3. Application of the Policies to Developing Countries and Other
Considerations

3.1 Application of Japanese policies
- {1) Outline of SMEs Promotion Policies in Developing Countries

Let us begin with a survey of SME definitions in developing countries. Newly
- Industrializing Economies (NIEs) are countries which have achieved a defined level of
accumulated industry. In Korea (an NIE), the related laws outline the definition of
SMEs based on the number of employees, and other definitions based on the company’s
sum of net assets by industry, The latter definition takes priority. In China, SMEs
definition is based on the capacity of the manufacturing facilities, the quantity and the
sum of fixed net assets. In Indonesia, there isn’t a standard definition. - Instead, it is
- get according to each individual policy, using the number of employees, nei assets and
capital of the company. In Thailand, the SME definition is based on the number of
' ei’nployees and on fixed assets. In Malaysia, although each organization has its own
- standard, the SMEs Development Public Corporation uses the number of employees
' and the amount of ¢apital as its standard.

Examination of the size of SMES in developing countries shows that, on the
whole, SMEs make up the majority of the enterprises in the manufacturing industry,
which is the same as in Western countries and Japan, even though there is a big
- difference in the actual numbers. Hox';fe\?er, separating this out into small, rnedium
and large corporations shows that, in some developing counlﬁries_, there are relatively
- few medium-sized enterprises and more large enterprises, creating a top-heavy
distribution. In these kinds of cases, that country generally has almost no history of
small enterprises developing into large enterprises. - Given this, it can be assumed
that the targets of the SME promotion policies are the followmg cottage industries and
small enterprises which have achieved a defined size.

. In this age when _infoi'mation is very easily transmitted, some developing
~ countries are using information regarding the SMEs promotion policies implemented
in Western countries and Japan as reference, and then pmceedmg to systematically
adapt these pollcnes to suit the situation in their own countries. However the
o knowledge and experience of the admnmstratwc agencies who draft and manage the
‘ policies, as well as the human resources, famhtnes and funds of the pohcy
' 1mplementat10n agenc1es and bankmg famhhes whe actually advise the SMES, are
insufficient. There are qulte a few problems which must be solved in order to devise
effectlve pohcles - : .

i (2) Basm Structure of Japanese SMEs pohcy

' The followmg is a basic explanatlon of how the Japanese SMES Promotmn
Policies are largely based on the current level of enterprise development.
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First, support policies are needed from the very beginning, to assist in the
establishment of an enterprise or a starting up a new business field, because during
this stage, companies don’t generally have any profit to speak of, and they require
more and more capital investment. Next, once a given number of enterprises have
been established, some show the potential of becoming superior enterprises which can
make full use of the region’s potential. Use of support policies increase during this
stage in order to consolidate the industry’s power. Support policies are then
effectively used to encourage the formation of SME collective and cooperative
associations, and other kinds of groups. The types of support vary by industry and by
region, : S

So that SMEs may develop further, it is necessary 'to strengthen the
- functioning of the enterprise. Support is given for the introduction of cooperative
o functlonmg at the group level (collective & association level, enterprlse groups). Also,
collaborative and developmental strategies are selected.  Following the furthering of
- accumulation and reinforcement of the core functions, the focus of the strategies shifts
: towards improving quahty, new technology development and computerization, in an
. effort to encourage business upgrading and increased added-value. At the stage
where the enterpnse becomes mature and the accumu]atmn of technology becomes
ongoing, support is provided to secure markets. Human resources development is
also required during the stage of strengthemng the business functmn and during the
- business upgradingfincreased added- value stage. So, the basic progression of policies

iss . ' o

msmess Start- upl

IAccumulahon Promotmnl

Etrengthenmg of Functlonl

tBusmess Upgradmg & Increased Added Valuel

During each stage policies whlch aim at dlfferent types of mdustnes, regions,
economic reform, etc are 1mplemented

3) Appllcatmn of Japanese pollcles

Application of Policies Adjusted According to the Developmental Stage of SMEs in
the Selected Country = Consideration of support policies, keeping in mind the level of
development of the targeted SMEs, through reference to Japan’s policies =~ :

- When Japanese Promotion Policies are to be applied in a developing country,
due consideration must be paid to that couhtry s promotional goals. As hbted abbve, it
is essential that the nccessary p011c1es are in tune w;th the level of development of the
SMEs targeted for support :
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Study of the keiretsu, subcontract structure, parts specialization systems = In order
to assist SMEs to become strong in their operations, it is necessary to study the
structure of effective cooperative manufacturing with other companies, and the
construction of a system for the specialization of parts.

One of the unique characteristics of SMEs in Japan is the supporting industry
“role SMEs have in relation to large-scale enterprises aad_aew enterprises. This
includes the provision of parts and materials. In many cases, the SMEs move toward
~an exclusnve trade relationship with a partlculal new enterprise, creating a keiretsu or
snbcontlactmg relationship. It is well- know that the parent company supports the
companies below it, through the active tlansfer of technology This is due to the
development of a “family” feeling, due to the existence of the kenetsu relationship.
This type of relationship is unique to Japan. For reference purposes, Table 3-1 shows
the special character 1stlcs of Japanese Western and Asian business trade
' relationships. ' o ) ' . '

In addltlon, another spemal eharacterlstlc is the move towalds collaborative
work between SMEs. This helps to improve regional production and processmg
- abilities, and is the path for SME development and growth. The advancement of
- policies gealed to increase collaboratlon in Japan is based on the precondltion of the
: existence of a keiretsu, a eubcontractmg or a parts specialization system. It is
necessary for developing eountries to keep this in mind when_applying policies.
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terms of technological R&I) support, the subsidies needed by small-scale enterprises
are small and the support provided tends to be very effective. On the other hand, for
mid-sized SMEs, merely the fact that it has qualified to receive a subsidy increases its
" public image, which has an extremely beneficial effect on business.

To 1llustrate the different policies 1equned based on industrial classifications,
the types of policies needed for the high value-added machmery and electromcs retated
mdustnes tend to be very different in nature from those for industries based on

' 1eglonal resources or related to lifestyles. Most machinery and electronics-related
industries are focused on acqhi_ring technology, while industries b_a'sed _on regional
resources or related to lifestyles, due to their higher consciousness of co-existence and
co-prosperity, tend to focos_on trade activities through cooperative associations,

Examination of the policy implementation system = Consideration of the policy
impiementation system in order to ensure policies are carried out appropriately o

_ In order to ensure the approprlate apphcation of promotion pohcles. it is
absolutely essential to study the various orgamzations which are reSpons1ble for their
application. ' The usual method is: state — state- related organizations — 1‘egmnal
- administrations — organizations 1e_lated to the regional admmlstratlons ~>
“industrial collectives {of course, there are instances where there is a direct connection

" with the central government F’_ industrial associations). It is neoessary to keep in

mind the impact this flow has on the effect and eﬂiciencjf of policy implemehtation.

Exammatmn of Apphcation of Multlple P011c1es = Study the appllcatlon of various
policies at once in order fo mcrease thelr effectlveness - : :

The sﬁoces_s o_f any one of the example ease's listeci j)i'eviously was attribilted to

one individual policy. In reality, there are very few instances where a single policy =

has led an enterprise to success., The apphcatlon of consohdabed pohcles is the most

effective method of delivery.  Some examp]es include the couplmg of ﬁnanclng support .

and guidance activities, and the couplmg of research cost subsidies and cooperative -
activities with public research orgamzatmns It must also be pomted out that the
efforts of the enterpnse 1tself can 1ncrease the effectweness of the pohcy

3.2 Other Considerations |

Below are some of the other con31derat10ns whlch must be kept in mlnd when o '
refer rmg to SME Promotion Pohcy m Japan ' SR :

(1 Itis necessary to nurture a “manufacturi_ng” mind-set.

Wlthm Japans SMEs, there are some micro- mdustnes whlch are not
_mterested in increasing the scale of their operatlons Rather some admlmstrators _
focus entirely on piodumng_ a quality prod_uct_ or. bemgrteohnologzcally innovative.



Twenty people from developing countries with hopes of establishing their own small-

“scale marketing enterprises visited a woman who has her own cottage industry in
Tokye. Using her two sewing machines, she makes well-known brand-name
haundbags. They were taken aback by the patented processing equipment and
computer-controlled sewing machines that she had, as well as by the fact that she
creates and makes her own high-quality designs, which she then submiia to these
worldwide brand name companies. The people who are involved in SMEs of
developing countries need to have this type of perspective towards high-quality
workmanship, while thinking creatively and flexibly.

It will take time to nurture this type of mindsect, but increasing the desire
- among SME managers to achieve high-quality manufacturing is one of the mainstays
of policy evolution

(21 The historical backglgund of s!g};agﬁ Es_should_be_taken_into consideration
gj uri ng pg icy app lication.

The sewing mdustry in Japan made great strides in development for ty or fifty
years ago However, for the last thirty years, their growth has stagnated or declined.
" At the same time, the sewing mdustry in developing countries expanded. The sewing
industry in developing countries is expanding due to exports, but, Japan is working
desperately to hold on to its e'}er-shrinking market. This helps to illustrate that,
when ]ooking' at successful cases of Japanese industry, it is necessary to pay due
consideration to the differences in the steps of development rather than just looking at
one stage.

_  On the other hand, when examining case histories of Japan’s machinery &
- machinery-related parts industry and the electricity & electronics industry, it is
necessary to remember that developing countries are not yet able to access such high-
tech technology. This serves to highlight the fact that each country’s industries have
their own unique de'velopment.al processes.

