use every day. It is my job today to make more people aware of the value in using a
Hotman towel, and to get them to actually use the towels and experience this value.”

Hotmanis also actively engaged in initiatives that make a contribution to its own local area; itis involved,
for example, in entrepreneurial education” activities, in this case producing hand towels designed by
local elementary school students and actually selling them in the local area. Mr. Sakamoto says, “I will
be happy if the elementary school students who are involved want to join the company in future. | want
Hotman to grow while coexisting with the local community.” We can certainly expect Hotman to continue
to flourish in its Ome home in future.

|n

7) A program to promote diffusion of entrepreneurial education conducted by METI.
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b el :
Hotman in the 1950s Instantly absorbent “one-second towels”

Masayuki Sakamoto, President
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Worsening labor shortages
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Chapter 1

The worsening labor shortage situation

Chapter 1 will examine the increasingly severe labor shortage situation. It will also analyze
how SMEs are making use of diverse personnel such as women, seniors," and the like, a practice
that is likely to become more important in future under labor shortage conditions, using various
statistical research and the Survey on Initiatives for Increasing Productivity to Address Labor

Shortages® (below, “Questionnaire Survey”).

Section 1

Below, we analyze the worsening labor shortage
situation at SMEs.

(1) Sense of a labor shortage at SMEs

First, we will look at trends in the DI for excess/
shortage of employees, using the Survey on SME Business
Conditions of the SME Agency and Organization for
Small & Medium Enterprises and Regional Innovation,
Japan, to see what the sense of a labor shortage is at SMEs,

Fig. 2-1-1

(DI, %p) All industries —#&— Manufacturing
30

20

Construction

Worsening labor shortages at SMEs

by industry sector (Fig. 2-1-1). A look at this shows that
in all industry sectors, the DI peaked in 2009 and turned
downward overall after that. In all industry sectors, the
percentage that answered they had a “Shortage” of
employees has been greater than those indicating they had
an “Excess” since the fourth quarter of 2013. The sense
of a labor shortage is particularly strong in construction
and services.

DI for excess/shortage of employees by industry
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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.

1) In this chapter, “seniors” are defined as personnel age 60 or older.
2) A questionnaire survey conducted by Mitsubishi UFJ Research and Consulting Co., Ltd. on 30,000 SMEs in December 2017 (response rate
13.8%). It should be kept in mind that the subject of this survey was SMEs with at least 21 regular employees.
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(2) Management issues facing SMEs

Fig. 2-1-2 lists SME management problems found by
the Japan Finance Corporation’s Nationwide SME Trends
Survey.® Tt shows that the ratio of enterprises answering,
“Recruiting difficulty” has continued rising the last

Fig. 2-1-2 Management problems

few years, and is approaching the level of the period of
economic expansion in the latter half of the 1980s and
first part of the 1990s. This tells us that SMEs are strongly
aware that their labor shortages are a management issue.

O Recruiting difficulty 0O Sales/orders stagnating/declining O Increasing personnel costs, interest, and other costs
o O Low product prices, demands from O High cost of raw materials O Other
(%) trading partners to lower prices
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(Calendar year/quarter)

Source: Japan Finance Corporation, Nationwide SME Trends Survey (SMEs edition)
Note: Here, “SMEs” means enterprises that are Japan Finance Corporation clients that, in principle, have at least 20 employees.

(3) Personnel insufficiency rates

Fig. 2-1-3 shows personnel insufficiency rates by
number of employees at enterprises. This suggests
that the smaller the enterprise, the higher the personnel

insufficiency rate. Comparing manufacturing and non-
manufacturing industries, the insufficiency rate is higher
on the whole at non-manufacturing industries.

3) Japan Finance Corporation’s Nationwide SME Trends Survey studies small enterprises (those with fewer than 20 employees, in principle)
and SMEs (those with 20 or more employees, in principle) in separate editions. This section looks at “management problems” in the SMEs
edition, but the ratio answering “Recruiting difficulty” has recently likewise been rising on the list of “management problems” at small

enterprises.
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Fig. 2-1-3

(%)

Personnel insufficiency rates by number of employees

O Insufficiency rate (personnel shortage rate)
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Source: Recompiled from Ministry of Health, Labour and Welfare, FY2016 First Half Survey on Employment Trends.
Notes: 1. Insufficiency rate = (number of persons lacking / number of regular workers) x 100

2. The insufficiency rate in this case is found by finding the insufficiency rate at each business establishment, adding
them together, then dividing by the number of business establishments.

(4) Ratio of placement to job opening among high
school graduates
Next, we look at trends in the ratio of placement to
job opening among high school graduates by number of

trend for the last five years at enterprises of all scales, and
the decline has been especially notable at enterprises with
29 employees or less, who recently have only been able to
fill about one-fifth of their job openings.

employees (Fig. 2-1-4). This ratio has been on a declining

Fig. 2-1-4 Ratio of placement to job opening among high school graduates,
by number of employees
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120 - 1124 110.3 109.6 1073
’ 104.2
100.0
100
83.9
80 -
60 -
40+
20 -
O J
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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 = (humber of job seekers employed / number of job openings) x 100
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(5) Trends in number of job openings and number to-application ratio had been about 3—4, but is rising
of job seekers recently. In FY2017, it grew considerably to 6.4 (Fig.
Next, we look at trends in enterprises’ number of job 2-1-5). At enterprises with 300 or more employees, the

openings for university students planning to graduate number of job seekers has slightly outnumbered the

and number of job seekers, by number of employees. At number of job openings each year recently, so the job

enterprises with 299 employees or less, the job opening- opening-to-application ratio is about 1 (Fig. 2-1-6).

Fig. 2-1-5 Number of job openings for prospective university graduates and number
of prospective university graduate job seekers at enterprises with 299
employees or less
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Source: Recruit Works Institute, Works University Graduate Job Offers to Job Seekers Ratio Survey.

Fig. 2-1-6 Number of job openings for prospective university graduates and number
of prospective university graduate job seekers at enterprises with 300
employees or more
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Source: Recruit Works Institute, Works University Graduate Job Offers to Job Seekers Ratio Survey.

Fig. 2-1-7 shows trends in the number of job openings businesses of all categories of number of employees, but
by number of employees at the business establishment. since then the number has been increasing the smaller the
It shows that in 2009, the number of job openings fell at number of employees.
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Fig. 2-1-7 Number of new job offers by number of employees of business establishment
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Source: MHLW, Employment Referrals for General Workers.

(6) Trends in number of employees

This part looks at trends in number of employees at
enterprises by workforce size, with a focus on enterprises
with 1-29 employees and enterprises with 500 employees
or more in the past 20 years. It shows that in the early part
of that period, the number of employees stayed flat at both

06

o7 08 09 10 11 12 13 14 15 16 17
(Year)

groups, but entering the 2000s, the number of employees
at enterprises with 1-29 workers began a declining trend,
while that at enterprises with 500 workers or more started
a rising trend. The two totals crossed over each other in
2014 (Fig. 2-1-8). It is inferred that human resources are
moving to large-scale enterprises year by year.

Fig. 2-1-8 Number of non-agriculture or forestry workers by workforce size
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Section 2 Japan’s population dynamics and changes in employee

structure
Factors behind the rise in the sense of a labor shortage Below, we look at Japan’s population dynamics, changes
at SMEs include a cyclical factor (economic expansion) in the employee structure, and more.

and a structural factor (Japan’s population dynamics).

1. Working age population and labor force population

(1) Changes in working age population about 10 million). This trend is projected to continue into

Japan’s working age population (ages 15-64) peaked at the future. It is estimated that the working age population
about 87 million in 1995, after which it started declining. will fall to about 48 million in 2060, or only about 60%
By 2015, it had declined to about 77 million (a decline of that of the 2015 level (Fig. 2-1-9).

Fig. 2-1-9 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
(2017 projections).

Notes: 1. Future population projections after 2016 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).

(2) Changes in labor force population younger is declining on the whole. On the other hand, the

Fig. 2-1-10 shows trends in the age structure of the percentage of personnel age 55 or older is rising, with a
labor force population®. Comparing the recent structure particularly large increase among generations age 60 or
with that of 1980, the percentage of personnel age 44 or older.

4) “Labor force population” is found by adding “employed persons” and “completely unemployed persons™ age 15 or older.
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Fig. 2-1-10 Trends in the age structure of the labor force population
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Source:  MIC, Labor Force Survey (Historical Data/Basic Tabulation).

Next, we look at time series for Japan’s labor force
population and working age population. A look at the labor
force population shows that it declined by about 420,000
people between 1995 and 2015, not as great as the decline
in working age population. As the working age population

declines, the rising labor force participation rate of women
and personnel age 65 or older as a percentage of the
working age population softens the impact of the decline
in the working age population (Fig. 2-1-11).

Fig. 2-1-11 Trends in labor force population and working age population

(10,000 people)
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Sources: MIC, Labor Force Survey (Historical Data/Basic Tabulation); MIC, Population Census; National Institute of Population and
Social Security Research, Population Projections for Japan (2017 projections).
Notes: 1. Future population projections after 2016 are based on medium fertility (medium mortality) estimates.
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2. Populations up to 2015 are based on MIC, Population Census (people of uncertain age are proportionally distributed).
3. The labor force population (men) and labor force population (women) are figures for persons age 15 or older, while
working age population is a figure for persons age 15-64.
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2. State of labor force participation by women and seniors

Below is a detailed look at how labor force participation
by women and seniors is softening the impact of Japan’s
working age population decline, as well as a look at the
background when women and seniors wishing to find jobs
are not getting them.

(1) Changes in employment rate
Fig. 2-1-12 shows trends in the employment rate by
age and gender. One characteristic of the employment rate

for women is that it is about the same as that for men up
to their early 20s, but the employment rate stops growing
in their later 20s and starts to decline in their early 30s.
Comparing 1997 and 2017, the employment rate overall
for women, including their early 30s, has risen, but there
is a gap compared to the employment rate for men. On
the other hand, the employment rate for men rises in
their early 60s. This indicates increasing labor force
participation by seniors.

