44 Current status of human resource development and relevant 13sues

4.4 Current status of human resource development and relevant issues

Concerning the human resource development 1 China (particularly development of engineers
and technician who support enterprises), since the shift to the socialist market economy system, the
country has been suffening various 1ssues such as (1) a gap between social demand and traiming
contents provided by training agencies, (2) difficulty in training agencies to ensure management
cost, and (3) the low level of enterprises’ awareness for traming. Hangzhou City also has the same
situation as mentioned above. The City has been coping with the 1ssues step by step but is required

for further improvement 1n 1ts management mechanism.

4 4.1 Nationat government organizations relating to human resource
deve lopment

After 1980's, the national government entrusted the main responsibility for development of
vocational education to municipal governments. The ninth National People's Congress in 1998
passed a bill of reforming the mechamism of the State Council. After the bill was passed, the
function of the State Council concemning the control and guidance on vocational education in the
industnal sector was decreased and responsibility of municipal governments for human resource
development was increased, For example, the State Admimstrations (Machine -Building Industry,
Textile Industry, Light Industry, National Nonferrous Metals Industry, etc.), which will be merged
with the State Economy & Trade Commussion due to the reform of the State Council's mechanism,
was released from the responsiility for vocational education. Instead, the control of various
vocational schools that belonged to the above State Admimstrations was transferred to mumcipal
sectors Although the responsibility of the State Council for vocational education was lessened, 1t 1s

still a core supervising agency 1n the macro sector for vocational education plan.

Government agencies that serve as the core of vocational education and human resource
development are the (State) Ministry of Labor and Ministry of Education. The functions of the two
ministries overlap 1n part but are generally separated as follows: The Mimstry of Labor 1s 1n charge
of techmcal development and training and job introduction for society members including those
employed and unemployed, while the Ministry of Education supervises the education and training
for providing capable social members. The state nstitutions generally engage in planning of
macro-scale projects. Practical training and education are supervised by municipal government

under the control of the State Admunistration of Labor and the Board of Education,
(N Vocational education control mechanism in the State Council

Municipal governments take the full imtiative 1n implementation of plans and projects for

vocational education, arrangement of schools, setting of specialized courses, collection of students,
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job introduction after graduation, etc. In urban areas, province and central city governments are
generally n charge of planning and implementation, while 1n rural areas, the county government 18
directly concerned with planning and implementation under the guidance of province, autonomy

districts, and city and district under the direct control of the state government.

As an organization for vocational education and 1ts management in the State Council, there 1s the
National Science and Technology Education Guidance Organization. This Organization 1s mainly
responsible for improving the level of service related to science technology and education by
drafting plans for them. This Guidance Organization consists of Minister and Vice-Minuster of the
State Council, Vice-Chief Secretary to the State Council, Director of the National Development
Planning Commission, Director of the State Economy & Trade Commission, Head of the Ministry
of Education, Director of the Commussion of Science, Technology and Industry for National
Defense, Head of the Minustry of Financial Affairs, Head of the Ministry of Agriculture, President
of the Chinese Academy of Sciences, and President of the Chinese Engineering Academy.

2) Mmmstry of Education

The Mimistry of Education 1s composed of department and state administration sectors, which
amount to 21 n tatal Of the sectors, the Vocational Skill Education Department and Social
Member Education Department play an important role for fostering and traiming human resources.
These two departments control the ordinary education nationwide wncluding urban and rural areas,
secondary vocational and academic career education for social members, and cultural and technical

education projects for social members Their major functions are as follows

Drafting and management of plans and instructions for the implementation concerning
secondary vocational and academic education and cultural and technical education projects for

social members.

1) Gudance on management operations for academic career education in vocational skill

schools.

2) Planning of basic rules for establishing these schools and guidelines for school

management and evaluation.

3) Determunation of courses to be taken at these schools, official course guidelines and

goals and inspection of textbooks

4)  Gudance on moral education and teacher development plans for these schools.
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5) Guidance on plans for arranging and improving educational equipment, books and

facilities for these schools.

6) Gudance on the self-taught people who sit for examination into secondary speciahzed

education and improvement of distance education curriculums.

7)  Guidance on the collection of students, employment introduction and employment

mstructions implemented 1n the secondary vocational school education.