~ For a collaborative implementation of policies, cooperative activities which are
-mutually advantageous for the whole are necessary. There is no point to collaborative
business if beneﬁts accrue to only one company. Itis éonceivab]e that an enterprise
‘will seek to forward promotmn policies which would be advantageous to only itself.
‘There is a hlgh posmhlhty of this happening in Japan, given that there have been such
~ cases in the past. However the administrative or gamzat]ons have begun working to
. ensure falrness by 1mp1ementmg policies with an impartial eye towards the various
' mdustrles For developing countries, which have the potential for even stronger state
: guldance than Japan has, 1t is necessaly to pay a great deal more attention to
_ entrenchmg cquaht}’
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There are many points where the policy development history of Japan coincides
with the current development of developing countries. Through examination of the
history of development in Japan, which never had a large-scale pioneering pevriod, it is
hoped that the origins of these points come to be understood. Additionally, it is hoped
that appropriate policies which meet the actual conditions of the developing countries
are undertaken.
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Chapter 1

Japanese Policy for Srnall and Medium Enterprises
and Actual Case Examples (Financial)

1. Financial Policy for SMEs in Japan
1.1 Background of official support and its development
(1) Per_iod of postnrar reconstruction (1945~1954)

: - Postwar SME policy started in the middle of the cconomic chaos in 1945. At
" first SMEs were left without government support. In order to reconstruct industries
damaged so seriously, priority of government support was given to production by core
industries, which are mostly large enterprises. As a result of rampant postwar
: inﬂafion SMEs faced so many financial difﬁeulties that many went bankrupt. The

first policy for SMEs was to cope wzth such financial difficulties. The policy then
~ covered three major points.

- a. Fmanmal policy .
b Rectification of weakness by groupmg
c. Dlagnoms and Guidance almed at stlengthenmg management structure

'I‘hese mam supportmg measures have been remforced over the years that they -
are regarded as the core supporting measures in today’s SME policy. -

*. Yarious supportmg measures to case financial burdens of SMEs include
" ereatmn of regional banking institutions. These banking institutions operate as
'puvate entities and handle their own accounts. As a result, because of reckless

e expansion and nuseenduct by some regional bosses at the time of the bubble economy,

a number of institutions now are facing difficulties, themselves. Also, as private
" institutions they naturally had a limitation in supporting SMEs. This is the reason

L why public organizations are needed to fulfill the Government policy toward easing
: the ﬁnancml burdens of SMEs. '

: a Mutual Bank As a popular ﬁnanelal 1nst1tutlon among people since the prewar
‘days, ‘Mujin’, the practice of mutual private financing was officially acknowledged
by establishing Mutual Finance Companies in various regions in 1945. Then, this
~ company changed to the Mutual Bank in 1951 which lends funds for SMEs and
' 'aecepts savmgs deposns from the general public. Later, in 1989 the Bank has been '
. renamed as the 2nd Reglonal Bank. o

b Credit Assomatlons operated by memhers (Shmyo Kmko) Credlt Assoclatmns

were estabhshed under the same law in 1950 for members’ loans and saving
depomts As the governmg orgamzatmn, the Federation of National Credit _
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Associations takes deposits from individual Associations and issues bonds. (There
are 322 individual Assaciations nationwide with 2,677 offices. The size of the fund
1s_ ¥ 16,187 billion)

¢. Credit Coopelatwes (bhmyo Kumiai): The parent institutions began in the
prewar days. In 1949, by enactment of the Small and Medium Enterprises
Cooperative Law, Credit Cooperatives were established at various regions aiming
at mulual relief among SMEs and office workers. The National Federation,
founded in 1954 as the upper body has a fund ol' ¥3,120.7bil as of March 1999.

_ In addition to the private institutions mentioned above, three governmental
institutions were established or reorganized; Japan Finance Corporation for Small
Business (JFS), People’s Finance Corporation (PFC) and the Shoko Chukin Bank (The
Central Cooperatwe Bank for Commerce and Industry) '

Further in 1953 the Credlt Glnrantee Assoclatlon was establlshed in each
Prefecture This is because the former organization was a public entity under the Civil
Law and not suitable for prowdmg debt guarantees. Also, the rules for doing business
and accounting procedures had to be cOmmon ameng all the Associations in the
A countly .

' - For the detalls refer to 1.3 Role of Public I‘manclal Orgamzatlons suppoxtmg
SMh.s and their contrlbutlon ' '

| _ (2) Penod of Rapld Growth hconomy (1955 1972)

The reason why ﬁnanolal systems for SMES was 1ntroduced was to cultivate,
develop and improve management of SMEs. At the same time, financial policy is a
very effective method to lead enterprises in the desired dircctions in today’s economic
world character ized by free compctltlon Therefore, these pubhc financial institutions
have implemented various measures and support by appllcatlon of speclal financial
systems or schemes to respond to needs of the times. =
In other words, in the mid-fifties, the country ﬁually ﬁmshed the proeess of
post. war reconstructmn and was about to enier a new era of economic growth But,
there arose a problem of difference in the level of SMEs compared to LE (large
enterprise). The gap in production and wages became mcreasmgly apparent between
. LE and SMEs and even in the SMEs themselves. In view of the dlfference in the level,
" new measures were implemented to prevent excessive competltlon among SMEs, to
'protect SMES subcontractmg for LE, to modernize equ;pment and to improve
'- tcchnology Around 1860, the rapid growth of the country’s economy caused SMEs
- gerious problems threatening their base of existence by creating a labor shortage and
" mass production and drstrlbutlon This was not solely the SMEs problem, but an
internal structural problem of the national economy itself. Under such circumstances,
in 1963 the SME Basic Law was enacted to affirm the basic concept of SME policy and
o syetemme various supportmg measures introduced one by one without due
" coordination. In thls divection, the policy of realignment for SMES was 1mplemented
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and expanded to take part in the rapid growth of the economy.

However, after 1970 there was a gloomy side to the rapid growth economy and
so in order to increase efficiency in industrial activities, more seilsitivit)' was reqguired
in implementing supporting measures for SMEs. At the same time, the negative
aspects of rapid growth, which are urbanization and pollution started to be pointed
out. ' - :
~ As a result of rapid growth, the cconomy moved toward globalization. This
affected some SMEs and placed them in a difficult position. Measures to cope with the
trend toward globalization had to be included in SME policies as well.

- The financial policy for this period kept improving the business environment
- for SMEs. In 1963, the Smalt and Medium Business Investinent & Consultation Co.,
Ltd (SBIC) was established in Tokyo, Nagoya and Osaka to provide equity capital to
- SMEs. The fund for modernization of equipment created to advance the structure in
accordance with the SME Modernization Promotion Law. A program of interest- free
loans for upgrading businesses was 1ntroduced to prefectures, encouraging SMEs to
- construct a factory complex or cooperate in building joint facilities. Credit Insurance
without collateral - was specially created to p"romote a loan without a physical
guarantee Also, in order to avoid a chain reaction of bankruptcws the Law for
Prevention of Baukruptcy Chain Reactlon had a sepalate insurance anangement for
- SMEs involved in deals with bankl upt compames : :

(3) Period of Stable Growth of Ec‘onomy (1973-1984)_

The economic slump that s_tarted in mid-sixties seemed to show the limitation
of the economic bolicy of rapid growth. The SME policy was subjected to review in the
directions of integration of mtelhgence and support for SMli.s who were unable to '

adjust themselves to the change of the base of existence.
' ~ Recently, in 1999 ‘the “SME Diet” amended various Jlaws, changing the
direction of support measures, It can be sald that the basrc pollcy was established in
this perlod In other words, the SME Rasic Law was amended in 1873 for a broader
_ definition of SMEs as was the amendment in 1999, Also, the amendment of the SME
' Modermzatmn Promotion Law supported self-sustaining SMEs financially as well
- - with tax rehef These measures were introduced to support SMEs suffering from
economic depresswn caused by the strong yen. - The ineasures promoted special

- . production regions andr emergency financial assistance to those encountering

- depression in the specific regions, by adding the lease of equipment for saving

" resources and ene'rgy to the Upgrade Project. Support to cultivate venturc business

- was also made as a credlt guarantee with no collateral but an additional successful
' 'premlurn to be pald by the payment guarantee (Refer to Case 7)

(4) The 'I‘ranmtlon Perlod (1985 2000)

Durmg thls penod the country cxperienced boom and slump in the economy
and uncontrolled globahzatlon Vansus new measures were 1mplemented Flnanclal :
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support has been given for conversion of the business line or cultivation of new
business fields to qualifying SMEs. These would be enterprises that lost the base of
their business due to structural changes in the economy, including changes of foreign
trade pattern, technology innovation, difficulty in securing materials, and pollution.

- One major project was the amalgamation of management resources, which
started with fusion meetings by exchange of SMIis belonging to different sectors. For
this pwpose a number of financial and tax incentives were provided.

The recession in the Japanese economy is now the Iongest since WWIL This
has seriously damaged not only SMEs but also LEs and Large Banks. Still discussions
are being made about the revival of the national economy. While huge amounts of
money for recovery, ¥60 trillion, has been poured into .th_e big banks, SME policy is
facing change, too. The amendment of the SME Basic Law in 1999 brought a new
positive concept “To support the self reliance of versatile SMEs is the origin of vitality
and development of our national economy” leaving behmd the concept of “Rehef of the
weak” and “Rectification of gaps with LEs”, ' .

The financial policy in the Period covered a w1de area, from Emergency Rehef
I'und for SMEs that suffered from the Hanshin-Awaji Earthquake, Special Credlt
Guarantee of ¥30 trillion for SMEs to cope with bankers’ reluctance to lend money-a
sort of credit crunch, and a comprehensive package of supportive measures mcludmg :
new legislation, loan and investment to Venture type business mth an awareness of .
greater number of closing business than opening busmess '

Refer to 2. Cases of Financial Measures by the Pubhc Orgamzatlons Makmg a
Contribution. - Lo
It may take some time to see the result of new pollcy measures by the new -
- legislation and new coneepts until they settle well and w01k effectlvely for SMEs, We
are just in middle of the transition time. -

1.2 Organizalions o implement financial policy for SMES
In accordance w1th the Small and Medlum Enterprlse Bas;c Law (1963) the'

ﬁnanclal policy for SMEs placed priority on rectlfymg the dlsadvantage of SMEs for
small size of management.  The government intended its pohcy to 1mpr0ve the

business environment for SMEs to correct disadvantages due to eéconomic and socml '

constraints so that SMEs would develup, with self-reliance, efforts to bear competltmn o
. The organization, which makes and implements the policies with budget
. allocation, is the Ministry of International Trade & Industries.- The Sma]l and
Medium Enterprise Agency was established under ifs wing in 1948, o _
The project is 1mplemented directly by the District Trade and Industry .
Bureaus or in many cases in cooperation thh Prefectures as follews '

a. Prefectures implem_ent the ﬁteject {vitll the budget arranged by the government

b. Prefectures implement the project with a combination of the national budget and
- their prefectural budget {e.g. The Loan system of Modermzatmn of Eqmpment of
- SMEs, Lease system of Equipment and Loan system for strengthenmg SMF



corporate structure)

c. Prefecture’s own project c.g. Project cost supporting establishment of SMEs under
the Promotion of New Business Creation Activities. For this purpose, various
organizations such as the SME Promotion Association and the SME Promotion
Fund Association have been established. For instance, in the business upgrade
project, JASMEC loans a portion of the fund to a prefecture, the prefecture adds its
own funds and makes a loan to the SME. If the prefecture implements the project

" on its own, it usually makes a deposit in the city bank, the bank adds its own fund
and makes a loan to the SME. In this case the interest rate applicable is a
. compound of the deposit rate and the bank interest rate.