Fig. 2-1-12 Changes in employment rate by age and gender (1997-2017)

. Men (1997) —&— Men (2007) Men (2017) [Enlargement of employment rates
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Source:

(2) Trends in number of women employees
Following is a look at women’s employment status,
employment inclinations, etc. First, a look at the number
of women employees by employment pattern shows that
the number of women employees has continued to rise

MIC, Labor Force Survey (Historical Data/Basic Tabulation).

in the last 10 years, with an increase of about 2.6 million
altogether (Fig. 2-1-13). Breaking down by employment
pattern shows that there has been a particularly large
increase in non-regular employees, while since 2015 the
number of regular employees has also risen greatly.
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Fig. 2-1-13 Trends in number of women employees, by employment pattern

(10,000 people)
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(3) Women’s employment status during the child

rearing years

Here, we look at what percentage of women who
left employment for marriage or childbirth reasons
subsequently became employed again, and what
percentage of those that did not become employed again
wish to become employed. Fig. 2-1-14 shows that persons
who returned to work after leaving employment and are
currently employed (persons with an occupation) make up

just 26.0% of the total, while 60.0% of persons without
an occupation would like to return to work. Persons
who left employment for marriage or child rearing and
would currently like to be employed likely have a certain
capacity to perform work because they already have social
experience. It is inferred that putting such personnel back
to use could be a key to securing personnel for enterprises
facing labor shortages.

Fig. 2-1-14 Employment status of women who left employment for marriage or child

rearing

Employment status of women who
left employment for marriage or child rearing

[ Persons with an occupation
[ Persons without an occupation
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Source: MIC, 2012 Basic Survey on Employment Structure
Notes: 1.

Employment wishes of women who
left employment for marriage or child rearing
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to be employed
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Figure aggregates women ages 25-34 who left employment in October 2007 or later and said that the reason was

“Because of marriage” or “Because of childbirth/child rearing.”
2. “Women who do not think they wish to be employed” refers to “Persons without an occupation” minus those who are

“Persons wishing to be employed.”
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(4) Status of non-employed women

Below, we look at the “non-labor force population™
(persons not seeking jobs), and specifically those who
wish to work but are not looking for work, to find the
reason why. Fig. 2-1-15 (1) looks at women in this category
by age group. It shows that “Because of childbirth/child
rearing” was the answer from the majority in the age
groups “15-24.,” “25-34" and “35-44.” Additionally,
Fig. 2-1-15 (2) breaks down those that answered, “There

doesn’t seem to be suitable work.” A high percentage of
women in the age groups “25-34,” “35-44,” and “45-54”
elaborated that “There doesn’t seem to be work that I’d
want in terms of working hours, wages, etc.” From this,
it is inferred that there are particularly many women who
want to work but are limited by childbirth/child rearing
and thus not seeking jobs, and that there is a large demand
for enterprises where such women could work.

Fig. 2-1-15 (1) Reason why persons would like to do paying work but are not currently
seeking work (women)

O There doesn’t seem to be suitable work

15-24

O For health reasons

0 Because of childbirth/child rearing

0O Need to be a caregiver

O Other

40.9

19.5 .,.l

25-34

35-44

45-54 353 [ o1 [ 130 |

26.8 [

55-64 42.7

65 or
older

53.3 | 22.9 [ 148

0 100
(%)

Source: Recompiled from MIC, 2016 Labor Force Survey.
Notes: 1. Figure aggregates responses of persons who were not working during the period covered by the survey, answering,
“School, housework, etc.” and who in addition responded that they would like to do paying work.
2. Inthe 15-24 age group, those currently in school are not counted.
3. Calculated by averaging responses over one year.

5) Refers to people age 15 or older other than “employed persons” and “completely unemployed persons.”
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Fig. 2-1-15 (2) Reason why persons would like to do paying work but are not currently
seeking work (women): breakdown of those answering, “There doesn’t

seem to be suitable work”

O There doesn’t seem to be work nearby
O There doesn’t seem to be work that I'd want in terms of

O There doesn’t seem to be work suited to my knowledge/capabilities
O There doesn’t seem to be work in the current business conditions
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Source: Recompiled from MIC, 2016 Labor Force Survey.

Notes: 1.

Figure aggregates responses of persons who were not working during the period covered by the survey, answering,

“School, housework, etc.” and who in addition responded that they would like to do paying work.
. In the 15-24 age group, those currently in school are not counted.

2
3. Calculated by averaging responses over one year.
4

. Re-aggregated so that only the above choices that are a breakdown of “There doesn’t seem to be suitable work” will

add up to 100% of responses.

(5) Status of completely unemployed women

Fig. 2-1-16 looks at the reasons why completely
unemployed women® are not working. It shows that a
high percentage of respondents answered, “There is no
work of the type/nature that I wish” or “The working
hours, holidays, etc., are not what I want.” On the
other hand, in all age groups except “15-24,” less than
10% answered, “The wages/pay are not what I want.”
The figure also shows that there were particularly high
percentages responding, “The working hours, holidays,

etc., are not what [ want” in the age groups “25-34,” “35—
44, and “45-54.” Therefore, it appears that the conditions
these women are looking for from employers are more
concerned with work of the type/nature that women want
and working hours and holidays, rather than wages. It
is inferred that there are many women in particular who
would find it difficult to work full time because of child
rearing, etc., and therefore they wish to work shortened
work hours, etc.

6) Here, “completely unemployed persons” means persons who meet the three following conditions, as based on the definition in the Ministry

of Internal Affairs and Communications’ Labor Force Survey.

(1) The person has no work and did not do even a little work in the survey period (not an employed person).

(2) The person would be able to work soon if there were work.

(3) The person was searching for work or preparing to start a business during the survey period (includes cases where the person has

applied for a job and is waiting for the results).
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Fig. 2-1-16 Reasons why completely unemployed persons are not working (women)

O The wages/pay are not what | want O The working hours, holidays, etc., O The age that employers are recruiting
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Source: Recompiled from MIC, 2016 Labor Force Survey.
Notes: 1. Figure aggregates responses of persons who were not working but were searching for work during the survey period.
2. Aggregates average responses over one year.

(6) Trends in number of senior employees shows that the number of employees age 60 or older has

Next is a look at seniors’ employment status, risen in the last 10 years, with an increase of about 3.3
employment inclinations, etc. A look at the number million (Fig. 2-1-17). This suggests increasing labor force
of employees age 60 or older by employment pattern participation by seniors.

Fig. 2-1-17 Trends in number of 60 or older employees, by employment pattern
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Source:  MIC, Labor Force Survey (Historical Data/Basic Tabulation).
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Fig. 2-1-18 shows the age up to which seniors would
like to work. Breaking down the results, 28.9% said, “I
want to work as long as I can,” while the answers “Until
about 65” and “Until about 70” each got 16.6%. This
indicates that there is a reasonably high percentage of

seniors with a strong intention to participate in the labor
force, and thus there is increasing labor force participation
by seniors. Therefore, it is inferred that enterprises are
needed that can accommodate seniors.

Fig. 2-1-18 Age up to which men and women age 60 or older want to work
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Source: Cabinet Office, FY2014 Survey on Opinions of the Elderly toward Daily Life.

(7) Status of non-employed seniors

Fig. 2-1-19 (1) and Fig. 2-1-19 (2) look at seniors in
the “non-labor force population” that wish to work but
are not looking for work and consider their reasons for
not looking. Breaking the results down, the most common
response among both “60-64” and “65 or older” was
“There doesn’t seem to be suitable work.” Of these, about
20% elaborated that “There doesn’t seem to be work

that I’d want in terms of working hours, wages, etc.” It
appears that these people would be motivated to start
looking for work if there were enterprises offering the
wages and working hours they want. In addition, many in
the “60—64" age group chose “Need to be a caregiver” as
their reason, suggesting that there are limitations created
by caring for a family member, etc.
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Fig. 2-1-19 (1) Reason why persons would like to do paying work but are not currently
seeking work (seniors)

O There doesn’t seem to be suitable work O For health reasons O Need to be a caregiver
r 0 Because of childbirth/child rearing 0O Other
60-64 42.8 27.6 16.0 13.0
\\
. \"\\
65 or
older 54.3 24.3 6.3 01 15.0
J
0 100

(%)
Source: Recompiled from MIC, 2016 Labor Force Survey.
Notes: 1. Figure aggregates responses of persons who were not working during the period covered by the survey, answering,
“School, housework, etc.” and who in addition responded that they would like to do paying work.
2. Calculated by averaging responses over one year.

Fig. 2-1-19 (2) Reason why persons would like to do paying work but are not currently
seeking work (seniors): breakdown of those answering, “There doesn’t
seem to be suitable work”

O There doesn’t seem to be work nearby O There doesn’t seem to be work suited to my knowledge/capabilities
O There doesn’t seem to be work that I'd want O There doesn’t seem to be work in the current business conditions
in terms of working hours, wages, etc. or season
(%) O Other
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Source: Recompiled from MIC, 2016 Labor Force Survey.
Notes: 1. Figure aggregates responses of persons who were not working during the period covered by the survey, answering,
“School, housework, etc.” and who in addition responded that they would like to do paying work.
2. Calculated by averaging responses over one year.
3. Re-aggregated so that only the above choices that are a breakdown of “There doesn’t seem to be suitable work” will
add up to 100% of responses.
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(8) Status of completely unemployed seniors that answer was high in the “60-64” age group (34.0%)

Next, Fig. 2-1-20 looks at the reasons completely and “65 or older” age group (41.5%). Therefore, it is
unemployed seniors have for not working. The most suggested enterprises could accommodate seniors if they
common response was “The age that employers are would expand the age range they are recruiting.

recruiting does not match my age.” The percentage giving

Fig. 2-1-20 Reasons why completely unemployed persons are not working (seniors)

O The wages/pay are not what | want O The working hours, holidays, etc., O The age that employers are recruiting
are not what | want does not match my age
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Source: Recompiled from MIC, 2016 Labor Force Survey.
Notes: 1. Figure aggregates responses of persons who were not working but were searching for work during the survey period.