8) Gudance on the integrated reforming experniment performed 1n cities, agricultural

districts and enterprise education.

The organization to perform the above-mentioned duties consists of the following:

Figure 4.4.1 Vocational Education and the Organization of Social Education

Department

Department
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Vice-Department Vice-Department
Manager Manager
School Back General Adult Special
School Education| | Cymiculum office Admnistranon Education || Education Teachers
Division Division Division Division Division Division Division Division

(3) Minustry of Labor

Major tasks for the State Ministry of Labor are follows' (1) Drafting of state and industrial
standards for vocational skills and their promulgation, (2) Establishment of a job qualification
certificate system and a job skill appraisal system, (3) Drafting of development plans and
management plans for technical schools, (4) Drafting of plans and measures for job skill
development for corporate employees and employment assistance for those unemployed or laid off.
(5) Drafting of various regulations and policies for development of engineers, encouragement for
them, implementation of technical contests, (6) Drafting of policies for implementing technical
tramning before employment, (7) Drafting of policies for fostering teachers who engage n technical
schools and services related to vocational education, and (8) Drafting of textbook standards for
technical schools and institutions related to vocational education and planning of an evaluation and

certification system
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4.4.2 Human resource development in Hangzhou City

Relevant sectors of the central and municipal governments provide operational guidance and
services under the principles of basic laws by paying regard to the plans drafted by therr

subordinate governments (autonomous unit governments such as province, city and county)

First, development of engineers and techmeians and certification of the skills are impiemented
by the Mimstry of Labor, Board of Education, Economic and Trade Commission, and supervisory
agencies by industry type (e.g., Ministry of Transportation for transportation-related vocational
training, City and Town Construction Commuttee for construction machinery). Of these, the

Mimstry of Labor and Board of Education play a core role.

Cities and provinces prepare a variety of education and traming courses for corporate executives,
workers, unemployed people and young people before being employed A good balance 1s kept between
the acceptance capacity and the number of applicants in the institutions that foster new techmcal
workers such as secondary vocational tramning schools, secondary technical schools and vocational high
schools These institutions are endeavoring with a small budget to bring up technicians that satisfy

social needs.

Hangzhou City also arranged 50 to 60 vocational tramning institutions for social members including
the "Job Apphcation Traiming Center” and "Re-employment Training Center,” which provide techmical
traming for re-employment to the unemployed of which number 1s said to amount to 20,000 to 30,000
in the City's urban area, and assist those who aim for job change or promotion by acquiring new skills
These vocational traiming msttutions for social members include 20 schools that provide the course for

traiming high-level engineers.
€ Issues

Although technical schools under the direct control of Hangzhou City are key schools authorized
by the State Mimstry of Labor, they have a difficulty in fulfilling social needs because they fail to
introduce sufficient equipment due to small budget Particularly, technical training for machine
work has a great inconvemence due to the shortage of fundamental equipment such as lathes. In
addition, 1t hard to ensure instructors who can provide education and training that meet social

needs due to the shortage of human resources.

Some of the large-scale enterprises run or owned by the national government have their own tramming
facilities 1n their plants and have less difficulty in receiving assistance from public agencies.
Meanwhile, small and medium enterprises have difficulties 1n establishing their own training facilities
and receiving pubhc assistance due to the shortage of funds and workforce. Moreover, top executives of
these small and medium enterpnises have generally lower awareness and do not consider that the

injection of funds mto employee tramning will become a key to corporate revitalization and quality
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improvement. Particularly, although the knowledge on financial management and marketing 1s an
essential 1tem for expansion of corporate performance and ensunng of profits, small and medium
enterprises cannot afford to enjoy the benefit of education for managers and executives which are

performed under the contro} of the Board of Education
(1) Admunistration of Labor of Hangzhou City

The Administration of Labor offers the following services under the following organization. (1)
job introduction for workers, (2) guarantee for labor (3) workers' wages (4) skill learming and
certification for workers, and (5) safe production management (transferred to the section other than

Mmstry of Labor [Admunistration of Economic Trade]).