- There are three systems for financial support measures:

(1) Loans -
(2) Supplementary Credit
(3) Irﬁptovement of Capital

In order to 1mplement these measures, pubhc organizations were established
as listed below.

In addition, mumcnpahtles such as cities, towns and villages or wards extend
the promotional services for SMEs, which are effective since they are located eloser to
the individual SMES o .
~ To cite an instance of financial assistance, Edogawa Ward in Tokyo, where
~ many SME factories are located has allocated its own financial resources at times of

. economic confusion and serious depressmn The Edogawa Ward by an Ordinance

~introduced the “Loan for Emergency Special Measures Fund in September 1998. The
B terms of the loan were a maximum ¥5 million to be repaid in 10 years repayment with
a grace period of 6 months and interest 1.6% p.a. The measures were introduced
before the central SME Agency announced special measures including a Special Credit
Guarantee in October 1998. Thele are many SMEs in thls ward that survived thanks
to loans flom the local government :
One of the features of financial polu:les for SMis in Japan is the network of
government local public orgamzatmns and mumc:palltles The following shows a
~ chart of financial system. -
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1.3 Role of Public Financial Organizations supporting SMEs and their contribution

The . public financial -support includes (I)loans (2)extending credit
(3)improvement of capital. I'he main organizations and supporting measures are as
follows. Refer to the list of the respective organization for details in 2. Cases of
Financial Measures by the Public Organizations Making a Contribution.

(1) Loans

a. Japan Finance Corporation for Small Business (JFS): For the purpose of extending
loan to SMEs, who have difficulty in aequiring loans from ordinary private banks,
the JF'S was established in 1953. The organization is fuliy owned by the Japanese
Government. To receive a loan, physical security and a guarantor are required as a
rule. The purpose of the loan is the fund for acquisition of equipment to serve for
_rat.ionalization of the management, which includes improvement of quality, cutting

~ production cost and improvement of ploductio'n' efﬁciency The long-term operation

- fund will be used for rationalization of the company in the shortage of equity capital
or long-term fund for testing and research or cultivation of the overseas market, ete.

The Corporation makes some loans directly but in regions where it has no office it
makes loans throogh city banks, regional banks and trust banks acting as its agents.

- In addition to general loans, there are special loans available for leading SMEs in
the desired dlrectlon by government policies such as: :

1) Loans for eneoulaging industrial struetuzal improvement including SME
" modernization structural Jmprovement loans for promotlon of subcontracting
SMEs, loans for conversion of business and upgradmg of retail commerce o
i) Loans for cnhancing safety and preventlon of pollutlon such as loans for
. prevontlon of industrial pollutlon and the loans for mdustrlal safety and hygicne
facilities A .
iii) Other: many kmds of loans f01 energy savmg, preventlon of bankruptcy angd
information technology :
The loan balance of JFS is ¥7 497 blll:on and loans for FlSC&l Year 1998 total
1,8148 billion The share of the Corporation is 2. 3% of the total loan halance amount
: among vanous bankmg mstntutlons (FY 1998}). T

b Natlonal Infe Fmance Corporatwn (\ILF(,) NLFC will make small loans to
- individuals or compames, who are p]anmng doing business mdependently and have
. an appropriate business plan but have difficulty in gettmg loans from banking

institutions. Like JFS, NLFC is fully owned by the government but it is older than
JFS, Compared with JFS, the loan amount per loan is smaller and terms are shorter. -
~ NLFC has ordinary loans and also ::.pemal loans for specific pollcy measures similar
to JFS. It 1s worthwhlle to note the Small Busmess Improvement Loan by the

. Corporation. Thls loan is for Small Enterprlses (SE) whose regular employees
. number less than b for commereaal and servicing industries and less than 20 for

man_uiacturmg. The purpose of th_e loan is a small fund for equipment and operation



of the firm. In advance of the loan commitment, the Applicant must receive
management guidance for 6 months by the Chamber or Association of Commerce
and Industry. Neither collateral nor guarantor is required for the loans up to
¥5.5mil (At present, by Special Measures the amount is ¥10 million). This is very
helpful to SMEs who do not have enough physical collateral, required for loans from
private banks. Today, among various venture type businesses, since many computer
software or system companies lack sccurity for borrowing, they greatly benefit from
this sort of public support in starting their husiness (refer to Casc 4). The share of
the Corporation in the loan balance amount among various banking institutions is
3.4%. The loan balancc is ¥10,754 billion for 1.96 million transactions, The figure is
blgge: than JFS, though the amount per smgle transaction is sma]lel than JI'S,

¢. The Shoko Chukin Bank (The Central Cooperatwe Bank for Commerce ‘and
Industry): In order to facilitate finance for SMIS cooperatives and others whose
members are mainly SME size companies, the Shoko Chukin Bank was established
in 1936. The capital of the Bank has been owned by the government and member
cooperatives and other organizations who have a membership in the Bank. The loan

- fund is derived from the capital, deposits, and issue of bond and treasury funds from R '

the government. As the feature of the Bank, equity of the Bank is partly 21.7%
owned by member cooperatives and others qualified whereas the preceding two
Corporations are fully owned by the government. Also, the Bank raises fund by
issuing bonds. Another unique pomt is the start of the orgamzatlon, which was
. estahhshed before WWII in 1936. The Bank limits its loans to cooperatrves and
associations, their members, federations of cooperatives and associations all havmg _
 membership. The share of the Corporation in the total loan balance amount among
various banking institutions is 3.2% and the amount is ¥11,378bil (FY1998).
Apart from the above three public ﬁnencial_in_stitutions, there is loan agency of the
- Japan Small and Medium Enterprise Corporation (JASMEC), The function of
- JASMEC as a government _owned corperetion covers comprehensive supporting
measures for SMEs. In respect to finance, JASMEC handles Business Upgrade
" Projects to encourage grouping or structural improvement (See Cases 2, b and 6) as
well as loans for Small Enterprises, SE {refer to (1) b. for the definition of SE) based .
on the mutual relief fund. The outstanding balance of the upgrade loans is ¥1,200 -
billion and the balance of equity provision infe the public orgamzatrons for
structural improvement and change of busmess environment amounts fo ¥7.1 .
billion {as of March 1997). The Corporation merged the SME Credit Insurance Corp. '
and changed the previous name of Japan Small Business Corperation (JSBC) to its
' present name. JASMEC now undertakes insurance of credit guarantee for the SME
Credit Guarantee Association. The mechanism of thrs guarantee system is referred
to in next (2) Supplementary credit. :

(2) Supplementary eredlt

a. Prefectural Credit Guarantee Assocnatrons CGA CGAS we1e estabhshed by the law
- of the same name to expedite the borrowmg busmese funds from bankmg r

"—._38—



institutions by providing debt guarantees for SMEs who lack securities and credit.
CGA was established in each of the 47 prefectures and also in five major cities,
Yokohama, Kawasaki, Nagoya, Gifu and Osaka (These together form the Federation
of CGA). A guarantor and physical guarantee are required at the time of the credit
guarantee (presently, the conditions are mitigated to ease the finances of SMEs).
The mechanism of the guarantee system is for the SME to receive a loan from a bank
with the debt guarantee issued by CGA in favor of the bank. If the SME defaults,
- CGA will make subrogated payment to the bank at the demand of the bank. Upon
subrogation of the debt, CGA has {he right of compensation against the SME. On the
other hand, CGA will insure the credit guarantee obligation to the Bank, by the
guarantee credit insurance with JASMEC. - Should default be made by the SME,
. 70% to 80% of the guaranteed amount will be paid to CGA as insurance money. Later,
" il CGA receives the payment from the SME, the payment will be reimbursed to
JASMEC in proportion to the insurance money CGA received. At present, a
temporary Special Guarantee is available as a measure against a eredit erunch, and
: guarantee conditions about eligibility, guarantee premium, lmit of the guarantee
amount are being relaxed. This guarantee is specially made in view of stabilizing
-+ finances of SMEs. The total guarantee for this scheme amount is a huge sum of
- ¥30tril. with 20tril. up to the end of FY1999 and another 10tril. available for FY2000.
' Fxcept for the temporary Special Guarantee, the outstanding guarantee amount by
all CGA is about ¥42 tril. in I'Y 1998, which means one of three SMEs (equal to 2.1
- million SMES) rehes on the Guarantee. :

b. Venture Enterprlse Center; VEC VEC is a public foundation. It extends credit
~“guarantees for venture businesses that borrow funds from banks. The credit
guaxantee is made without collateral to the R&D type enterprlscs and the type of
. enterprises mtegratmg mtelllgence If the credit guarantee serves for the success of

the business, the reward will be paid in the form of guarantee premium subject to
: the details to be agreed. Refer to Case 7 for an example of a successful case.