2. Calculated by averaging responses over one year.
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Section 3 Response of SMEs facing labor shortages

1. Personnel lacking at SMEs

It seems likely that the way SMEs respond to their labor and “labor personnel,” who work under the command of
shortages varies depending on what kind of personnel core personnel, providing the labor that is indispensable
they are lacking. This section will classify the types of to business operations. The section will then analyze how
personnel that SMEs are looking for into two groups: SME:s are responding to shortages of each of these groups
“core personnel,” who have a high degree of expertise and of personnel (Fig. 2-1-21).

technical skill and are the backbone of business activities,

Fig. 2-1-21 Definitions of personnel in this section

+ Personnel who work at the core of each department and work in high-level and difficult business processes.
» Personnel in charge of organizational management and operations.

+ Personnel who command and manage multiple persons.

« Personnel with a high degree of expertise, technical skill, and proficiency.

Core personnel

+ Personnel who work in relatively fixed business processes in each department.

+ Personnel that are not in charge of organizational management and operations.

Labor personnel + Personnel who work under the command and management of core personnel.

+ Personnel who assist core personnel.

+ Additionally, personnel who do not have a high degree of expertise, technical skill, and proficiency.

[Categories of personnel]

Fig. 2-1-22 shows the sense of a shortage of labor construction (71.4%). On the other hand, about half or
personnel and core personnel, by industry sector. It shows more of enterprises in each industry sector except “Other”
that there is a strong sense of a shortage in labor personnel sensed there was also a shortage of core personnel.

in each industry sector, led by transport (81.9%) and
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Fig. 2-1-22 Personnel that are lacking, by industry sector

(%)

O Shortage of labor personnel

O Shortage of core personnel

90 r
81.9
80 -
| 714 711 69.0 68.5 68.2
70 T 63.8 —
62.1 i 61.0
60 - 102 533 56.1
soF |5 T 491
411
40
30+
20 -
10
O L L J
Transport Construction Services Information and Manufacturing Wholesale and Other industries
(n=437) (n=583) (n=786) communication (n=1,131) retail trade (n=151)
(n=168) (n=715)
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor

Shortages (December 2017).
Notes: 1. The figure aggregates responses of those who felt

there is a “Serious shortage” or “Some shortage” when asked about

their sense of a labor (personnel) surplus or shortage.

2. The responses “Shortage of labor personnel” and

“Shortage of both labor personnel and core personnel” were added

together to find “Shortage of labor personnel,” while the responses “Shortage of core personnel” and “Shortage of
both labor personnel and core personnel” were added together to find “Shortage of core personnel.”

2. Response to shortage of labor personnel

Analysis shows that SMEs have a relatively stronger
sense of a shortage of labor personnel than they do of
core personnel. Here, we confirm how enterprises are
responding to the shortage of labor personnel. A look
at Fig. 2-1-23 shows the most frequent response to be

“Strengthening recruiting by improving labor conditions,
e.g., wage increases,” followed by “Using diverse
personnel,” “Practicing employee multi-skill development
and concurrent posting,” and “Improving and innovating
work processes.”

Fig. 2-1-23 SMESs’ responses to shortage of labor personnel
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Note: Total does not always equal 100% as multiple responses were possible.
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3.  Status of wage increases at SMEs

Next, we consider “Strengthening recruiting by
improving labor conditions, e.g., wage increases,” the top
answer given by SMEs in Fig. 2-1-23 above as their way
of responding to the shortage of labor personnel. We then
focus on and discuss the situation for women and seniors,
who are considered important to those who answered,
“Using diverse personnel.” The answers “Practicing
employee multi-skill development and concurrent
posting,” “Improving and innovating work processes,”
“Saving labor by implementing IT and making capital
investment,” and “Outsourcing work processes that had

Fig. 2-1-24 Status of wage increases at SMEs

been done by labor personnel” will be analyzed in Chapter
2 and thereafter.

First is an overview of the status of wage increases
at SMEs. According to the Ministry of Economy, Trade
and Industry’s FY2017 Survey of Employment Conditions
at SMEs, the percentage of SMEs increasing wages for
“Regular employees” was 66.1% and for “Non-regular
employment” was 36.5%, higher than the rate in the
previous fiscal year. From this we infer that wage increases
are advancing at SMEs (Fig. 2-1-24).
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Source: METI, FY2017 Survey of Employment Conditions at SMEs.

Next, we confirm the trends in rate of wage revision
per worker by scale of business, using the Ministry of
Health, Labour and Welfare’s Survey on Wage Increase.
The data shows that enterprises with 100-299 employees
had been increasing wages at a lower rate than enterprises

of other scales, but recently the gap between enterprises
of different sizes is shrinking, which can be read to mean
that small-scale enterprises are trying to increase wages
(Fig. 2-1-25).
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Fig. 2-1-25 Trends in wage increases (rate of wage revision per worker)
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Source: MHLW, Survey on Wage Increase.
Notes: 1. Figure aggregates results for enterprises that have revised their wages, enterprises that plan to revise their wages and
have already determined the amount, and enterprises that are not revising 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 reductions of wages, such as decreases in basic pay, cuts in wages, etc.
3. “Regular workers” in this survey refers to workers who are employed for an indefinite term.
4. The rate of wage revision per worker is based on a weighted average based on the number of regular workers.

A look at trends in the labor share shows that for about at SMEs than at large enterprises. It is inferred that SMEs’
the last 25 years, the labor share has been 50%—65% at business owners are finding ways to pay employees from
large enterprises and about 70%-80% at SMEs (Fig. 2-1- limited profits at a higher rate than large enterprises.

26). The ratio of personnel costs to added value is higher

Fig. 2-1-26 Trends in labor share
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Source: MOF, Financial Statements Statistics of Corporations by Industry, Annually.

Notes: 1. Labor share = personnel costs (officers’ salaries + officers’ bonuses + employees’ salaries + employees’ bonuses +
benefits) / added value (personnel costs + interest, etc. + rents on movables and real estate + taxes and public charges
+ net operating profit)

2. Here, “large enterprises” are enterprises with capital of at least ¥1 billion and “SMEs” are enterprises with capital of at
least ¥10 million and less than ¥100 million.
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4. Use of women and seniors as a response to shortage of labor personnel

Section 2 uses statistical data to indicate that as the (1) Use of women and seniors
working age population changes, women and seniors are A look at Fig. 2-1-27 shows that in total, 89.0% of
increasingly participating in the labor force. Here, we enterprises use women and seniors, and that 41.4% of
look at the extent to which SMEs are using women and the total have become more active in the use of women
seniors under the present condition of shortage of labor and seniors compared to three years earlier. With labor
personnel, based on a questionnaire. shortages growing more serious, the use of women and

senior workers appears to be on the rise.

Fig. 2-1-27 Use of women and seniors at SMEs

O We are using them, and doing so more
proactively than three years ago

O We are using them, but not more
proactively than three years ago

OWe are not using them

(n=4,041)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).

Fig. 2-1-28 looks at the use of women and seniors, The figure shows that among industries, a high percentage
by industry sector. It shows that in all industry sectors, of enterprises in services and transport are more actively
enterprises that use women and seniors are in the majority. using women and seniors compared to three years ago.
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Fig. 2-1-28 Use of women and seniors to respond to shortage of labor personnel, by
industry sector

O We are using them, and doing so more proactively than three years ago
O We are using them, but not more proactively than three years ago
O We are not using them
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Source:
Shortages (December 2017).

Fig. 2-1-29 looks at the use of women and seniors, by
the sense of a labor shortage at SMEs. Among enterprises
that answered, “Serious shortage” of labor, more than half
(52.5%) answered that “We are using them [women and

J
100
(%)

Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor

seniors], and doing so more proactively than three years
ago.” The data shows that the stronger the sense of a labor
shortage at SMEs, the more they are using women and
seniors.

Fig. 2-1-29 Use of women and seniors, by the sense of a labor shortage

O We are using them, and doing so more proactively than three years ago
O We are using them, but not more proactively than three years ago

- O We are not using them

Serious
shortage 52.5
(n=805)

37.8 9.7

Some
shortage 40.1
(n=2,519)

49.4 10.5

Just right
(n=648) €0

52.5 14.5

Source:
Shortages (December 2017).

100
(%)

Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor

Note: The item “Surplus” concerning enterprises’ sense of a labor shortage is not shown.
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(2) Initiatives to establish a workplace environment

Next, Fig. 2-1-30 looks at initiatives to establish
a workplace environment to use women and seniors.
It shows the highest rate of response went to “Flexible
working hours,” followed by “Consideration for
workplace environment/human relations” and ‘“Less
overtime work/making sure employees take leave.”

Moreover, enterprises that are more proactively using
women and seniors than three years before were taking
each of the initiatives at high percentages. It is inferred
that to use women and seniors, it is important to lower the
burden on employees and create workplaces where it is
easier to work.

Fig. 2-1-30 Nature of initiatives to establish a workplace environment, by state of use of

women and seniors

(%) O We are using them, and doing so more O We are using them, but not more < All enterprises
70 proactively than three years ago (n=1,672) proactively than three years ago (n=1,925) (n=3,597)
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Note: Total does not always equal 100% as multiple responses were possible.

(3) Initiatives to expand scope of business processes

performed by women and seniors

Fig. 2-1-31 shows the state of initiatives to expand
the scope of business processes performed by women
and seniors. A breakdown shows the top answers to be
“We put women, seniors, etc., in charge of work that had
previously been established as work for men and young
people” and “We divided work that had previously been
established as work for full-time regular employees into
work for multiple part-time employees, etc.” This seems
to mean that where, for example, the enterprise cannot get

men regular employees, the enterprise in some cases is
changing its thinking and putting women and seniors in
charge of business processes that men regular employees
would have done in the past, or they are responding to
the shortage of men regular employees by dividing up
business processes and allocating them to multiple part-
time employees, etc. It is inferred that a certain number of
enterprises are dispelling the stereotypes and expanding
the scope of business processes performed by women and
seniors.