1) Organization of the Administration of Labor of Hangzhou City

The orgamzation of the Administration of Labor 15 shown in the figure below.
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a) Orgamzation Propaganda Division
b) Policy and Regulations Division
c) Labor Inspection Division—————— + Labor Inspection Branch Office

d) Mine Safety Inspection Division

e) Division of Inspection for Safety of- + Vessel Inspection Office
High Temperature Pressure Vessels
f) Labor Dispute Division [ - Job Skill Certification Center

g) Labor Minstry Office + Building Management Division

h) Inspection Office

1}  Labor Force Office « Employment Bureau
j) Wage Division
k) Labor Insurance Service Qffice——————— + Social Insurance Office

I} Job Skill Development Division————— - Hangzhou City Technical School attached
to City: 1 school (Note 1)

attached to County : 5 schools

m) Job Safety and Health Inspection Division + Safety Inspection (Note 2)

n)} Safe Production Office {(Note 2)

Note 1: Number of staff - 150; Number of students - 1800. A key school authorized by the State
Mimstry of Labor

Note 2- m) and n) are actually one sector.

Fig. 4.4.2 Organization Chart for the Administration of Labor of Hangzhou City

2) Technical education

Admimstration of Laber controls training and certification of vocational skills for those eligible
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for working and Vocational Skill Development Davison of the Administration of Labor 15 1n charge
of practical operations. The Admunistration of Labor of Hangzhou City manages 18 techmical
schools comprehensively, one of which 1s directly controlled by State Administration and five of
which 1s under the direct control of the Administration of Labor of the County (City) In addition,
the City has one job application training center and 13 re-employment training centers, which
provide vocations re-tramning to those laid off or unemployed. The City also has secondary
vocational schools (for those who graduated from primary jumor high schools), which are under

the control of the Board of Education

Target people and objectives of the skill education controlled by the Administration of Labor are
summarized as follows: Target people Unemployed people (for ensuning their nght of job
application), job apphicants, young people preparing for employment

1) Type of technical education Three year traming m a technical school (secondary

vocational training school) for graduates from junior high schools

2) There are two types of secondary technical schools (called Type-One School):
Secondary vocational traning schools controlled by the Board of Education and secondary
techmcal school controlled by the Administration of Labor both types of schools provide
three-year training courses with similar contents. Major differences between these schools
are job types to be covered and the focus on technical matters in the secondary technical
school On the other hand, secondary vocational training schools cover a broad range of
training courses such as finance, accounting, nursing, light industries, spinning, food

processing, sightseeing and public entertainments

3 A vocational high school is also an education tramming institution under the
control of the Administration of Labor. The school is different from the secondary technical
school in its courses prepared to meet social needs 1n recent years such as electric appliance
repairs, secretary course, computer course, and art course. The high school has high
popularity because students can learn job skills in addition to general education subjects as
taught 1n ordmary high schools. On the other hand, the secondary vocational training school
focuses on job skills. However, its courses are not advanced but are committed to
conventional types of industries. In addition, the secondary technical school is more
commutted to conventional types of industries than the secondary vocational traiming school

and 1s focused on job skills.

4) As other skill education, there 1s techmcal education for the unemployed and the
workers 1n active service. (technmical education for those in active service). Target workers

for the skill education provided by the Admmistration of Labor are workers on beginners,



middle, and advanced levels, engineers, and high-level engineers.
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Notc”

5) There are about 50 to 60 job skill education centers for social members in

Hangzhou City, 20 of which have a traming course for high-level engineers. Traning courses

of the center include car repairs, machinery and electric appliance repairs, computer

operation, driving skills, sewing, and confectionery Courses for CAD or graphic design are

not opened due to the low demand.

6) Skall education 1s implemented 1n societies

The organization chart concerning the technical education and traiming by the

Administration of Labor is as follows:

Admimstration of Job Acqusition

{Admimistration of Employment)

Tramning course l

of Technical

_D:mT.nmﬁn.'_

Corporate training

{Business type

training)
Tramimng before employment
Re-emmtoyment skl rmning for e uneriploy Traning for
Training b the enployees relocated enterpnses

Technical school

Collect students for technical

schools

Social ralning tnstitution

Tramning for technical grade improvement Lo
social workers and employees at large, medium

and small enterprises
i

Fig. 4.4.3 Organization Chart Concerning the Technical Education and Training by the

(2) Board of Education of Hangzhou City

Administration of Labor of Hangzhou City

The Board of Education is an organization as significant as the Administration of Labor for

human resource development As described in the preceding (1) Admimstration of Labor of