' (3) Improvement of capltal

_ The Small and Medium Busmess Investment & Consultation Co., Itd (SBIC)
- was established in 1963 by the laws of the same name for the purpose of investment

- into SMEs to strengthen their capltal base. SMEs with only limited profits have to

look beyond earnmgs only to find that capital procurement is neither smooth nor fast.
- Many SMEs however, do not risk losmg management control, if they should succeed in

“obtaining capltal from a third party. Byi increasing their capltal base, SMEs will be

_able to develop with a sohd financial position. The companies were established in

- Tokyo, Nagoya and Osaka to cover nationwide activities. The companies are semi-

public corporatlons with capltal owned by local governments, financial institutions,
 the security dealers assocnatlon insurance companies and blue chip corporations. The

. activities of the companies are to undertake the following activities to increase capital

\Vl_thout takmg manegement control of the SMEs in which the funds are invested:
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a. Initial share offerings

b. Subsequent share offerings

¢. Convertible bonds

d. Warrant bonds :

e. Capltal provision to venture businesses mcludmg individual persons

~ The compames may relinquish equlty holdmgs when a client goes public. To
help it make a small transition to listing on a stock exchange and an increased capital
base, the client may transfer a portion of shares to its employees, its customers or
financial institutions, with the company’s consent. (COMMENI‘ This paragraph is
confusing. “Company” scems to be used to mean both the semi-public corporation
makmg the loan and the SME 1ece1vmg the loan. In trymg to make the meamng clear,
I may have changed the meaning.)

There are criteria set for each of the above mvestments such as undertakmg up
to 50% of shares issued and maxinnun of five years for holding bonds. Of course, the
applicants must prove they have the potential for growth showing a certain level of pre
tax profit. They must be audited by a CPA every fiscal term. :

So far, the three SBIC ¢ompanies have made investments by shares or bonds of
2, 861 compames with total amount of ¥136.4 billion in which many companies went '
publle and listed themselves on the Stock Exchange

We have now dlscussed ma]or financial mstltutwns and thelr ro]es in the
financial area. But, there are other institutions with a sumlar objective to support
' SMFs though they do not meet the legitimate deﬁmtlon of SMES
' -Lately, the 1mportanee of direct financial assistance for SMEs is hemg '

emphasmed SMEs tend to rely on mdireet financing since they lack a c1ed1t rating. Tt
. is desirable, however to source the fund directly for the security market from the
viewpoint of sound ﬁnanmal managemeut In December 1999, TSE Mothers started to
meet the demand from the small and m1d31ze scale industries. The quahﬁcations were
more relaxed than the over-the-counter trading market for the small or mid-sized
companies with petentlal for growth At present, 4 compames including Internet
- related busmess are listed in the Tosho Mothers. In addltmn, a private versmn of
NASDAC Japan will be set up in June 2000 for similar purpose. -
: The followmg table shows a summary of various pubhc orgamzatlons for
" supporting the financing of SMEs w1th their roles and the cases where they have made
a contrlbutmn for refelence : : S
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Table 1-2 Public organizations for finance and their main roles

Category . Organization = - - - Main roles for finance Case
General  |Prefectures Loan, investment, debt guarantee [Case 1
General The Japan Small and Medinum|Upgrade loan, SE loan, credjt Case 2
Enterprise Corperation; JASMEC |insurance ase
~ 3y - - Mapan Finance Corporation for|long term loan for equlpment
Loan Small Business (JFS) - operation fund Case 3
TLoan National Life Fmance Corporatlon Short term  operation fund, Case 4
(NLFC) - equipment fund ase
Loan * Bond|The Shoko Chukin Bank - Coop. finance, bond issue - 1Case b
Credit Credit - Guarantee  Association : :
Supplement [(CGA) Debt Guarantee Case 6
Credit - . . S
Supplement Venture Enterprise Center (VEC) |Debt Guarantee o Case 7
- ISmall and Medium Business| - C o .
Investment |Investment & Cansultation Co., Ltd|Equily investment, bond Case 8
(SBIC) ' ' o :

2. Actual Case Exaniples of Financial Measures'

2.1 Case 1 (Prefectures-The Promotlon Fund of the Assoc:latlon of Hokkaudo SMEs, A

Corporate Entity) -
" 8 Co., Ltd
o Tab]e 2.1
Established 1959 - S
- Business - ' |Manufacture and sa]es of Solar Heating System -
Capital & Turnover |¥68 million, Sales 70 million (1999)
Staff 7 S : :

Smcc the company was estabhshed in 1959 it has been dcdlcated to thc
research and development of solm heatmg systems In 1997 the Kyoto Cong:ess on
Environment (COP3) adopted a resolution in which Japan has tc reduce emission of
global warmmg gas by an average 6% from the 1990 level. ‘This goal has to be achieved
by the years 2008-2012. In order to rcahze this goal there is a target for use of solar
heating system equlvalent to reduce use of oil fuel by 4.5 million kl. The plesulent of
the company is conﬁdent this is posmble by umlmatmn of solal heating because
_ Hokkaldo only consumes Zmll kl. oil at the moment Th1s is used for heatmg homes
" and warmmg roads, whlch is mow w1dcly done even on the premises of individual
residences in Hokkaldo However the performance of the conventnonal solar heating
~ system is madequate both in heatmg efficiency and structure. Exlstmg systems use
copper and metal materlals, which make the system heavy and prone to rust, and are
expensive. This is the reason why solar heating systems are not popular in Japan,

In view of this, the company has concentrated its efforts into development ofa
new system for sunshine collection sheets and heating radiators using plastic
materials. The Hokkaido Bureau of International Trade and Industry had granted
three- year subsidies for the Sunshine Cnllectmn System (Patent pending) under the
scheme of the New Industry Technology Development for ratlonahzatlon of -
_ consumptlon of energy. The grant had been allocated annually ¥40 mlihon duung



1997-99 in total 120 million. The new collection system incorporates the polybutane
sheets attached with poly’outane plpes which both reduces weight and cost of the
products, : '
The new product “Solar PB” maintains high heat capacity, better installation
ability, hygiene and less friction resistance. In addition, the corapany has developed
new joint “Gritte” made of plastic which connects the plastic parts of the solar system.
This has a new mechanism to join the pipe, simply by ‘one touck’, for which the patent
has been applied in eight countries. Using these technologies, the first plastic radiator
for heating in the world was completed. The company sclls not only solar heating
systems, but also floor heating panels attached with plastle pipes, whleh are covered
with heat insulation. : :
In order to mect the expendltures for R&D, the company has mcreased its
share capital to ¥68 millionin of which the Promotion Fund of the Association of
- Hokkaido SMEs (AHSPF; see the list as below) subscribed ¥18 million. - '
Further, the company was qualified under the Temporary Law conceming
Measures for the Promotion of the Creative Business Aetlwtles of Small and Medium
Enterprises (so called SME Creative Busmess Activities Promotion Law), as ellglble
for ¥45 million loan with a repayment period of 10 years including a one-year grace
period. The Promotion Fund of the Association of Hokkaido SMEs with a collateral of
equipment provided this financing. Japan Finance Corporation for Small Business
(JFS) participated as a joint financier with AHSPF for the amount of 20 million but,
without collateral. This indicates that the company business was appraised as
providing solutions for environment problems.  But, it can be safely"s'aid that no
private institution could arrange such capi_t-a] provision and loan withon_t collat_eral.

Thanks to the subsidies, equlty partlclpatlon and favorable loan 1nst1tut1ons
the company products now start to bring a return A large chemlcal company now
approaches the company about buymg the patented products One housmg company .
" issued test order for the system, wrth a hope of an addmonal 100 units, if the test order )

" turns out to be suecessful Taking the opportumty the eompany considers settmg up a
sales company in Honshu, hiring a sales manager. The company w1ll have a home'
page on the Internet, in order to accept overseas 1nqu1rles too. h :

' " Yet, there may be a long way before the company really makes a substant:al o

' proﬁt dependmg upon the results of the sales aetwrty now bemg planned Meantlme
the company has to further increase equlty capltal to lmprove the balance sheet



Table 2-2 The Promotion Fund of the Association of Hokkaido SMEs

Established 1969 .

Shareholders |Hokkaido Board, Large enterpnses in Hokkaido

Supporting Measures based on the SME Creative Action|Subsidized  activity (R&D,
Measures Promotion Ordinance and other general|training of employees)

measures including investment to venture

loan, equity participation)

enterprises and loan guarantee

Eligible company |SMEs or an individual to do a business

or person : E - .
Purpose of the |R&D and investment for methodology of new|Acquisition of equipment, hiring,
Fund . Iproduction, sales and services rent, materials, technical
Lo license, development of program,
' : o : : - personnel expense ete.
Loan period |10 years including one year grace period Shareholding max. 10

Max limit of loan,| 100 million, 80% of the total fund

subscription of

shares 20 million 1/2 of 1ssued shares
Present loan |2% p.a.

" intefest

2 2 Case 2 (T he Japan Small and Med;um Enterpnse Corporatlon JASMEC ShlZUOka
~ Pret) o - _
Y Manne Produc_ts Procéssors Cooperativc Center

Table 2-3 _
Established 1972 by the JASMEC Upgrade Pro_iect -
Capital ¥289,8560 thousand :
Member Companies |21, Coop. directors 10, staff 108 (99.6)
Coop. site 78,000 m (incl. Coop. member site 48,823 m)
Coop. project As menuoned below

: (as'of 1999. 3)

In 19‘70 the Japanese Government demgnated Yaizu City as ‘The Pro;ect of

: Bormmg Producmg Area for Distribution and Processmg Center” in order to

- rationalize processing and distribution of aquatic products. The Cooperative Yaizu

- Fisheries Processing Center was established in 1972 to build a factory complex.

' bhlzuoka Pref. made a loan to the Cooperative for 60% of the initial project cost, which

mcluded ¥5 billion for acqulsltmn of the factory sites and ¥6 billion construction cost

' for a period of 15 years w1t11 an interest rate of 2.7% p.a.. The Shoko Chukin Bank

prowded joint financing of 17. 6% of the initial project cost with an interest rate of 7%

. p.a.. . The remaining portwn of the i'und 17 5% was pald from the cooperatlve
members own funds. - :

" The main facnhtles bullt at the ]ndustrlal Cumplex included wastewater

: treatment refngerators, remdue processmg treatment, cold storage, etc., which are

_ e ,used in common by the coop members The marine product processing complex to
" produce a dried stick of bonito as its core busmess was completed in 1974 with

: particlpatlon of 18 ﬁshery related compames This is one of the largest complexes in
Japan for the productwn of seafood products having production facilities and

o ~ development of new proc_lucts such as calcium additives from the residue. In addition,

S




an apartment house was built for workers and staff of the coop, too.