137



138

Chapter 1 The worsening labor shortage situation

Fig. 2-1-31 State of initiatives to expand the scope of business processes performed by
women and seniors

(%) (n=3,445)
40 -
34.6 35.7
30
26.0
20 -
11.3
10 - 7.1
4.1
We put women, We divided work We divided work, We reduced work Other We are not taking
seniors, etc., in that had previously e.g., separating burden, e.g., modifying initiatives
charge of work that been established as heavy and light work workbenches
had previously work for full-time regular where heavy items
been established employees into work are handled
as work for men for multiple part-time
and young people employees, etc.
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Note: Total does not always equal 100% as multiple responses were possible.

Fig. 2-1-32 looks at the state of initiatives to expand
the scope of business processes performed by women
and seniors, by the sense of a labor shortage. It shows
that enterprises that felt they had a “Serious shortage”

or “Some shortage” of labor were more likely to take
initiatives to expand the scope of business processes
performed by women and seniors than was the case at
those that felt their supply of labor was “Just right.”

Fig. 2-1-32 State of initiatives to expand the scope of business processes performed by
women and seniors, by the sense of a labor shortage

(%) O Serious shortage O Some shortage O Just right
50 - (n=695) (n=2,166) (n=524)
40.3
401 370
[ ]34.3 345348
31.7
21.4
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119112113
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i EEal
We put women, We divided work We divided work, We reduced work Other We are not taking
seniors, etc., in that had previously e.g., separating burden, e.g., modifying initiatives
charge of work that been established as heavy and light work workbenches
had previously work for full-time regular where heavy items
been established employees into work are handled
as work for men for multiple part-time
and young people employees, etc.
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Notes: 1. Total does not always equal 100% as multiple responses were possible.

2. The item “Surplus” concerning enterprises’ sense of a labor shortage is not shown.
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(4) Policies on the use of women and seniors going had a “Serious shortage” of labor, a high percentage said
forward they will “Pursue proactively” the use of women and
Fig. 2-1-33 looks at policies on the use of women and seniors going forward. It is inferred that there is a growing
seniors going forward, by the sense of a labor shortage demand for women and seniors in the labor force at a time
at SMEs. It shows that among enterprises that felt they of labor shortage.

Fig. 2-1-33 Policy on use of women and seniors going forward, by the sense of a labor
shortage

O Will pursue proactively O Neutral O Will not pursue proactively

Serious
shortage 62.1 33.8 4.2
(n=767)

Some

shortage 44.6 49.6 5.8
(n=2,397)

Just right
(n=598) 35.6 55.4 9.0

|
0 100
(%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Notes: 1. Figure aggregates responses concerning policies on the use of women and seniors going forward, exclusive of those
that answered, “Don’t know.”
2. The item “Surplus” concerning enterprises’ sense of a labor shortage is not shown.
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Case
2-1-1 COCO-LO Co., Ltd.

A company succeeding in employing and retaining female staff through
flexible working styles and free daycare centers

COCO-LO Co., Ltd. (employees: 86; capital: ¥3 million), located in Kiryu City, Gunma Prefecture, was
founded in 2005. Yoko Utagawa, a licensed occupational therapist, was motivated by caring for her own
grandmother to found the company together with several of the company’s current employees. The company
has a visiting care office, adult day care office, in-home care support office, and physical therapy center.

The company'’s defining characteristic is how it recruits staff by focusing on building comfortable working
environments for women. This focus came about when, as the company was working to expand its business,
two employees who had been working as regular employees since the company'’s founding became pregnant
at the same time. When these employees expressed a desire to return to work after giving birth, the company
set about creating programs based on employee feedback in an effort to be a company to which these two
and other employees could return to work after childbirth and continue working as they raised their children.

It first implemented a range of support programs to enable working styles accommodating of diverse
lifestyles. One of these was its “junior employee program (shortened working hours for regular employees
program).” This program allows employees to set a single day's work hours to between 4.5 hours and less than
7.5 hours according to their individual situations regarding child care or elderly care. They receive the same
employment insurance, social insurance, hourly wage, and other benefits as regular employees. The second
program was its “work re-acclimation program.” Under this program, employees can work as little as one hour
a day for the first month after returning to work following childcare leave, allowing employees to achieve
a balance between childcare and professional duties. In addition, the company’s childcare leave program
enables employees to exceed the legal maximum and
take time off to care for a child of up to 3 years of age.

These efforts have succeeded: 100% of employees have
returned to the company after taking childcare leave.

The company has also set up “free daycare centers”
for employees at its offices that are staffed by full-time
nursery teachers. Employees can put their children in
until the March after their third birthday (or even later by
request) and breast-feed or check on them even during
working hours. The free daycare center is generally
made use of by employees switching from visiting care
to adult day care work, and is a measure to allow parents
and children to be in the same space.

These efforts have given the company a good
reputation in the area as a comfortable place for women
to work. Jobseekers are constantly inquiring about 7

employment at the company, and when the company
advertises a position, qualified personnel respond in i
droves. Recently, 20 people applied for four caregiver Yoko Utagawa, President
openings while 42 people applied for one position in the
corporate planning office.

Says the company’'s president, Yoko Utagawa, “By
establishing satisfying work environments, our company
has recruited women along with a diversity of other
personnel. This has led to an organizational culture
that makes the most of each employee’s talents, while
improving our services.”

Female employees on the job
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Case
2-1-2 Kato Mfg. Co., Ltd.

A company that has resolved a shortage of workers and provided increased
professional opportunities for seniors by exclusively advertising positions to
people 60 and over

Kato Mfg.Co., Ltd.(employees: 107; capital: ¥20 million),
is located in Nakatsugawa City, Gifu Prefecture. Founded
as a smithy in 1888, it has done business involving press
and sheet metal working since the end of World War Il.

Around 2001, in an effort to improve its ability to support
customers and further grow its earnings, the company
started giving thought to extending the operation of its
factory to Saturday, Sunday, and holidays. Realizing it did
not have enough employees for this, the company ramped
up its hiring of college graduates. However, too few young
people in the area prevented the company from filling its
shortfall.

It was then that the company’s president (who was
senior managing director at the time), Keiji Kato, knowing
that there were many seniors who wanted to work but
had no opportunities, arrived at the idea of having seniors
work shorter hours and only on Saturdays, Sundays, and
holidays. He sent out a job advertisement exclusively for
seniors that was worded as follows: “To us old-timers,
Saturdays and Sundays are weekdays. We're looking for
ambitious people, men or women. But there's an age
limit: you can't be younger than 60.” The ad received
an enormous response, with 100 people — a number
beyond his expectations — applying. He hired 15 of these.
Leveraging the efforts of its enthusiastic senior workforce,
the company has almost without issue achieved its goal of 3
operating its factory 365 days a year, without placing any
extra burden on existing employees.

It has continued to hire seniors. Now, almost half of its
current staff, 54 of 107 employees, are seniors working
shortened hours. 15 years after the company began
hiring seniors, the professional opportunities for seniors
at the company have expanded. While seniors started
out working only on Saturdays, Sundays, and holidays,
the wishes of employees in the working generation led
to some seniors working even on weekdays. As much as

possible, the company aims to give seniors not only simple ;o5 G s upit s : *l‘:
tasks but also work normally done by younger and mid- & LamiMas D, @@s kol o &)
career employees. This has freed up younger workers to E:: A iVRRETeaT smuiLiL as s iy
take on management work that includes thinking about *aam =z ey v vt ]
future business, developing products, and serving as line ' SiE e a :
" . - 4

leaders. - e
The company has also enlarged the text on its notices (m: B8R £ {
SO0 | ATERRAITIRES TIL TRTSAITY  pLOORTRESANTT IS M- bie 0

and work instructions, and has begun using more photos
and illustrations to help things be understood at a glance.
It is also taking steps to make its working environments more comfortable, including deploying machine tools
that are easy for seniors to operate.

Says President Kato, “While not giving special treatment to seniors just because they are seniors has
been the secret to our continued success, it is essential to build the right working environments and provide
psychological support. Even so, our seniors have achieved results that exceed their investment cost.”

Job ad targeting seniors
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Case
2-1-3  S'S‘M Co., Ltd.

A company that provides work to working moms raising kids

S+S+M Co., Ltd. (employees: 225; capital: ¥10 million), located in Osaka City, Osaka Prefecture, provides
temporary childcare and small-scale nursery school services. The company, whose name stands for Super
Strong Mother, was founded in 2012 with the guiding principle of supporting working mothers. Founder
Koji Ueno says the idea for the company came to him when he was planning and executing a sales event
for diapers at a shopping mall as an employee in a large hygiene product manufacturer’s diaper business.
Says President Ueno, “There was something powerful about how mothers who were actually raising children
explained products to customers. | realized that there needed to be a mechanism for more effectively
leveraging, worldwide, the strengths that mothers raising
children have.

Very soon after establishing the company, he began
offering daycare services in downtown Osaka. When
he founded the company and was operating a daycare
center that took in kids aged zero to two, he was
aware of the need for mothers to be very close to their
children, especially toddlers, in the event that something
happened. He also realized that there were women who
had started their careers and wanted to work but could
not because their offices were far away from daycare
centers. Thinking that he could address these needs by
building places for mothers to work at daycare centers,
he took on call center operations and established a
call center on the floor of a building that had a daycare
center. He then set up systems to allow for mothers to
work in the adjoining offices. The mothers working at
the call center are hired as employees of the company
and have free access to the company's daycare center.
Says President Ueno, “We have built an environment that
allows highly skilled women wanting to work to do so
at a call center that allows for “working as much as they
want whenever they want” and occasionally check in on
their children on a different floor. Our mission is to break
down the walls between childcare and women working.”

Going forward, we plan to expand the scope of the
work women do while raising children by adding to our
call center work and offering our employees accounting,
programming, and other work requiring special skills.

Koji Ueno, President

The company’s call center
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Case
2-1-4 Nazatec Co,, Ltd.