Note 3) Types of Job re-education courses

(1) Job application trammung center {11 locations in the City)

{2) Re-employment training center (ten locations n the City) Laid off people are generally charactenzed by "old

age,” "low culture level” and "low skifl level," so easy service-industry courses are prepared for them (such as

waitering, housemaid service, secunty, cleamng and planting) About 1,000 people fimshed the course from January

to the end of May this year and about 50 percent of them were re-employed

(3) Both centers mentioned 1 (1) and (2) have similar 30 occupation courses The number of users of both centers

amounted to 30,000 for 1999
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Hangzhou City, secondary vocational traimng schools are under the control of the Board of
Education Key concepts for human resource development by the Board of Education are
"education for managers and executives,” "post education," and " adaptability education,” m

addition to functional and technical education.

1) Educauon for managers and executives

Based on the guidelines drawn up by the Minstry of State Economy and Trade and the
Minstry of Chechiang Province Economy and Trade, the Propaganda and Education Division
of Hangzhou City Economy and Trade Commuttee sets out and implements annual plans for the
education of managers and executives, which are classified mto (1) post education, (2) academic
career education and (3) adequacy education These educations are generally intended for

government-run and government-owned enterprises, which are consequently large-scale ones.
2) Post education

In post education, lectures for smooth progress in corporate management and control are

provided to plant managers, sub-plant managers, party secretary, sub-party secretary, and

4
chairman of the Labor affairs commuttees. ™

Corporate executives are required by the state for the academic career appropriate as a
manager of the enterprise. They are required for the academic career of at least graduates from a
technical college with a three-year course This post education 1s performed for the corporate

executives who do not have such academic career due to historical reason.

3) Adaptability education

The main subject for adaptability education 1s how to solve the 1ssues enterprises encounter in

5)
the process of operational innovation Note

Note 4) Economy management, corporate sirategy management, marketing, financial management, human
resource management, study of financial siatements, nternational trade, economy law, sociahsm feature theory, and

leader techniques, etc

Note 5 The education comsists of three courses how to proceed with in-company management, market
development and cost control Each course 1s lectured by college instructors and corporate executives for a few

days
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(3) Traiming for other vocational skills and techmques

Training for other vocational techniques is implemented in 1) training centers by business type,
in-company (large company) traming schools, and other technical schools. There are a large
number of enterprises with traiming facilities in Hangzhou City including non-operating ones (the
actual number 1s unknown due to no statistics available) Traiming courses offered in-company
traming facilities are classified into the ones for external society members and internal employees.
For example, training schools for transportation jobs foster drivers of automobiles, trucks and
buses, and schools other than 1n-company ones do not provide training for skills to operate specific
"construction machines.” Training schools of large compames merely provide training before
employment (the training before employment is not technical tramning but focuses on theories, so 1t
needs no facilities). However, some of the training schools have substantial facihities and education
curriculums. For instance, an in-company training school in Xiaoshan City owns equipment
introduced from Germany and organized curriculums. The control on this training school 1s
transferred to the municipal government. In addition, a television manufacturing plant has a simlar

training school

- In-company schools are called "Employee Schools" and it has three significant meamngs to

pass the examination test for such schools.

- Allowed to take the skill certification test after graduation (junior engineer, semi-semor

engineer, s€nior engmeer)

- Issue of a graduation certificate In some cases, a certificate that allows for entry 1nto an

advanced school (college) 1s 1ssued.

- A student who achieves an excellent performance can be employed by the company that

owns the school.

There are also traming centers according to business types, which are supervised by public
orgamzations related to each idustry, e.g., the tramming center for commercial business type 1s

under the control of the Trade Office.

With regard to in-company training centers and their competent agencies, the control 1s being
entirely entrusted to the City or social education organization and the conventional policy of
control or regulation will be changed. Accordingly, in-company traming centers, which had been
under the control of the Administration of Machinery and will have no competent agency after the

change, will be allowed for the management based on companies’ own reasonabulity.