Later, in 1996 and 1997, Supplemental Projects were implemented to expand
. the wastewater treatment facility and water supply system with funds for upgrading
. provided by the Japan Small and Medium Enterprise Corporatlon (JASMEC see the
list below). The term of the loan is 16 years including a three year grace period for 80%
of the cost with ne mtelest for wastewater treatment and 65% for the rest with an
interest rate of 2.7% p.a. The Shoko Chukin Bank and The Norinchukin Bank
. provided joint financing for 15 years and 10 years respectively for the balance of the
fund with the cxceptlon of coop members’ own funds. ' .
: At present there are 21 coop member compames domg mostly ﬁshely
- plocessmg and food processing (26 factories, employees 623 in total) who engage in the
. production of dried stick bonito, canned fish and seasomng The complex 1tse1f earns
¥21 billion by processing 1.2 billion ton raw fish per year, and the coop member
eompames sell a total of ¥156.5 billion worth of the products annually. . '

In addltlon, the coop itself develeps such new products of high added value as
caleium food and organic fertilizer at the complex. The project motto is “Addmg high
value to fish caleium and marketing.” Shizuoka Prefecture awarded the coop a subsidy
(3.3 million among 5.8mil project cest) as promotlon of reglonal mdustnes (Creation of
new business utlhzmg local resources). Since the coop owns several factories and
facilities at the complex, its activities are important for the future of member
companiges, so the ceop now itself has 45 staff and 61 bonito processms under 10 coop
directors. ' -

_ In the future, the coop plans to get a cert:ﬁcatlon of 18014001 and “Zero

- Emission” of pollution from the Industnal Complex These will be achleved by
estabhshment ofa recyehng system with hrgh use of resources and compost of marine
produets remdue (Project cost 9.1mil, subsidy 8. Omll) o :

'I‘ahle 2- 4 Japan Small and Medlum Enterpnse Corporat:on JASMEC
_ (Business Upgrade Measures) , _

1995 Japan Small and Medium Enterprise
Corporation (JASMEC) (1967 Japan Small Business
Promotion Corporation, 1970 Japan small Busmess
Corporation; JSBCY* )

¥1,230.3 billion Loan Fund 747.7bil, Insurance Fund
122.6 bllhon Others) {Nov 1999)

Estah!ished : (1999) ‘I‘he Japan Smalt and Mechum

Enterpn_se Corporatlon Law

*1999."11 JSBC merged SME Credlt

Share Capital
o Insurance Corp. and renamed to

L JASMEC -
Finance Route JASMEC finances the fund to the Prefecture who|Loans (or investments for spec:al
- Lender adds its own funds and loans to the SME for ordmary cases) : .
) business upgrade neasures : R
“Borrower .- |Cooperative doing business structural upgrade such
IR . las grouping, industrial complexes \sholesale
. complexes, area facilities
Purpose of !oan Acquisition of facility, equipment and operatwe fund | - - L :
Loan period . |Max. 20 years with 3 year grace period ) 10 years for operative fund
S - |JASMEC 60% (mvestment 4[} ﬁnance 20) Prefecture For mlcre enterpnses 90% possrble
 Loan limit |20 total 80%* -~

Loan interest

2.1% p.a.; interest free for Structural 1mprovement
Créative industries, and Disaster Rehef

Acqulsltwn of the land in advance
e

Amount loaned

FYQ? 1 17, 5bllhon. FY98 90. Dbll

¥4,137.2 billion (FY 1961~-1998)
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See 2.3 of Chapter 3 “Small and Medium Enterprise Management Upgrading
Loans System”

2.3 Case 3 (Japan Finance Corporation for Small Business; JFS)

K Co., Lid.
. Table 2-b
Established 1958
Business . I8ales of Card Issuing System, Supply and printing of ID card,

- train tickets, various cards, Wholesale of various papers
Share capital * Turnover|¥40 million Annual sales ¥1.2 billion
Emnployes 70 -

(1) Outline

In 1948, the fathe1 of the presulent star l;ed wholesale of various papers and
111c01porated as K Co., Ltd in 1958 with the capital of ¥2 million Toshiro Kobayashi
succeeded the business in 1961 and has gladually taken the busmess into higher
echelons of the paper business world. His concept is a business with a large margin of
added value. His first venture was acquisition of a prmtmg machine, by which he has
printed and supplied roll papers to the clients. The company now supplies printed
train tickets using roll papers to the various private railways. In addition, museums
and public halls order the company’s admlsswn tickets. : : ,

An important turning point for the company was startmg to supply of magnetlc
card “MS card” in 1978. 'I‘hen five years later, the company opened Fukagawa Works,
where they encoded their own magnetic cards. This means the company has entered
into the information mdustry using the medium of paper. The new company products
. were exhlblted at the various expcsxtxon halls in Japan. At that time the company
- released an “MS card” printing system.” At the ‘same _tilne, Mr. _Kobayashi has
implemented an internal information system transmitting data between the head
. office and two factorles Company staff have done most of the work on deve]opmg the

LAN system SR '
: In 1990, the Company 1ntroduced lammated card systems, "Spot Lamicard”
and “VZCard,” to the market. The system can issue an ID card or a card for other
purpose on the spot. The photo can be placed typed 'with pei'scnal data for
: ldentlﬁcatmn and lammated in seconds. 1D data can be written by hand on the paper
card where a computer is not avadable and a barcode or signature can be added upon
request By laminate sealing of a surface, the card can be clean and durable. An
A 'advantage of paper cards over plastic is quick issue on the spot. This card system is
* being used w1dely as remlttance cards at banks, membershlp cards entry cards,
' certlﬁcates at various events -seminars, exhibition and at varmus malketmg
: gathermgs Another apphcatlon is dlrect mall enclosing an admission txcket in the -
sheet for advertisement. S 5 : B

The company has started from “paper” but can make plastle cards as well. At
present chents send the company persenal data with photos for ID by email for
c1eatmg an 1D Card at the company Or altelnatlvely, clients buy the “IDP card
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issuing system” so that they can be more flexible to the needs of their employees for
the change of data etc. '

(2) Finance

The company has successfully developed new business areas to follow current
demand without losing its tradition of a paper wholesale business. The mmanagement
principle of the president seems carefully progressive, knowing the limited
hlamgement resources he owns. We mentioned above that the information network
system was set up by his staff rather than relymg upon outside specialists. The
president wants to cultivate resources inside the company though it takes time. He
considers human resources particularly important and holds training seminars
regularly for the staff, inviting outside consultants. :

The company actively sought financing when it was expanding mto new
businesses for acquisition of equipment and operation fund. In 1875, the company
increased the capital for acquisition of printing machines for roll papers. Since the
compaﬁy could not borrow from private banks due to lack of eredit, it first borrowed
from Japan Finance Corporation for Small Business, JFS (See the table below). Since
then the company has obtained seven loans successively from JFS now amounting to
50% of the total borrowings. “JFSis not concerned with the balance ratio between loan' _
and deposit and does not apply pressure once the loan made.” “In most cases, JI'S does
not require a Credit Guarantee by CGA other than the collateral the company
provides”, the President appreciates the JFS loan system The company has also .
received a loan from The Shoko Chukln Bank P

- The performance of the company is affected by competition in a s]ugglsh
economy and profits have recently fluctuated with annual sales of 1.2 mllhon for FY
1999. S :

Table 2-6 = -

_ Detail of borrowing (Feb. 2000)
- - T ] . S
. Ba_nlupg Loan amount No. of Terms
institutions loans - :
o i _ repayment 3 years-10years with one year grace
JFS . . 134,000 - T |period, Interest rate l 9% 2.6%p.a. Loan with credit
. . S : guaranteel - 5 L
Shoko Chukin 6,200 1 byears
! ’ 1 . . 13 years (wlo cred.lt guarantee 1) 'i‘yrs (c!guarantee
SakuraBank  § 83300 | 8 7% Btg feo 0.95%
Tokyo Mitsubishil - 5o 6560 | 1 |Short term
{Bank :
Total 273,500 12
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Table 2-7 Japan Finance Corporation for Small Business (JI'S)

Established 1953 Japan Finance Corporation for
' Small Business Law

Share Capital ~ |¥277.7 bxlhon fully owned by JapaneselHead Office and branches b9
R Government (1999) -

Loans Ordinary loans and speelal loans * *Loans for new busmess, new
: Direct Loan by JFS, Loan by Agent (Bank orjtechnology,  vitalization of

other institutions) ' regional SMEs, management
innovation etc.
Borrowers SMEs
Purpose Equipment, long term operative fund

Mazx, loan period |Equipment 10 years. Operative fund 5 years,
incl. grace period 1 year

Direct loan ¥480 million, Agent Loan 120
million Special loans decided separately

2.1% p.a. higher interest for longer period

For the specific purpose- for real

Limit of loan
o estate 720 million

Present Interest
* |rate -
Loan balance

Disbursement FY1998 1,792bil

7,402.7 billion (FY1998)

2.4 Case 4 (Nauonai Llfe Finance Corporanon NLFC)

. D Co., 14d
e _ Table 2-8
Established = |1991.3
- Business Contents, multimedia related software, Material CDRO\I ‘
Capital, Turnover [¥15mi., Sales 540 million (1999 £F)
Staff Direciors 4, employees 36
N ¢) Ouj:li;:ie

' The company isone ef the core compames in “Sapporo Valley lecated between
the North Exit of Sapporo Statlon and Hokkaido Univ. The Company was established
(in 1991 and the staff is young, 26 years on average for 36 empleyees

The company products are changing as follows;

' ka Prmtmg pamphlet fer eompames produced usmg desk top pubhshlng
b. Contract of computer graphlc for TV weather forecast symbol and authoring

\ c. Pheto and plctures as matenals or parts of contents of DTP and Internet presented
' in CD ROM format (Materlals Dictionary) _ .
d. Contract for mternet applleatlon and system development using server

At present the sales of a. prmtmg by DTP has a 1/3 share, while ¢. Matenals
‘Dictionary accounts for 2/3 of the total sales. This 1tem will increase in the future
with 70% for Matenal chtlonary and 30% for system develepment contract in 2000

e sales target of ¥850 million

“Materla]s D:ctlonary contains a senes of photos and desxgn free from

_ eopyrlght The materlals are various, rangmg from flowers, fruits, vegetables persons,
~animals and nature. Clients are mainly large software companies such as Softbank