A company that facilitates female workforce participation by dispelling
stereotypes and expanding work opportunities

Nazatec Co., Ltd. (employees: 76; capital: ¥20 million), located in
Inazawa City, Aichi Prefecture, primarily performs metal pipe forming
and processing to produce air conditioning parts for business use
and automatic transmission parts for automobiles. b

The company has a shift system for part-time workers that
provides flexibility in letting employees set their workdays. It also
promotes workplace participation by women through its “junior
employee” program that allows women without full-time childcare
responsibilities to work full-time for an hourly wage. Of the
company's 76 employees, 45 are women and 39 are enthusiastic
production floor workers. The company also stands out for its efforts v
to dispel stereotypes and expand work opportunities for women. Female employees doing welding work
Previously, the company had decided that “welding was dangerous and therefore a man'’s work.” However,
during one peak business season, management had a female employee try welding work as it did not require
any special qualification. The women had no problems doing the job.

Every female employee after that did not hesitate to do welding, and such work has become a natural job
for female employees. The company now pays for its female welders to acquire certifications and pays them a
special skill allowance, which also improves their motivation.

The company says that such efforts to boost female workforce participation have significantly alleviated its
workforce shortage, and that it will continue such initiatives going forward.

Case
2-1-5 Sato Metal, Co., Ltd.

A company that expands female employee work opportunities and
addresses a workforce shortage by helping women acquire certifications

Sato Metal, Co., Ltd. (employees: 13; capital: ¥10 million), located

in Iwanuma City, Miyagi Prefecture, operates a special metal recycling Q
business and intermediate waste disposal business for industrial metal rey
waste. When its operations were greatly disrupted by the Great East ;af

Japan Earthquake in 2011, the company experienced a severe shortage
of workers. After its female employees stepped up to help, the company
discovered and has since made use of the diversity of roles that women
play in the workforce.

One example of this is how it implemented its “Program to Support
Certification Acquisition.” Under the program, the company subsidizes
costs involved in acquiring certifications to encourage employees to do
so.

Using this program, one female employee acquired a forklift license
and began operating a forklift, a job for which the company had
previously depended on male employees. Work efficiency improved
enormously. Other female employees began acquiring licenses after
that, smashing the stereotype at the company that “forklift operation
is a man'’s job.” This expansion of women'’s roles in the workplace also
helped alleviate the company’s workforce shortage.

The company also implemented a flexible work shift system for
part-time female workers whose time was restricted by child care or other responsibilities. What began as three
regular employees and two part-time workers after the Great Ease Japan Earthquake has in 2018 become a
highly satisfied workforce of 13 people who help ensure seamless business growth.

Katsumi Sato, CEO

Female employee operating a forklift
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Case
2-1-6  Ariyoshi Farm, Ltd.

A company that has employed seniors through inventive approaches to
shortened workday programs and work methods

Ariyoshi Farm, Ltd. (employees: 15; capital: ¥3 million), located in Sapporo City, Hokkaido, sells fresh
produce wholesale and packages them.

The company had previously advertised for “young people capable of doing heavy labor” and regular
employees who would stay with the company long-term. However, nobody at all applied because of the
perception that the work would be hard and involve things like handling melons and other heavy objects.

This prompted the company's president, Tomio Ariyoshi, to reflect on the operations conducted throughout
the year. He realized that, because the company dealt in agricultural produce, the workload was small in the
winter but grew larger between spring and fall, when the company would experience a shortage of workers.
This prompted him to focus on utilizing seniors, who spent the snowy winters in their homes and wanted to
work again starting in the spring. Moreover, because of the many seniors who value spending time on hobbies
and other non-work activities, he decided that he could attract jobseekers not by making them into full-time
regular employees but by allowing them to work under conditions appropriate to those wanting to work
shorter hours.

He therefore implemented a part-time shift system that allowed workers to work a shorter day: four hours
either in the morning or afternoon. The company has also devised methods of informing its workers of the
work to be done. As an example, rather than being told verbally, workers are given sheets that describe job
processes and details for that day. The weight and quantity of produce sold depends on the market price that
day, and this determines how boxes are packed and other such work processes are performed. Furthermore,
some seniors are not confident about their ability to remember things. The company says that, since it began
having workers refer to the sheets when they work, everyone is doing their job correctly and mistakes have
decreased. The company has also taken measures to reduce workers’ physical strain. One example is its
installation of lifts next to workbenches used for handling heavy objects, eliminating the need for seniors to
lift heavy objects themselves.

Since beginning these efforts, the company has been able to hire about 10 seniors (the oldest of whom is
68) over a roughly three-year period. Many of these workers were refused employment at other companies
because of their age. These seniors, a hard-working group, are simply happy to have a job. Word-of-mouth
has also led to these seniors being written up about in newspapers and other media, which has boosted
the company'’s reputation in the area, increased business inquiries, and given the company more work. The
company provides a successful example of alleviating a workforce shortage by creating an environment
comfortable for seniors to work in.
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Column 2-1-1 Foreign workers’ employment status at SMEs

According to MHLW's Regarding the Notification Status of Foreign Workers’ Employment Status,
the number of foreign workers employed in Japan was approximately 1.28 million at the end of
October 2017, the highest number since notification became obligatory in 2007. In addition, there
were about 190,000 business establishments employing foreign workers, which, like the number of
foreign workers employed in Japan, was a record high (Fig. Column 2-1-1 (1)). According to the same
study, about 52% of foreign workers were employed in business establishments with fewer than 100
employees. The study further shows that about 76% of business establishments employing foreign
workers are business establishments with fewer than 100 employees, suggesting that there is active
use of foreign workers even among SMEs.

Fig. Column 2-1-1 (1) Trends in number of foreign workers and number of business establishments
employing foreign workers

O Number of foreign workers employed in Japan O Number of business establishments employing foreign workers
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Source: MHLW, Regarding the Notification Status of Foreign Workers’ Employment Status, Summary.
Note: Figures are as of October 31 of each year.

Although there are no public statistics that give a comprehensive picture of the use of foreign
workers at SMEs, in 2016, the Japan Finance Corporation Research Institute used a Questionnaire on
the Use of Foreign Personnel, with 13.3% of the responding enterprises saying that they employed
foreign workers. Three out of four of the enterprises that did employ foreign workers answered that
the number of foreign employees was “4 or fewer.”

According to the same questionnaire, the most common employment pattern at those enterprises
that employed foreigners was as a regular employee (58.7%), followed by enterprises that employed
them as non-regular employees (39.0%) and those that hosted them as intern trainees (21.0%).

The most common reason given for employing foreigners was “Cannot get enough labor
from Japanese alone” (28.0%), followed by “Cannot hire Japanese” (10.4%), showing that many
such enterprises face a labor shortage and hiring difficulty (Fig. Column 2-1-1 (2)). Looking at the
employment pattern for foreigners, the most common reasons for hiring foreigners as regular
employees were “We need capabilities that foreigners can provide” (35.9%)" and “We were hiring on
the basis of capabilities/personal character and the result was a foreigner” (31.8%), so in many cases
foreigners were hired for reasons other than a labor shortage or hiring difficulty (Fig. Column 2-1-1

(3)).
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Fig. Column 2-1-1 (2) Reasons for employing foreigners (top 5)
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Source: Japan Finance Corporation Research Institute, Questionnaire on the Use of Foreign Personnel (August 2016).

Fig. Column 2-1-1 (3) Reasons for employing foreigners (by employment pattern)
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Source: Japan Finance Corporation Research Institute, Questionnaire on the Use of Foreign Personnel (August 2016).
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Asked abouttheir policies on employing foreigners going forward, about half (56.1%) of enterprises
that already employ foreigners indicated they are inclined to maintain or increase foreign employees
(Fig. Column 2-1-1 (4)). Of those that do not employ foreigners, the most common response was
“We have no intention of hiring foreigners” (47.3%), but 17.1% said, “We would definitely like to hire
foreigners” and 31.1% said, “It would be fine to hire foreigners if we met the right ones,” showing that
there are a certain number of enterprises who have a positive attitude toward employing foreigners
(Fig. Column 2-1-1 (5)).

Fig. Column 2-1-1 (4) Policies on employing foreigners going forward (enterprises that already
employ foreigners)

[ would like to employ more than we have now

[ would like to employ about the same number as we have now

] would like to employ fewer than we have now

] we won't consider whether workers are foreigners or not

(n=503)

Source: Japan Finance Corporation Research Institute, Questionnaire on the Use of Foreign Personnel (August 2016).

Fig. Column 2-1-1 (5) Policies on employing foreigners going forward (enterprises that do not
currently employ foreigners)

[ we would definitely like to hire foreigners
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Source: Japan Finance Corporation Research Institute, Questionnaire on the Use of Foreign Personnel (August 2016).

147



148

Chapter 1 The worsening labor shortage situation

5. Response to shortage of core personnel

Up to this point, we have put the focus on “labor
personnel,” who are indispensable to SMEs in the
management of their businesses. We have analyzed SMEs’
sense of a shortage of labor personnel and countermeasures
SMEs are taking. From this point forward, we look at
measures SMEs are taking to secure “core personnel,”
who have a high degree of expertise and technical skills
and play central roles in business activities.

Fig. 2-1-34 looks at how SMEs are responding to

the shortage of core personnel. The most commonly
given response was “Strengthening training and talent
development” (47.1%), showing that many enterprises
are inclined to develop core personnel internally. On the
other hand, there is still only a small percentage (8.1%)
that responded, “Using external personnel on loan from
large enterprises, etc.; personnel working side businesses/
side jobs; etc.”

Fig. 2-1-34 Response to core personnel shortage
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Note: Total does not always equal 100% as multiple responses were possible.