{4) Current status and issues

The City provides a variety of education and training courses to corporate executives, workers,
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the unemployed, and young people before employment but suffers from the following problems:

1 Demand for technical traming i Hangzhou City 1s dechning every year This 1s not
because the number of school age people is decreasing but because the number of students who
intend to receive techmcal traming is reducing In addition, Hangzhou City places emphasis
on higher education rather than vocational tramming schools, considering development of
ordinary high schools. Therefore, 1t 1s hard to say that secondary vocational traning schools are
growing except a few key schools. In fact, each techmcal training school 1s suffering from the

shortage of facilities for education and training as well as of matenal expenses for practice and

. 6)
maintenance and management fees for equipment. "

2) Corporate executives and even workers have a negative attitude toward technical traiming

for the employed workers, which brings insufficient utilization of the training system.

Pre-employment training for employees and skill improvement training after employment are
specified as necessary in the "Outline of the Educational Reform and Development in China"
published by the State Council of Chinese Communist Party and are clearly prescribed 1n the
"Labor Law" as well. However, the fact 1s that some companies do not provide skill

improvement traiming or even pre-employment training.

With regard to the participation 1n training by corporate employees, most enterprises have a
payroll distribution system based on the wages for the skills required for employees’ positions.
However, the problem s that actual skill wages (allowances) do not correctly reflect the
technical levels and labor values for technical workers. Therefore, motivation for workers to
participate 1n training and the control system for participation are msufficient. Hangzhou City
had not legal basis for employee education before 1995 On and after 1995, varnious regulations
and statements were published such as "Tentative Regulations for Hangzhou City Workmen
Education : June 1995," "Regulatnons Concerning Continuous Education for Hangzhou City

Special Engineers June 1996," and "Minor Statement on the Tentative Regulations for

Note 6) For management of these training institutions, enterprises {regardless of state-owned, state-run or private
ones) have to pay a tax named "Employee Education Expense,” at 1 5 percent of the payroll for total employees and
this fund 1s appropnated to the management cost for those training mstitutions A school where technical traimng
will be performed 1s a techmecal school 1n Hangzhou City we visited with Mr Soeda the other day (which has no
machimne processing facilities) This school 1s based upon a three-year course Academic career education 15
conducted 1n the first two years and technical education 1s provided m the third year The management cost for these
schools 15 supported by seven fund sources, the largest of which 1s said "Employee Education Expense (Workmen
Education Expense)" granted from the national government However, said percentage of 1 51s not sufficient to

support these schools
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Hangzhou City Workmen Education' January 1998 " However, most enterpnses are not

compliant with these regulations.

Workers also tend to have a negative attitude toward training courses because they will not have

a pay raise event

if they take one.

The average term for corporate executives 15 generally 3 to 4 years and their greatest concern

during the term is to grow sales. They consider therefore that the training will not lead to sales

increase. Moreover, they think that (1) the company has to pay training expenses and that (2) the

tramming 1s not effective and useless for actual manufacturing by theirr companies. They consider

that training on an OJT system is rather effective.

The quality and quantity of technical workers are falling every year in Hangzhou City compared

with other cities mm Chechiang Province

Hangzhou City). This 1s considered attnibutable to the lower awareness by enterprises and

employees as mentioned above (refer to Table 4. 4-1)

Table 4.4.1 Actual Conditions of Enterprises’ Vocational Education and Training in
Hangzhou City and Comparison with Surrounding Cities (as of the end of 1997)

(1997 Report by the Admmstration of Labor of

Hangzhou

Ningbo

Wenzhou

Shaoxing

Number of ! Participa
panl(:lpamsi tion rate !

Rank

| Number of | Participa
partn:lpants‘ tion rate

Rank

)
Number of Part

umber of ‘ |c1pa! R
participants | tion raie’

Number of | Participa
participants | tion rate

Traming for overall

|techmcal and workmen

| |
200368] 32.5% 4| 164562 35.0% 3| 194388] 413% 1| 129286 369% 2
employees . | L b | :
‘ ! |
[ forexecutive | 46697 49.6%' 4| 75880, 512%. 2| 101504' 557%| 1| 56661 50.0%J( 3
.:;l?;ﬁimmhml 31640 503% 1l 47878' 498%| 2| 25305, 400%| 4| 23445 38.0% 3
e . - . S , | ! A
Tramng formanagers | o) 0n segor 3l 12992] 534%| 4| 10856l 669% 1| 9221 592% 2
and executives ; | | |
Ratio of successful - i o ! )
! | h |
Jappllcamsforthe 2959 93% 4|  3614] 148% 3| 20350173% 2| 5282/339%. 1
trming of manager o . | ' |
Commuouseducation | 15102 12.8% 1| 10072 107% 2| 2218 30% 4 3133) S1%| 3
| } ‘
Workmen 137126 263% 4| 88689 274% 1| 12884 323% 1| 72625 30.6% 2
[Participants 1n . L T { i ’
06962: 31 0% 3 645681 300% 4] 67549 365%| 1 56137 34.6% 2