: and,Computor'wave". In addition, the eempaﬁy sells CDROM as OEM to respond to the
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clients nceds. One advantage of this product is less likely to become obsolete than
other types of computer software products, which can easily become out of date by new
“development of OS, hardware or data transmission. The product is not extremely
fashionable but has a long life. There is no credit risk as clients are mostly big
companies. The company has started direct sales to SOHO and companics to meet the
future development of EC (Electronics Commerce) wrth a hope of earning stable and
basic sales amount,

(2) Finance

: The company started business in 1991 with the share capital of ¥10 million At
that time, it was not possible for the company, which had just been founded to borrow
. :money from private banks. So, the company obtained a loan for its operation fund
from the People’s Finance Corporation (the present name, Natlonal Life Finance
Corporation, NLFC see the list below). The term of the loan was an amount of ¥5
million for 4 years, and with interest rate 7.7% p.a. based on property as collateral. A
regional bank made a loan for 5 million later. However, the company had constant
problems with cash flow because profits were small in the midst of fierce competltron, -
as the name of the company was not known yet But, gradually by development of new
: products such as symbol marks of TV weather forecast and authoring technology, the
credit rating of the company has improved. Hokkaido Credit Guarantee Association
(Hokkaldo CGA) accepted a loan guarantee, by which the company could borrow funds
for development from a regional bank. In 1993, Sapporo Clty awarded the company a
development fund for basic study of authormg technology for museums. As the start of
~ production of the CD ROM “Materials Dictionary”, sales have mcreased and the -
company could obtam finance from regional banks without credit guarantee by CGA.
The company made a long-term business plan to cope wrth credlt crunch started form
‘a failure of the Hokkaide Takushoku Bank. - ' _
. In 1999, Development Bank of Japan has made a loan of 40 million \vlth '
_ favorable conditions of interest 2.2% for 5 years. -
Besides various loan institutions, the company has started a study of obtamlng
direct f'mancmg in order to rectify small working capital on the Balance Sheet. * -
" The presulent a key figure in the Sapporo Valley, started computer related
business asa student at Hokkaido Umverslty He is now makmg an effort to open the
“Sapporo BizCafe”. Thisi is a version of an Internet cafe but havmg a broader range of
uses meludmg developmg 1deas business talk, presentatlon restaurant and busmess _
convenience store especially for young entrepreneurs For this 1dea, many computer
“related firms are participating with support of a central Small & Medlum Enterprlse '
Agency in addltwn to the Hokkaldo Board o : ' ‘ :
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Table 2.9 National Life Finance Corporation (NLFC) -

Establlshed 1949* National Life Finance
Corporation Law
Share Capltal ¥256.6 billion wholly owned by Japanese|*QOct. 1999 People’s Finance
Govermuent Corp. merged Environmental
' Sanitation Business Finance
: . - - |Corp and changed its name
Loans Ordinary loans, Special loans * Small|* Loans for New business,
Business Management Improvement Loans -|Startup Business, Regional
By Association and Chamber of Commerce &|Indusiry, SME Management
Industry recommendation** Direct loans (by|Promotion etc.
NLFC), Agent Loans (Bank and other|**No collateral 1equ1red up
institution} to ¥5.bmil
Borrower SMEs :
Purpose of Fund |Acquisition of Equapmenl Operatwe fund
Max. loan For equipment 10 years incl. ene year grace|Ordinary loan
" period period. Operating fund 5years 1ncl 6 months :
- grace period :
Limit of loan |Direct loan ¥48 million Agent loan 24 mllllon Ordmary loan -
) Special loan to be arranged separalely '
Present Interest]2.2% p.a. h1gher interest for longer period Ordmary loan (2000 3)
rate -
Loan balance ¥10 754 lnlhon (1, 960 thousand loans) FY 1998

2.5 Case 5 (l' he Shoko Chukm Bank The Central Cooperauve Bank for Gommerce and
Industry)
T Corporation
The H 'I‘echnologlcal Park Association

7 T Corporatlon is located in the Industual Complex of the II Techno]oglcal Park
Association. The President of T has been the Chairman of the Board of Directors since
establishment of the H 'I‘echnologmal Park Association. The outline of the Company is
as follows:

" Table 2-1O T Corporation

Established

1969 . - : :
Business Welding torch, robotic, 1iﬂ.eldmg fume collector, \\eldmg wu'e, rod
Capital *+ Turnover |¥27 million Annual sales 1.66hil (1999 3) ‘
- Staff® Employees 45

In 1988 the company started productlon on complex premlses upon completlon
of the first stage factory construction. The fund came from transfer of loans (sub-loan)
“from the Association. The Assoclatlon borrowed from the Upgrade I‘und of JASMEC
~ from Shizuoka Pref. (70% of the project cost for 15 years with an mterest rate of 2 7%
_combmed with supplement of a loan by Hamamatsu City for about 20% of the project -
cost) and the Shoke Chukin Bank (10 of the project cost, 156 years with an interest
rate of 6-7% p. a) The remammg 20% has been pa1d by the company with funds -
3 obtamcd through sellmg its previous factory and some of own reserve. The Association
retains ownership on the land and bu1ld1ng untll 2003, when all the repayment by the _
Association members will be completed. In add1t10n, as funds for operation and
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acquisition of equipment, a total of 2 billion has been lent as sub-loans by the Shoko
Chukin Bank (see the list below) to the seven to eight Association members including
Tokin (term: b to 7 years with an interest rate equal to the pnme rate of long term
lending then prevailing) '

' The General Manager of the Association is for merly of the Shoko Chukin B‘mk
The president of T and the General Manager of the Association give the advantages of
the Association and the H Technological Park Industrial Complex as follows:

a. At the time of the move to the Industrial Complex, a sub-loan was made to the
Association members with favorable terms, which could not be expected from
private banks under the financial situation then.

b. At that time, the Association members could discount a blll with a much better
discount rate applied. For e\tamp]e a discount interest rate was around 3% for
" Association members, when a prevailing rate for an mdw1dual member company

.- was 8% p.a. or so. : ,

c. The land at the Industrlal Complex was converted originally from farming land s0

- was mexpensne, only ¥75,000 per 3.3 m, w hen the land for general use was
- around ¥100,000 per 3.3m, Furthermore, the selling price of the factory premises
previously owned was ¥400,000 as the former place was located in the mlddle of
Hamamatsu Clty The company could well afford to use its own funds.

" d. The land was new and empty, so the layout of new factory was freely de31gned The
Company made a ratlonal production facnhty with a view to savmg a number of
employees. '

e. The Industrial Complex has an ample green belt besuies factory 31tes, whlch is
good for the environment. : .

£ Assoelatlon members can doa busmess eaeh other whlch led to some cases of new

development ' ' ' ‘ '

The advantage is not oniy for the Association niembers but also for
Hamamatsu City who can receive annually a fixed asset tax of ¥120 thousand as an
industrial complex against 800 thousand, which the city charged as tax for farmmg
land. :

‘The company became hlghly regarded in the mdustry for 1ts weldlng robotlcs

and a welding fume collector and torch exchange system In addltlon, Tokin is tackling - '

aluminum welding and three-dimensional weldmg This is a result of Jomt research

~-and development with Shizuoka University, the Public Testmg Laboratory in
Shizuoka Prefecture, T Motors and regional companies. In 1997, Dlrector General of - -

the central SME Agency honored Tokin with an award. In 1998 the company was -
approved by the prefecture for an R&D Program under the SM}L Creatwe Act1v1ty :
Business Promotion Law. - - : T : PR S

Company Pre31dent Mr. Kanamon has an_ 1dea of estahhshmg an R&D
teehnology Center in developmg countries under ODA program Welding equ:pment _
will be brought there from Japan and retired experts who had werked at compames in
Japan will be sent overseas as trainers for 2-3 years. :
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The T company performance was affected by the economy in recent years but
the forecast shows recovery for this year as follows:

Table 2-11 Change of T company performance along with time

materials, ete. -

" fwelding equipment, computer penphelals, Plastics, Printing, Packaging

- 1997.3 1998.3 1999.3 2000.8 (forecast)
Net sales 2,368,950 1,904 858 1,667,983 1,650,000
Operating profit 326,499 229,813 143,568 150,000
Current profit 263,808 90,246 13,644 180,000
(Unit ¥1000)
Table 2-12 The H Technological Park Association
Established 1974 By the JASMEC Upgladmg PmJect
Capital - |¥10 mallion
Membexs of 20 companies (December 1999). Member's Businesses: - general
Association machinery, electric machinery, auto components, precision machinery,

The size of the area

262,856 m (incl. Assomatmn member’s site 153,886 m)

project

Association’s common

Joint R&D, joint purchase of gasoline, parking lot, finance ete.

The Assoclatlon is makmg an apphcatlon for development of an additional
99, 000 ni. The land will be used to invite two to three research and development
_ compames and to expand present members factories, add a parkmg lot, etc. This time,
" they are seekmg a better Upgrade Fund for 20 years (15 years for First Fund) with an
: _lnterest rate of 2.1% (2. 7% p.a. for 1 F und) '

Table 2 13 The Shoko Chuk_\n Bank o '
" (The Central Cooperatwe Bank for Commerce and Industry)

Estabhshed

1936

Law

Share cap:tal

¥43,320 billion owned by the Government
33,930, Cooperative 9,390

Head Office and Branch103
(March 1999)

others qualified

Loans Loans on deeds, loans on notes, bill dlscounted Special loans (SME busmess
overdraft debenture deve]opment new business fund,
: : : : efe.
~ Borrower SMEs cooperatives, cooperatwe members and

Purpose of loans

Acqmsxtmn of equlpment Long term operahon

fund -

Max. loan period

Equ:pment 15 years (mc two year grace period,
Operation fund 10 years (inc. one year grace
period) ¢

" Loan limit

Cooperatives 20bil, Coop members 2bl.

Inferest rate p.a.

2.2% for coop. 2.4b % for members 1 to 3 years,
as of 2000.3 -

2.95% for coop ancl 3.26% for
members.

{1999.3)

Loan balance

11,378bil
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2.6 Gase 6 (Shizuoka Credit Guarantee Association)
E Industries, Co., Ltd
Cooperative T

E Industries, Co., Itd. is located in the Indnshiai Complex at Cooperative T
the president of the company has been the chalrman of the board of directors at
Cooperatwe T since 1999.