Fig. 2-1-35 shows SMEs’ level of interest in using
external personnel as a countermeasure to shortages
of core personnel. It reveals that in the groups that
answered, “Using external management consulting” or
“Using external personnel on loan from large enterprises,
etc.; personnel working side businesses/side jobs; etc.,”
about 20% were interested in using external personnel,

as indicated by combining those that answered, “Very
interested” or “A bit interested.” It is inferred that training
core personnel internally takes time, and from this analysis
it is understood that using external personnel is also an
available measure, but only a fraction of enterprises are
interested in it currently.
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Fig. 2-1-35 SMEs’ level of interest in using external personnel as a countermeasure to
shortages of core personnel

_ O Very interested O A bit interested O Neutral O Not very interested O Not interested at all

Using external |
management consulting 2.9 17.6 26.1 29.0 24.4
(n=3,918) |

Using external personnel
on loan from large
enterprises, etc.;
personnel working side
businesses/side jobs; etc.
(n=3,923)

3.9 15.2 23.8 31.9 25.2

Outsourcing work
processes done by 7
core personnel : |
(n=3,917)

11.7 27.3 343 25.0

0 100 (%)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
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Chapter 1 The worsening labor shortage situation

Column 2-1-2 Results of the Evaluation Working Group for Recruiting and

Utilizing Core Personnel in SMEs, Small-scale enterprises,
and Start-ups (Core Personnel Recruitment WG)

The business environment of enterprises has been undergoing major changes due to the fourth
industrial revolution and changes in population dynamics. As the source of added value has shifted
from “capital” to “personnel,” the shortage of labor has become a constant problem. Especially in
SMEs, business succession due to the aging of managers is also a significant problem, which is a
serious situation as “shortage of labor” is given as one of the top management issues. Furthermore,
the sense of a shortage of core personnel is noticeable among SMEs aiming at growth/expansion, and
is starting to affect aspects such as the development of new business. It is necessary to reaffirm the
importance of a “personnel strategy” as “management strategy,” and strategically advance recruiting
“core personnel” necessary for sustainable growth and development of the enterprise and regional
revitalization as an urgent issue.

Under these circumstances, with the advent of “the era of the 100-year lifespan,” the way people
work and the manner of participating in society are diversifying, and there is also a need to improve
the environment so that diverse individuals can continue to be active. Consequently, it is necessary
to discuss each aspect of (1) workers, (2) enterprises as training entities, (3) enterprises as receiving
entities (SMEs), and (4) the labor market as a total package.

Against the background described above, the Study Group for Enhancing Personnel in Japanese
Industry (Personnel Enhancement Study Group) was established in October 2017 as a place to
examine strategies to achieve the optimum use of personnel for society as a whole, which is the
source of value creation for the Japanese economy. Under this study group, the Evaluation Working
Group for Recruiting and Utilizing Core Personnel in SMEs, Small-scale enterprises, and Start-ups
(Core Personnel Recruitment WG) was formed from the standpoint of SMEs in particular (personnel
needs side), while the Working Group for Examining the Necessary Desired Personnel and Career
Construction Support (Desired Personnel WG) was established to focus mainly on the standpoint of
workers and enterprises as training entities, and a report was compiled in March 2018.

The types of personnel that SMEs are looking for Personnel that SMEs feel they need
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operations.
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about Responding to Labor Shortage and Others.
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The challenges and direction of the Core Personnel Recruitment WG, which evaluated the situation
of SMEs from each of the three perspectives of (1) SMEs, (2) labor market (intermediary support
function), and (3) workers (population formation), are shown as follows.

(1) SMEs
[1] Steps to Be Taken by SMEs for Personnel Recruitment

Many SMEs that have succeeded in recruiting core personnel are engaging in comprehensive
initiatives such as “reviewing management issues/work,” “reviewing productivity and profiles of
candidates sought,” and “improving the workplace environment (from the standpoint of workers)”
on a multifaceted and ongoing basis. This shows that comprehensive initiatives such as clarification
of job recruitment through review of management issues and work and review of the workplace
environment after personnel recruitment are necessary in recruiting core personnel for SMEs.

In addition, considering that not only “salary” but also factors such as “sense of satisfaction” and
“sympathy for mission” are extremely important for workers (personnel side) in decision-making such
as when changing jobs, it is important to transmit the strengths/attractions of the enterprise side (not
just recruitment information) from the worker’s perspective in order to attract the interest of workers.

Steps that should be taken by SME

QNSE | Frorize ssuestobesaived |

Organization of ¢ Confirm own company'’s vision/mission

managen;:sr:]tesstrategles/ * Review management issues behind the shortage of labor

Prioritization

_ ‘ Analysis and review of internal work ‘

Organize work, clarify
vision for recruitment

® Review productivity towards work
® Review vision for recruitment towards work

_ ‘ Review of recruitment conditions, etc. ‘

Examination/plannin * Review the workplace environment from the worker’s
of recruitment methods/ perspective
utilization methods

Review own company before hiring

® Review recruitment and own company PR from the worker’s
perspective

_ ‘ Conveying appeal/recruitment ‘

¢ Convey the appeal from the worker’s perspective
¢ Improve recruitment methods from the worker’s perspective

QNS | oo |

¢ Follow-up on recruited personnel
¢ Maintain a workplace environment, etc. from the
perspective of the employed personnel

Recruitment/hiring

Job
recruitment
/hiring

Follow-up

[2] Necessity of Examining Various Utilization Methods

Generally, in recruiting core personnel, many SMEs desire to adopt a full-time work lifetime
employment type, but considering salary and workload (time), it is not always necessary to recruit
“one person (full-time).” In the era of a labor shortage, enterprises need to recruit only the required
personnel as much as necessary and when necessary, and there is an increasing number of SMEs who
are considering the option of diverse human resource utilization methods.

In order for enterprises to recruit core personnel, not only can they adopt the (1) full-time/lifetime
employment type, there are also various methods including (2) the “project type” and “time (quantity)
unit,” which can permit diverse work styles such as concurrent business/side business/secondment,
etc., and (3) training of internal employees. It is important that enterprises flexibly examine various
utilization methods and select one that is appropriate to their management situation, such as the
enterprise’s scale/growth potential and management issues.
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(2) Labor Market (Intermediary Support Function)

There is a large information gap between SMEs and workers (personnel side), such as “the
enterprise side is not able to clarify their desired personnel” or “the information on the enterprise
side is not properly delivered to the personnel side, and the personnel side does not demonstrate any
interest in the SME,” which is why intermediary support functions are extremely important for SMEs to
recruit core personnel. Consequently, recruiting someone as an intermediary supporter and forming
a sustainable scheme that fills the gap between the two are indispensable for market formation.

[1] Functions of Intermediary Supporters

In the recruitment of core personnel of SMEs, the roles required of intermediary supporters
(coordinators) are diverse. First of all, in order for SMEs to recruit personnel, it is necessary to
review the recruitment image after clarifying the company’s management issues, and support for
this accompanying type is needed. In addition, accompanying support (follow-up) after recruiting
personnel is effective in personnel retention. Even for intermediary supporters, it is necessary to
comprehensively support all the steps that SMEs should take in recruiting the above-mentioned core
personnel, and different organizations are often in charge of recruiting and fostering intermediary
supporters that can do so is extremely important. Currently, management support (management
support organizations, etc.) and recruitment support (staffing agencies, etc.), but even then, close
collaboration of both functions (the construction of an interactive sharing system for individual case
information) is extremely important for prevention of a mismatch.
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[2] Sustainable Schemes

Establishing an autonomously sustainable scheme is essential for SMEs to be able to reliably recruit
core personnel. Various forms of personnel recruitment means (schemes) are conceivable depending
on factors such as the personnel sought, the time that can be spent on recruiting personnel, and the
cost, but to establish them, continuous operation by supporters, such as regional financial institutions,
universities, and NPOs, among other organizations rooted in the region, is indispensable. It is
necessary also for the government to encourage lateral development while creating success stories.

[Example 1] Promotion of Open Innovation Through

Industry-Academic Collaboration

B Purpose

+ Promote open innovation by matching SMEs that have
management issues with personnel belonging to educational
institutions, enabling a fusion of their respective knowledge

B Characteristics

+ Along with serving as an opportunity for innovation to SMEs in
the region by utilizing the knowledge of various core personnel, for
the core personnel side, it can ensure an environment where actual
experience can be had while learning at an educational institution
B Scheme outline and players

+ Methods such as having educational institutions (universities,
etc.) and regional organizations (financial institutions and support
organizations, etc.) operate together can be considered

Innovation while utilizing
core personnel in projects,
etc.

University, etc.

Core personnel (Place of learning)

Regional organization, /
etc.

Actual experience (secondment/
returner to work/side work, etc.)
while personnel belongs to
educational institution

[Example 3] Maintenance and Development Support of
Local Industry by Regional Organizations and
Core Enterprises/Local Governments

B Purpose

+ To maintain and develop the activities of regional SMEs,
establish a framework for comprehensive and continuous personnel
recruitment and retention support from matching to follow-up for
SMEs with clear core personnel needs

B Characteristics

+ For SMEs in the region, the risk of changing personnel when
there is a mismatch with personnel can be reduced, while the
core personnel side can plan for risk reduction of job change,

etc. by belonging to an intermediate organization funded by local
government and a regional financial institution

B Scheme outline and players

+ For example, one method could involve a regional institution
(financial institution or support organization, etc.) and personnel
service, etc. cooperating to establish an intermediate organization,
etc. and operating it while coordinating with local government

-
B

Risk reduction of a
mismatch arising
with personnel

Local
government
Society of
commerce
and industry
Chamber of
commerce
and industry
Core
enterprise in
the region
Financial
institution in
the region

Intermediate

Core personnel organization

Personnel reduce the risk of

job change by belonging to an
intermediate organization funded
by local government and a
financial institution, etc.

[Example 2] Entrepreneur Training/Support for

Regional Revitalization by NPOs/
Entrepreneurial Development Organizations

B Purpose

+ Provide a program centered on SME projects to train
entrepreneurs who intend to launch local ventures, etc. for the
purpose of regional revitalization

B Characteristics

+ Along with enabling SMEs in the region to recruit the personnel
necessary for the project based on management issues, personnel
who are planning to prepare for starting a business can acquire
know-how through that actual experience

B Scheme outline and players

+ For example, methods can be considered for the NPO, which
develops personnel and supports entrepreneurs in the region, to
discover personnel needs of SMEs in the region, and find personnel,
etc. that intend to launch local ventures, etc.