Source Board of Education of Hangzhou City etc (November 1998)

The central government started a system in which a job applicant is required for any skill

certificate to be employed (The system started on July 1, 2000 for 90 types of skills. The certificate
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1s officially referred to as "Certificate for Finishing Vocational Skill Traimng" or generally called
as "Job Position Eligibility Certificate™).  However, the system 1s not running well due to
insufficient conditions. Since the environment for introducing the skill certificate system for 90

rtems 1s not completed, Hangzhou City started the system provisionally with regard to 30 wtems to

- - - - > O C.")
avoid possible confusion which will arise in both job applicants and enterpnses. Not

(5) Results of the questionnaire survey
1) Overall evaluation (current 1ssues, current concerns and future issues)

About half of enterprises is suffering from the shortage and development of human resources
(Fig 4.4-2) Enterprises that answered, "It 1s not our current issue but we have concerns about 1t"
amounted to a high level at 31 percent The percentage of the enterprises that answered, "1t will
become an issue 1n future” is not so mgh but stands at 18 percent. Thus, enterprises are highty
concerned about the problem of human resources Then, we develop specific discussions about
"What are the issues for human resource development?” based on the results of the

questionnaire
2) Issues held by individual enterprises and methods of human resource development

The greatest 1ssue for human resource development was "unclear development programs.”
Next came the answer, "unclear distinction between guidance and development " Enterprises are

thinking of the significance of human resource development but do knot know how to deal with

1t
3) 'Education and training for employees

The second greatest 1ssue is education and training for employees (Fig. 4.4-3. Issues Held by

Enterprises) In particular, all respondent enterprises in the electric and machine sectors are

Note 7 This skill certificauion ts granted after examimng whether an apphicant has the minimum required skill for
the job For instance, when applying for a job as waitress, 1l 1s examined whether an applicant has the basic
capabilities such as customer service and tray service This examnation 1s conirolled by the Admimstration of
Labour of each admimstrative unit (city, district, county, town) but certification 1s not solely authonzed by the
Admmstrauon of Labour but 1n some cases, the industry directly 1ssues a certificate not through the Admimstration
of Labour Trammmg insututions may 1ssue skill certificates when traimng courses are completed by submitting

obyectrves and programs for the trammg to the Admimistration of Labour and obtaining the approval therefrom
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strugghng to solve this 1ssue. Meanwhile, most of such enterprises perform education for
employees (Fig 4 4-4) through OJT. However, the "education and traming through OJT are

unsuccessful” according to the results of the questionnaire

This, stated reversely, implies that enterprises consider OJT as the most effective means
However, enterprises would not think that OJT is the sole means to improve techmical levels. It
would be correct that enterprises expect government authonties in techmical education to
conduct training that enables their employees to learn useful techmques and skills for the work

front

To provide techmcal and skill training that are useful for the work front, it 1s necessary to
perform the training that meets customer (enterpnses) needs. Computer training, for example, is
provided by many institutions such as vocational high schools, technical schools and chambers
of commerce. However, enterprises send their trainees nto such training courses without
specific knowledge on the contents of the training. This would cause a mismatch between
corporate needs and traming contents, which may lead to the reluctance of enterpnises to
participate in government-led training. There are various levels of computer training: (1)
Planning of an information system for the entire company (2) Development and operation of an
internal system. (3) Solution of general system troubles. (4) Creation of home pages. (5)

Operation of basic software® Performance of easy work such as data entry.

It is required to plan training based on the circumstances of this region and to perform training

with clarified contents and guidelines, which also holds true for technical and skill training.