Table 2-14 E Induatnes Co Ltd
Established 1901 -

Business Manpower saving machmery and mstruments Prems:on machmery,
' Medical equipment

Capital * Sales {¥40 million, Annual Sales ¥16 bllhon (March 1999)
Staff }tmployeee 87

The company has a long hlstory thh changes of its line of busmess Since
establishment of the company, a main line of the busmess had been products of pig
iron and casting. However, the company withdrew from the steel business, changing
to manufaeture of labor saving machine and automotlve parts After the end of the
bubble economy, its line of business changed more to manpower saving machines using
semiconductors, precision machinery equipment of micro units and medical equipment.
At present, the eompany as a hardware manufacturer is aiming at Jomt busmesses
with so{tware supphers in or out of the Industrlal Compler R '

As an SME having hmlted management resources, the company tries to av01d

risky develo;:ment projects through joint R&D or by research on contract basis with
client companies or utilizing clients’ marketmg channels for new products ‘Recently,
~ Mr. Enomoto received approval from the prefecture under the SME Creatwe Business
~ Activity Promotion Law. The company, asa member of reglonal consortlum is applymg
_for a ¥100 million subsidy for a certain R&D Program = S _
For conversion of the business line and development of new products, the -
_ company received sub- loans from the Upgrade Fund (80% mterest free for 20 years)
. from the Cooperative the same as other membcr companies, In addltlon the company* '
“has obtained a credit guarantee from the Shizuoka Credrt Guarantee Assoclatlon

- (Shizuoka CGA, see the list below) for 50 million thh a guarantee fee of 0 7% p. a. by . -

- which a local banking institution made a loan for b years. The company has benefited
' from such public support as pr;vate bankmg mstltutmns have tlghtened the lendmg .
" policy for SMEs. : - S e e :
The performance of the Company had shown losses in the two years since the -
end of the bubble economy, but now sales have recovered with a proﬁt of ¥50 million
and annual sales of 1.5 biltion for this year.
The outline of the Cooperatlve is as follows.
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Table 2-16 Cooperative T
Established 1986 by the JASMEC Upgrading Project
Capital : ¥17.65mil
Members of Associationj14 (1999.12) incl. 2 large enterpuses manufacture of transportation
machinery, general machinery, electric machinery, machine tool,
precision machinery, software
The size of the area 261,840 i (incl. members’ sites 185,295 mi)
Association’s common
project

Joint R&D, joint purchase of gasoline, parking lot, finance ote.

_ The Cooperative Techno Land Hosoe was established by twelve R&D type
companies, as one area of Hamamatsu Region Technopolis to modernize factories and
protect the environment. Also, by grouping the companies in the complex, promotion
of t_échnolog_v exchange and R&D were encouraged. The idea of congregating at the
~ complex originated during fusion meetings among graduates of Shizuoka University
who had business careers at large companies. The name of the fusion meeting was
“Venture High Land Study” with members belonging to different industrial sectors.
They studied various systems related to the Upgrade Project and joint project-s aiming
at expansio'n of fusion from “exchahge in the region” to “exchange inter-regions”.
Theiefore, members of the cooperatives were elected by the 1ecommendatwn of those
“who orlgma!ly proposed the idea, subject to all other members’ consent. The condition
for eligibility was that the development division of the company must move to the
- complex and the company must not create pollution. Therefore, at present, only seven
out of fourteen companies have a head office in the complex. However, the sizes of
companies are bigger than the ones at the Haﬁ;arhatéil Technological Park Associatidn.
Four companies are listed on the Stock Exchangé The terms of the Upgrade Fund are
- for 80% of the project cost and 20 years with an mterest rate of 2.7% p a. Joint
ﬂnanemg was obtained from Shoko Chukin. :
~ In 1998, the Industrial Complex Restraining Pro_]ect was carried out in 1 which
five companies expanded their factories. The interest rate was lower by 2.1% than for .
the first project. ' S



Table 2-16 Credit Guarantee Association

Established 1949 Shizuoka Credit Guarantee Association|Credit _ Guarantee
an as incorporated foundation Association Law (1953)
Share Capital |Basic Properties March 1999 1,242.5 billion}62 . Credit Guarantee
{total of 52 C, G. Association) . Associations (All prefectures
+  Yokohama, Kawasaki,]-
Nagoya, Gifu and Osaka
City) : .
Guarantee Credit Guarantce for banking institutions for|General Guarantee, - No
' SMEs to get loan funds. collateral guarantee, Special
siall guarantee, Special
: guarantee®
Beneficiary SMEs and their cooperatives in the region of| *Special guarantee provndes
each C.G.A, more  loose . e¢ligibility,
' guarantee rate and lnmlt of
- - S - - guarantee
Purposeof - |Acquisition - of equipment, ' Long term| . - ;
guarantee operation fund :
Max. Guarantee [Equipment 7 years (inc. 1 year grace period,
" period Operation fund b years {(inc. 1 year grace
: o period) :
Limit of Guarantee|General Guarantee 2bil, Coops 4bl,
Guarantee rate |Standard rate (1.0%) _ {Loan interest by t‘he lender
- N . - |bankingrate . " -
Guaraniee balance {¥41,991tril. for 4.5 million guarantees|C.G.A insures with JASMEC
(¥Y1o88) . . I _ : for credit = guarantee
' ' . obligations F

2 7 Case 7 {Foundatlon Venture Enlerpnse Center VEC)

: TR INC.
' Table 2.17
" |Established - - 1970 :
Business " |Manufacture and sales of Area - Shanng Smoke Control

Capital - Turnover |91.3 million Annual sales ¥1.9 b:llmn, Net proﬁt 13 million (1999.6)
Staff Employees 62

(1) Outline

The father of the present presulent estabhshed the company in 1970, formmg
N Co., Ltd. merely as an agent for a standard air curtain system. However, his farther
was not satisfied with the standard products since demands vary dependmg on the
environment, Therefore, he began manufacture of custom-made air curtains. For this
purpose, company staff and specmhsts conducted extensive research and development
regarding airflow. The company has been successful in selhng to department stores
and waste disposal stations. : o :

Background of the success is technology of “artlﬁmal tornado" Wthh has
enabled prompt exhaust of fames by use of centrifugal forces and absorbmg forces,

Mr. Chikao Matsui inherited this technology and thought about developing
exhaust units for tobacco smoke to meet demands of the time, Research and
development continued until the company was confident enough to focus on
manufacture and sales of tobacco exhaust system only. Mr. Matsui is now 35 years old



Now, various smoking systems made by the company are used widely in departure
~ lobbies of various airports, hospitals, government offices, universities and company
- offices. Annual sales have grown from ¥200 million in 1989 to around ¥2 billion now.
Orders from overseas markets such as China and South Africa are increasing.
" Currently, the company system holds about a 656% market share. As a result, income
from maintenance including supply of filters is increasing, too.

_ (2) Finance -

o Thus, the company has concentrated development of new products and has
‘been successful so far. On the other hand, the company is faced with the task of
: addltlonal ﬁnancmg due to increases in the cost of R&D, and for competition with
. newcomers to the market. This seems a common problem for venture enterprises.
However, the company has managed to find sources for various financing, including a
~ public loan system. Without such public support, the company might not have
- developed new products smce securmg tho funds from crty banks was difficult because
" ofits credit rating. .

' For Industrial Structure Improvement Fund (ISIF) which MITI mtroduced
: the company has been approved as a Speclal New Business ehglble for loan guarantee

of ¥300 million for five years enabling the company to receive aloan from a c1ty bank.
('I‘hey finished repayment of the loan in full in 1999.).
o In addition, a group of six private venture capltals undertook the debenture of
. prlvate placement with an amount of ¥2.8 bllhon rI‘he Shoko Chukin Bank made a loan
. as well. “It took two years untll we could borrow funds from Shoko Chukin but, their
wonderful information helped the company once the transaction startod" according to

President Matsui. '

- The relationship with Venture Enterpnse Center (VLC see the list below) is

' speclally noted from the fact that in 1986 VEC made a loan guarantee for R&D of
“Artificial Tornado” system for ¥32 million and the company borrowed funds from
' _Tokyo Mitsubishi Bank In 1999, the company agreed to pay VEC a special premium
¥4 million as a token of successful reward. VEC generally comments that a key factor
for success of venture businesses i is not on]y a unigue technology, but also management
havmg a very clear view on its resources and future vision of the business.

A The company s performance is not disclosed in the company brochure or on the
: _' Internet Accordmg to To kyo Shoko Research annual sales are ¥1.9bil with net profit

of13m11hon o S I - : :
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Table 2-18 Venture Enterprise Center (VEC)

Tokyo Headquarters, Kansai Branch

Established 1976 = R&D . ‘fType Enterprises
Development Center — 1994 Venture
Enterprise Center as foundation

Share Capital Basic Properties ¥7 million Credit

Guarantee Fund 1,973 millionOperation
Fund 1,430 million

Credit Guarantee

R&D type enterprise
(Venture Business type)

Intelligent sexrvice type entelpnse
(New business type)

Beneficiary SMEs or mid-sized enterprises having|SMEs or mid-sized enterprises having
concrete plans for new technology or new |concrete plans for new service. The new
products. The new project of highliproject must have a high degree of
potentiality in following criteria: potential for success accordmg ‘to the
Development of equipinent, system itselfifollowing criteria:
or parts and materials equipment for Development  of service itself o7

" ]social welfare and saving labor - equipment in combination of advanced
' : technological development and leadmg
C . . : know-how
Purpose of|Acquisition of equipment for R&D, cost|Acquisition of equipment and cost of
guarantee - fof testing, prototype, machinery and|developraent of know-how for tendering
: C parts before commercial production services, development and improvement
' ' - of facility and testing etc.