NPO/Entrepreneurship
development
organization, etc.

Personnel
who intend to
launch local
ventures

2 $ =
(Project) SME, etc.

Recruit core personnel to resolve
management issues

Personnel preparing to launch
a business acquire know-how
while engaging in actual
experience as right-hand
personnel of SMEs

[Example 4] Support for the Acceleration of Growth in
Regional SMEs
by Regional Financial Institutions

B Purpose

+ In order to accelerate the growth of regional SMEs that

are borrowers, regional financial institutions, etc. construct a
mechanism to carry out the management consulting accompanying
the loan and the recruitment of core personnel to supplement
necessary functions

B Characteristics

» For SMEs in the region, it is possible to recruit personnel to
supplement the functions to accelerate growth, and for regional
financial institutions, it will be possible to encourage the borrower’s
management improvement

B Scheme outline and players

» For example, there is a possibility that a regional financial
institution that wishes to support a SME in the region collaborates
with a personnel service capable of personnel matching, which they
operate together while cooperating with local government

Personnel reduce the
risk of job change

by belonging to an
intermediate organization
funded by a financial
institution

Acquisition of both loans and
personnel to accelerate growth

Intermediate
organization

Core personnel
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Chapter 1 The worsening labor shortage situation

(3) Workers

As a category of core personnel required by SMEs, they can be largely divided into “backbone
personnel” and “specialized personnel,” but regardless of categories, mindset is extremely important
and is more significant than skills and experience as a criteria to hire or not to hire.

= The ability to step forward (action) => Backbone personnel:

(Expert opinion) “People who rely only on internal resources would A generalist with a high level of portable skills and highly versatile
be difficult,” “The ability to take on work with their management skills, who plays a pivotal role in management
own negotiating ability, network, and perseverance
is important” “People who can work with others to => Specialized personnel:
get the job done are needed” A specialist having a certain level of portable skills and highly

specialized skills
= Thinking ability (thinking)

(Expert opinion) “People who are strongly conscious of the scope
of their work are not suitable”

= Ability to work in a team (teamwork)

(Expert opinion) “In SMEs and micro enterprises, people do
not follow the style of intense work in large
companies,” “Human relations are more important
than abilities” “Communication skills, integrity, and
a spirit of cooperation are important elements””

* Opinions of Core Personnel Recruitment WG committee members are arranged by the secretariat
based on the category of “basic social skills (2006)"

[1] Formation of potential population - Provision of opportunities for learning

Regardless of whether they are backbone personnel or specialized personnel, it is important to
provide more opportunities (learning opportunities/lifelong education) to improve the “basic social
skills” required for active participation and interaction with many people at the SME, and encourage
the formation of a population of core personnel in SMEs in the future.

[2] Formation of actual population - Creating a framework to “take the first step”

There is also the opinion that there are many potential personnel who cannot take the first step
from their current situation, even if they might be interested in playing an active part at a SME.
Therefore, it is important to create methods for taking the first step when considering the workers to
be involved at SMEs. Specifically, the creation of casual opportunities is very useful, such as (1) pro
bono activity, (2) secondment, and (3) concurrent business/side business. Furthermore, (4) internship
experience during student days is also effective for subsequent decision-making.
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Section 4 Summary

In this chapter, Section 1 gave an overview of the
worsening labor shortages at SMEs. The sense of a labor
shortage is growing at SMEs across industry sectors,
and an increasing percentage of these enterprises feel
that recruiting difficulty is a management problem. It
was understood that the personnel sufficiency rates were
particularly low at small-scale enterprises.

Section 2 confirmed that the background to this labor
shortage included some structural problems: Japan’s
declining working age population and its declining
birthrate and aging population. Thus, although the labor
shortage situation is projected to persist in future, the
increase in the labor force population of diverse personnel
(women and seniors) is mitigating declines in the labor
force population. It is inferred that the use of women
and seniors will be increasingly important as the labor
shortage continues.

On the other hand, the section showed that to put
women and seniors to use as part of the labor force, it is
important for enterprises to offer flexible work systems
and expand the age range they are recruiting, among other

measures. It is expected that initiatives like these will be
used to increase the labor force population in future and
thereby respond to labor shortages.

Section 3 provided an overview of the responses of
SMESs under the condition of labor shortages. At SMEs,
the stronger the sense of a labor shortage, the more
proactively they are using women and seniors, and these
enterprises are making an effort to prepare the workplace
environment, for example by making working hours more
flexible. Additionally, enterprises with a strong sense
of a labor shortage are expanding the scope of business
processes performed by women and seniors instead of
sticking with old ideas.

At a time of labor shortage, it is extremely challenging
for enterprises to secure enough of the personnel they
want, but it seems possible that by putting the latent labor
force (women, seniors, etc.) to work, and by innovating
the work styles of their existing employees, SMEs could
eliminate their labor shortages and contribute to increasing
the labor force population in Japan as a whole.
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Chapter 2

Review of work processes are instrumental
to productivity improvement

In Chapter 1, we confirmed that there is presently a structural shortage of labor due to a decline
in the working age population, and that the demand for women and seniors as employees in small
and medium enterprises (SMEs) is increasing under these circumstances.

Although Japan’s structural problems such as a decline in the working age population as well
as a declining birthrate and an aging society are the causes of the labor shortage, corporate efforts
can proceed to raise work efficiency in order to make full use of current employees. Succeeding in
improving work efficiency by reviewing the current status of work is expected to contribute to the
smooth operation of the business, such as providing for more time. That is why in this chapter we
will analyze actual efforts to conduct a “review of work processes” using the Survey on Initiatives
for Increasing Productivity to Address Labor Shortages (below, “questionnaire survey”).

Section 1 Current status of work process reviews

In this section, we will analyze aspects such as the are “reviewing work on a departmental basis,” followed by
basis of work review efforts, the reasons for initiating 24.9% that are “reviewing work at the individual employee
efforts, and details of specific efforts and issues. level while making daily efforts for improvement,” while

13.8% responded that they “have not conducted a review
(1) Basis of work process review efforts of work in particular.” Although there are differences in

Fig. 2-2-1 shows the implementation status of work the basis of their efforts, these responses indicate that the
reviews among SMEs by the basis of their efforts. 26.7% majority of SMEs are conducting work reviews.
Fig. 2-21 Implementation status of work review and basis of efforts

[[] Reviewing work on a company-wide
basis

[] Reviewing work on a departmental
basis

[[] Reviewing work on a small group
basis/team basis

] Reviewing work at the individual
employee level while making daily
efforts for improvement

[] Have not conducted a review of
work in particular

(n=4,063)

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).

1) Here, “review of work processes” refers to a series of efforts to clarify the current business situation, evaluate measures to improve business
in light of the business’ current circumstances, and execute them in order to make work more efficient. In this chapter, the term is considered
synonymous with phrases such as “work review,” “business improvement,” and “business process reform (BPR).”
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Fig. 2-2-2 shows the basis of work review efforts
by employee size. As the employee size increases, the
proportion of enterprises who responded that they are
“reviewing work on an enterprise-wide basis” tends
to be higher. On the other hand, as the size of the

Fig. 2-2-2

0 Reviewing work on a company-wide basis

O Reviewing work on a small group basis/team basis

enterprise becomes smaller, the proportion of enterprises
who responded that they are “reviewing work at the
individual employee level while making daily efforts for
improvement,” or “have not conducted a review of work
in particular” is higher.

Basis of work review efforts, as seen by employee size

0 Reviewing work on a departmental basis

0 Reviewing work at the individual employee level while making daily efforts

for improvement

0 Have not conducted a review of work in particular
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31-50 ‘
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24.7 ‘ 11.6 ‘ 29.8 ‘ 175
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51100 ‘
(n=1,321)
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101 -300

employees 24.3 ‘ 31.6
(n=976) -

[ e

\ 148 ‘ 20.0

Over 301 ‘

employees 28.7 28.7

NG

(n=432)

Source:
Shortagess (December 2017).

(2) Contents of work process review efforts

Fig. 2-2-3 confirms the specific efforts of the work
review. Among SMEs that actually conducted work
reviews, the most common examples of specific efforts
are “standardization/documentation of work,” followed
by “review of unnecessary work/redundant work or
simplification of work,” then “visualization of work,” in
this order.

For example, documentation of work completed by
employees within the enterprise can lead to an increase in
the number of personnel who can learn the methods and

|
100 (%)

Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor

take on the work. Moreover, we can infer that reviewing
unnecessary or redundant work as well as simplifying
work will produce surplus time for employees and
therefore contribute to reduction of their workload. In
addition, visualization of work has led to the discovery of
unnecessary work which had been ongoing until now yet
had actually lacked substance.

Even when we simply use the term work review, there
are multiple methods as described above, and we can infer
that SMEs are engaging in efforts appropriate to their
respective circumstances.
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Fig. 2-2-3 Specific efforts for work review

(%) (n=4,145)
50 -
40.2 40.0
40
30.6
30
20.1
20 L 18.5
10
1
Standardization/ Review of unnecessary Visualization of work Subdivision of work/ Have not engaged in
documentation of work work/redundant work or review of work assignment  any efforts like the above
simplification of work
Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Note: Total does not always equal 100% as multiple responses were possible.

(3) Circumstances that prompted a review of work
processes
Next, we will examine the circumstances that led
SMEs to conduct a review of work processes. Fig. 2-2-
4 confirms the circumstances among enterprises that
engaged in a review of work processes over the past three

years. Looking at the breakdown, 46.5% of the respondents
answered “dealing with a labor shortage,” which was the
most frequently cited response, followed by 41.0% that
said they “felt there was inefficiency/wasted effort in the
work” and 31.4% that answered “efforts to improve work

style.”

Fig. 2-2-4 Circumstances that prompted a work review
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor

Shortages (December 2017).
Note:

Total does not always equal 100% as multiple responses were possible.
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(4) Issues in reviewing work processes

Fig. 2-2-5 confirms the issues involved in conducting a
work review. Looking at the breakdown, the answer with
the highest proportion at 50.6% was “busy with work,
unable to allot time to reviewing work.” The next most
common responses were “no human resources in the
enterprise that can lead efforts” and “difficult to properly

set the purpose and target of the efforts.” While some
respondents reported that it was difficult to secure time
due to constraints from their current work, one can infer
that there are a certain number of enterprises that are
not well-equipped to review their work, such as lacking
human resources who will serve as facilitators.

Fig. 2-2-5 Issues in conducting a work review
(%) (n=3,919)
60 -
50.6
50 -
40 -
30 -
241 223
20+ 17.5 16.8 16.5
10 5.6
Busy with work, No human Difficult to Lack know-how Purpose and No suitable No particular
unable to allot resources in properly set to proceed target of the adviser/ issues
time to reviewing the enterprise the purpose with efforts efforts have not ~ Consultation fee
work that can lead and target of been conveyed is expensive
efforts the efforts to employees and

Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor
Shortages (December 2017).
Note: Total does not always equal 100% as multiple responses were possible.

we cannot gain
their cooperation
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Case
2-2-1 Shodoshima International Hotel Co., Ltd.

A company which has achieved efficiency in business by cutting down on
unnecessary work and improving productivity

Shodoshima International Hotel Co., Ltd. (employees: 125; capital ¥100 million), located in Tonosho Town,
Kagawa Prefecture, was founded in 1963 and operates as a resort hotel with 120 guest rooms.

General Manager Kyoichiro Kinoshita thought that as a business challenge for the company there were
improvements to be made in profitability and staffing. Especially in Shodoshima where the population is aging
and declining in number, he thought it was vital to promote improvements in productivity and develop a
working environment comparable to that of other industries in order for the company to continue to secure
personnel for the future.

Mr. Kinoshita therefore decided to undertake a review of how work was carried out at the hotel with the
help of an external management consultant. Under the leadership of the general manager Mr. Kinoshita, a
team was formed of employees eager to improve their work along with the consultant. The team identified
certain housekeeping tasks which were taking up too much time and consequently set about eliminating this
unnecessary workload.

For example, although there was a tea pot in every
room it was hardly ever used and so guests are now
offered convenient sticks of powdered tea and mugs
instead. As a result, staff didn't have to clean the teapot
which led to a reduction in working time of about 30
hours per year. Other examples include selling postcards
at the shop instead of leaving them in guest rooms and
displaying Wi-Fi signs on the door instead of in the room
which led to a reduction of about 110 working hours
over the course of one year. By reviewing and reducing
workloads after carefully examining the necessity of
certain tasks such as these, a total of 1,800 hours of work
was saved over the year.

“It was great to see the rise in the number of
employees who voluntarily suggested improvements as
aresult of these initiatives” says Mr. Kinoshita. Because of
these imaginative ideas from employees service towards
guests improved which in turn heightens customer
satisfaction. Additionally, because the company has
reinvested profits brought about from improved
productivity back into its workforce it has enabled the
hotel to recruit new graduates from off the island.

By receiving support from an external consultant and
overhauling the work environment not only can a more
streamlined work environment be achieved but it can be
said that it also leads to improved added value and staff

retention. The Shodoshima International Hotel
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Case
2-2-2 Co-op Delivery Co., Ltd.

A company which encourages cooperation between departments to
improve work efficiency

Co-op Delivery Co., Ltd. (employees: 39; capital: ¥50 million), located in Zama City, Kanagawa Prefecture,
is a warehouse company which sorts and checks the quality of U Co-op’s home deliveries. The company
has suffered from the challenges of a chronic lack of human resources and poor staff retention, and has had
problems with an ever increasing workload per person and constant overtime. The company, which believes
that improving the workplace environment and improving employee satisfaction are paramount for ensuring
steady staff retention for the future, has embarked on achieving a work-life balance with its goal of zero hour
overtime and improved work efficiency.

In order to make everybody in the company aware of this drive for zero hours overtime and improved work
efficiency the company president Shogo Hanamura formally declared the initiative had begun. The target of
achieving zero hours overtime within 3 years was set and it was further decided that money saved from not
paying overtime would be returned to employees in the form of bonus pay. This would ensure that employees
could keep their level of income while actively trying to reduce their overtime.

As a starting point for reducing overtime all employees filled in a survey which identified that work roles
specific only to a limited number of people, as well as a lack of communication, contributed to working extra
hours. As a way to avoid having only one person able to carry out a specific role the idea of multi-skilled
work was put into action through the creation of a work manual. This made it possible for more than one
person to carry out any given role thereby making it easy for employees to help out in departments with high
workloads and easy for employees to take breaks. Additionally, every employee’s daily work schedule was
posted on a white board so that everyone could clearly
see each other's work roles for the day. Employees
who needed extra help could then stick a “help” card
on the board requesting help from other departments.
Following on from this, if help was required for smaller
jobs, such as cleaning the desks, etc. then employees
could write the job on a small card and post that on the
board too. ‘Thank you’ is written on the back of these
small cards which gives a certain amount of motivation
to the employee for having voluntarily carried out this
additional task. It isn't always easy to have employees
take on voluntary work and it is difficult to establish this
kind of thing over the long term. For this reason the
company says that the encouragement given by the
words “thank you” written on the back of the cards is
the key to the success of this initiative.

As a result of these efforts the total overtime from
April 2017 to March 2018 decreased by 55% from the
previous year with overtime pay down by approximately
¥5.8 million, a bonus of ¥175,000 per employee. For
FY2018, based on the understanding that productivity
is expected to be comparable to results thus far, a wage
increase of ¥9,500 per month, made up of ¥2,500
base pay increase and ¥7,000 as a bonus for reduced
overtime, has been achieved. Even though it took about
3 months for the idea to take shape in the minds of
employees and for training, it was the understanding
of the parent group and the leadership skills of the
company president which encouraged employee
participation and lead to the ultimate success of the
initiative.

A “Thank You” card
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Case
2-2-3 Saginoyuso Co., Ltd.

A company that has made work efficiencies by reviewing its operations and
making changes to its facilities

Saginouso Co., Ltd. (employees: 40; capital: ¥10 million) is a Japanese inn and hot spring resort located in
Yasugi City, Shimane Prefecture.

The company implemented a comprehensive service staff approach whereby one member of staff would
take on the three roles of receptionist, waitress and cleaner. Such a diversified role as this led to a large
increase in overtime especially when few people were at work and workload per person was high.

Managing Director Daisuke Tanabe felt the need to improve work efficiency at the company. Using his
experience from a training course in business improvements in the service industry he set about turning
around the way the business operated. Demonstrating his leadership skills, the managing director worked
intensively with several key staff members for about 2 weeks.

Firstly, since the level of cleaning varied depending on the employee a manual for cleaning duties was
created. In creating the manual, as well as taking videos of the cleaning work and analyzing them, Mr. Tanabe
himself talked with the cleaning staff and pinpointed any room for improvements, incorporating points raised
from this detailed research into the manual.

As a result of looking at the work duties Mr. Tanabe realized that an hour and a half every day was used to
replenish the mini-bar and refill cold water pitchers in guest rooms. From this it was noticed that the mini-bar
was being used less and less so the Japanese inn changed the mini-bar to a regular refrigerator (at a total
investment of ¥700,000 for 20 fridges) and also replaced the cold water pitcher with bottles of water, thereby
simplifying the work.

As a result of these improvements the company reduced overtime hours on average by around 30 minutes
per person. Not only was it noticed that improvements in work came from employee’s own suggestions but
also it was felt that the suggestions encouraged a more positive atmosphere around the workplace. As a
challenge for the future Mr. Tanabe says that, “We are working on creating a system that allows us to go
through a sustained PDCA cycle without making just one-off work improvements.”

Expensive capital investment is not always necessary, instead it can be said that this is a good example
of improving productivity by taking a good look at the business, identifying problems and introducing the
necessary facilities to deal with these issues.

The mini-bar refrigerator before and after
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Section 2 Effect of reviewing work processes

(1) Effect experienced from reviewing work
process, as seen by industry type
Fig. 2-2-6 confirms the actual effect experienced on
the labor shortage and productivity improvement after
implementing a work review, as seen by industry type.

Taking the total for responses of “obtained the effect
expected” and “obtained the effect to some extent,” we
can see that regardless of the industry, more than half of
the enterprises experienced an effect.

Fig. 2-2-6 Effect experienced on labor shortage and productivity improvement due to
implementation of a work review, as seen by industry type
O Obtained the effect expected O Obtained the effect to some extent O Hardly obtained any effect
O Do not know if an effect was obtained O Not engaged in efforts
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Source: Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor

Shortages (December 2017).

Fig. 2-2-7 shows the content of work review efforts
as seen by labor productivity compared to three years
ago?. Looking at this, we find that among enterprises
who responded labor productivity had “improved,” the
percentage of implementation is higher among all items
of the efforts pertaining to the work review compared
with the others. On the other hand, among enterprises

that responded that labor productivity had “no change”
or “declined,” the percentage of implementation of
various initiatives is generally lower than that of
enterprises that replied “improved.” Therefore, we can
infer that undertaking a review of work has certain
effects on improving labor productivity.

2) In the Mitsubishi UFJ Research and Consulting Co., Ltd., Survey on Initiatives for Increasing Productivity to Address Labor Shortages,

enterprises which responded are confirming that, compared to three years ago, they consider their labor productivity applies to one of

six categories which are: “significantly improved,” “somewhat improved,” “remains unchanged,” “somewhat declined,” “significantly

declined,” or “do not know.”
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Fig. 2-2-7 Contents of work review efforts, as seen by labor productivity compared
to three years ago

(%) O Improved (n=1,800) O No change (n=1,455) O Declined (n=792)
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Source: Mitsubishi UFJ Research and Consultin