Max. Guarantee|8 years including grace period of 1 year |8 years including grace peried of 1 year

period - SRS S

Limit of]{80%, ¥100 million ° 80%, ¥60 million

Guarantee S . : TR

Guarantee rate  [Max.2.0% p.a, no collateral but|Max.1.0% p.a, no collateral but

guaranteed by represéentative director.
Isan interest as per leading bank’s

_ |interest rate. Extra lump sum guarantee

fee for successful case

guaranteed by representative director.
Loan interest as per lending bank’s
interest rate. Extra lump sum guarautee
fee for successful case

Guarantee

(cumu]ative)

¥22 Tmil for 604 pl‘o;ects during 1975
1998.3

¥1 billion for 31 pmjects durmg 1988 -
1998 3

2.8 Case 8 (Tokyo Small and Medlum Busmess Investment & Consultatlon Co Ltd; SBIC)
0 Corporatmn '

Table 2-19 .

Established

1962. 1997 listed at Tokyo Security Exchange

Business .

Manufacture and installation of Qil less bearmg, pIeClSIOD machmety,
machine tools, seismic base isolators

Capital, Turnover

C1Staff

|Directors 17, employees 1,018

¥8.6 billion, Annual sales38 billion, Current proﬁt 3. 6 bnllwn (1999 3)

The company is a TSE llsted company mth good performance as above‘ But in
1952 the company was a small factory at Kamata with share capltal of Yen 1 mllhon,
where there are still many family-operated SMEs. In 1967 the Company nioved its
- factory to Fujisawa, Kanagawa Prefecture when it asked the Tokyo Small and Medlum
Business Investment & Consultatmn Co., Ltd (SBIC; see the list below) to make an -
investment in the company. Tokyo SBIC agreed to subscrlbe stock shares of ¥66 i
thousand which was equal to 30% of tatal shares issued. Thereaﬁer, capltal was
increased with subscription of shares bv SBIC at critical points of company expansion
‘such as: construction of Shiga Works, starting a business i in the US as O America Lorp,
constructmn of Oita Works and the establishment of a Talwanese submdnary
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In 1989, when the company listed at over-the-counter trading, share holding by
Tokyo SBIC reached to ¥480 million equal to 13.3% of the total paid capital.

The principle of SBIC is to discharge shares at the time the company goes to
public (or hold small shares as a stable shareholder). However, in the case of this
company, SBIC has remained the top shareholder when the Company listed itself on
the TSE Il Market in 1994 and in thelst Section of TSE in 1997. This is not usual for
SBIC, who complied with polite insistence by the company, though the investment
ratio reduced a little to 7,8% in Nov. 1999.

- 1t seems that the company has been comfortable w1th the SBIC punclple of
It is clear that the
company must agree to share management control proportionately with a private
investor, if the company asks such private company to make a substantial equlty
investment. .
According to Mr. Hashlzume, General Manager of General Affairs Depaltment
regular checks by a CPA appointed by SBIC for auchtmg and consulting have asmsted _
the company in raising the level of managerial standards of the conipany.

However, it seems that the success of Oiles is in the company itself. The
company has developed a bearing for a sliding apperatus, which can be used anywhere
requiring sliding action. The company is a major supplier of oil less bearings used for

-“We will invest a funds but will not intervene in management”.

. various equiprnent for controlling earthquake vibrations, and for aerospace and ocean
“development by using new materials. These have found apphcat:on in modern urban
areas and super high rise housing.

As of March 1999, the company owned 761 patents in addltlﬂll to 593 design
patents and 326 trademarks. The company may be commended as a successful
example of corporate management pursuing “Quality Company" rather than “Big
- Company”. ' : : :

Table 2-20 Tokyo Sma]l and Medlum Business Investment

_ & Consultation Co., Ltd (SBIC)
Established 1963 Small and Medivm Business Investment
N S ' & Consultation Co., Ltd
Share Capital |¥6.7 billion {18 prefectures 1.4bil, Banks Sister companies incorporated at Nagoya
: 4.0bil, 1.3 billion Blue Chlp mdusmes and Osaka. 'Potal cap1ta| of 3 cornpan!es
ST ~ . |insurance cos. ete.) . 17.8bil - RO R
. Investment . . |Subscription of new stock al company Management consultmg to ihe invested
establishment, increase ‘capital, companles available :
convertible bond, investment to wenture S
business :
" Eligible body SMEs

Use of ]nves_tment

Not specified. Subject fo audit by CPA
every fiscal term,

Investment period

Long term as stable neutral shareholder.
Bond 5 years. Selling of the shares made
at listing of the companies at lhe secunty
market*

*Transfer of shares to the clienis
companies, employees and banks possible

. Limitation of -

investment

- | 50% of the issued shares,
investment o : .
" Interest of the |Long term prime lending rate+0.3% {min.)
Balance of For 772 companies ¥33.3 billion (1959.3) |3 SBICs total 2,861 compames 136.4
S ’ bﬂhon
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3. Possible apphcatlon of financial systems for SMEs in Japan to developmg
countries

3.1 Understanding to the stage of economic and industrial deve!opment in developmg
countries.

It was after the establishment of the Small and Medium Enterprise Basic Law
that Japan had comprehensive policy measures for SMEs. One must consider how
economy and industry have developed in the developing country. It is necessary to
take various factors of nationality and the level of education into consideration to draw
the scheme of the poliey measures for a certain developing country. For instance, if the
country’s e'co'nomy is too undeveloped to have a stock market, introduction of SMEs
Business Investment Consultation Company is not effective. If the society is
multiracial or has strong social classes, it may be difficult to have an exchange of
business sectors as fusion meeting or possible mergers of businesses at a later stage.
For the same reasons, linkage between LE and SMEs and busmess upgrade by
grouping may have only limited resuits at such nations.

The budget for SME support is over ¥1,000 biltion for the General Account in
the 1998 budget of the J’lpanese Government. There are many developing countries
. suffering from budget constraints where the total national budget is well under the

budget for SMEs in Japan. - SR , C
S Itis wrong, first of all, to apply Japanese successfu! cases, leglslatlon and
: pohey measures as they are, to developing countries. The apphcatlons of Japanese )
' systems and experxenees are considered below.

3.2 Networking activiiies required
 SME 'policy‘ in Japanr_i_srimplemented, by rietw.orking' local govei‘nments,

municipalities, and public organizations. Networking is official or unofficial,
legitimate or de facto, voluntary or involuntary. There are 521Chambers of Commerce

- and Industry and 2,808 Association of Commerce and Industry, which daily accept =~ '

consultation by SMEs on availability of ﬁnanée, ete. The Chamber of Commexce, itself
offers management guidance and makes recommendatmns for ﬁnancmg under the
Scheme for Small Enterprises through the National Llfe I'lnance Corp. (see Case 4) as
well as introduction of other financial institutions. These policies are most effective

when there are contact locations in the region close to the SME. In many developmg T

- countries, promotlon of SMEs has been senously discussed and many supporting
organizations have been created but they lacked coordmatlon with each other itis
advisable to start netwmkmg where possible, by common usé of information." For _
example, a database of the SMEs could be constructed based on the apphcataon of
" financing, etc. For this purpose, lmtlatwe of the central gevernment is essential

through legislation. Utilization of prwate funds must be consulered as the natlonal '
budget is llmlted o : : =



3.3 Support for self-reliant efforts by SMEs

In Japan, financial support is designed not to give merely monetary assistance
but for SMEs to use the fund effectively so that repayment is timely. The above
financing scheme for Small Enterprises is coupled with the Management
Improvement System by the Chamber of Commerce. The SE must receive guidance by
the Advisor at the Chamber of Commerce for management improvement for more than
6 months. Also, the Emergency Special Loan by Edogawa Ward requires the visit to
the SE for diagnosis by the Registered Management Consultant (RMC) before
- approval of the loan. Also, a visit by the RMC to the SE is required for follow up
guidance during the repayment period. :

Generally speaking, in developing countries, the 1ate of default is h:gher and

_recovery of the fand is more difficult once the default is made. It is important to have
such a reo_vchng system The loan should be used effectively to generate a profit, This
will enable the loan to be repald with mterest Funds received in repayment should be
used to make loans to other enterprises. For this purpose, the system must train
spec:ahsts or consultants for advising the business activities of SMEs.

- Atleast 10% of the firm’s own funds is normally required in the loan system in
~ Japan even if the other terms are generous. This makes SME borrowers responsible
- for examining the prOJect itself. Thls is reasonab]e since the souree for the fund
. ongmated from taxpayers.

“Also, it 1s important to study the pohcy measures from the viewpoint of the
national economy and avoid too much plOleCtlDl] shich might work against structural
improvement of the industry. In such a cases, the policy decision may lead such
. industries to cultlvate a new business field or in the worst case, to withdraw from the
busmess '

3.4 Overall support for implementation of SME policy measures

The Japan Small and Medium Enterprise Corporation (JASMEC) has a role of
development and training of human resources. It has the Institute for Small Business
Management and Technology in the Corporation When it 1mplements projects like
busmess upgrades, it starts with education and guidance. : :

o " In doing this case study, one SME representative commented regular checks
- by a CPA appomted by SBIC for auditing the accountmg and ﬁnanmal condition of the
company, assisted us in ralsmg the level of managerial standards at the company (O
' Corporatlon, Case 8)." A representatwe from another SME sald “It was two years
" until we could borrow funds from the Shoko Chukin but, their wonderful information

- "serwees helped the company very much once the transaction started” (TR Case 7).

" Such remarks can never be overlocked as SMEs lack management resources and
. therefore useful 1nformatlon or gun:lence from tho outsule is 50 much appreelated _
This is especnally true for a venture type business that has an excellent technology, but

s not a management capablhty at the start.

_ Venture Enterpnse Center has for a long tlme engaged n holdmg seminars
' and exchange meetmgs among the member compames and now many organizations

. _ __s'gﬁ



promoting the creation of the new businesses try to extend various services. This
approach is effective in cultivating new ventures.

Some developing countries are inclined to think that if there are ample funds,
all development of SMiis can be done by the country without any other assistance.
Finance is an important and essential element but there are other elements for the
promotion of SMEs. For example, the Creation of New Business measures is based on
three laws, including the Law for Promotion of Creative Business Activities of SMEs,
with a package of supporting schemes consisting of various loan institutions. These
measures include upgrade loans, subsidies, tax reduction for equipment and Angel tax
system, CGA credit guarantees, JASMEC special insurances, SBIC equity provisions,
training and dispatch of specialists and advisors, collaboration with academics, public
technical laboratory, and so on. Support must be all inclusive to be beneficial for most
SMEs.
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