According to the questionnaire survey, enterprises that perform education and trammng for
employees at an outside school or center did not reach 40 percent of all enterprises that
answered the questionnaire, Enterprises 1n electric and machine sectors do not depend on outside
traiming institutions at all. Although they cannot obtan expected results from in-house OJT, they
do not have trust 1n the effectiveness of external education and training institutions The reasons
for this are "difference of practice facilities installed n external education and training
institutions from those at work front," "difference of the contents of education and traiming from

the ones enterprises expect,” "reluctance of enterprises to share training cost," etc.
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4) Technical support

At present, enterprises expect domestic technical and skill training for technical support
However, in the near future, they expect overseas technical and skill traiming. 1t might be
sigmficant to perform techmcal and skill traiming abroad in line with the advancement of
globalization, but 1t would be necessary to investigate why overseas techmcal and skill tramning

are expected in the survey under review

Let us compare the learning of techmques and skills to travel The learning focused on
theory due to old facilities inappropriate for training can be compared to virtual travel using a
map on the desk, while education and training with practice only 1s like the travel without a map.
Corporate executives are considered to expect the actual travel with a map (technical and skill

training).
5) Human affairs

The greatest concern held by enterprises 1s "in-company education and training” (Refer to Fig.
4 4-6). Particularly, all respondent enterprises in electric and machine sectors show concern
about this, This shows that these two sectors are seriously concerned about this 1ssue including
the fact that they recognize the education and traiming for employees as the greatest issue as
mentioned 1n section 3) Their next concern 1s "employment of higher educated employees.”
Small and medium enterprises are suffering from the difficulties in collecting excellent or ligher

educated hurnan recourses and conducing effective in-company education and traiming.

In addition, it seems that the hfetime employment system is also collapsing in China and that

capable employees are leaving the companies for better jobs.

Thus, how to develop business and how to enhance "morale among employees™ at the same

time are also great concern to enterprises

To sum up the above, small and medium enterprises are unable to employ higher educated
employees, to achieve results for improving employees' qualities through education and training,
and to improve production and quality improvement due to their low morale, while excellent
employees leave the company Therefore, in future, difference from major and foreign

companies 1s expected to become increasingly serious.
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6) Human resources needed by enterprises

Types of human resources needed by enterpnises (Refer to Fig. 4 4-6) are "employees with
management ability,” "employees with sales or marketing ability," and "employees with
manufacturing technology,” which account for 60%, 32% and 31%, respectively. According to
the survey results, enterprises seem to realize the limitation on corporate management, to be
unsatisfied with the current status of sales increase and market expansion as well as with the

quality and functions of their products They place little emphasis on language skills.

As China is going to join WTO soon, globalization 1s considered to increasingly proceed n
future. In this age of easy access to foreign information through computer networks, presence of
many enterprises that hardly recogmze the significance of Enghsh causes a fear that the state

might be left behind the trend of globahization.
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4.4.23 Direction for developing organizations and human resources
(1) Sigmficance of and responsibility for promotion of small and medium enterprises

As small and medium enterprises have weak power of organization, the ability of proprietor 1s a
largest factor for business development However, pnivate enterprises in particular have only to pay
tax in order to perform their responsibility for contribution to the state and societies in accordance
with their profits. Thus, a company's activity can be equal to its profit-pursuing activity. Therefore,
to put 1t 1n an extreme, enterprises may perform their activation and survival behaviors on their
own responsibility However, small and medium enterprises accept workforce and, considering
their influence on national economy, 1t would cause a great economic loss if they are ignored. For
development of economy in Hangzhou City, the City 1s liable for improvement of environments
surrounding small and medium enterpnises, particularly for giving assistance for solving their

problems of management and human resource development.”
(2) Present support mstitutions

The following nstitutions place emphasis on support for and development of small and medium
enterprises: Hangzhou City Economic Committee Propaganda Division, Small and Medium
Enterprise Division of Hangzhou City Economic Committee, Hangzhou City Small and Medium
Enterprise Service Center, and the Vocational Skill Development Division in the Administration of
Labor of Hangzhou City In particular, Small and Medium Enterprise Division of Hangzhou City
Economic Commuttee and Hangzhou City Small and Medium Enterprise Service Center have been
established for the purpose of promoting small and medium enterpnises. In addition to the above,
Hangzhou City Technology and Creation Promotion Center for Small and Medium Enterprises
(quasi-public corporation), New Technology and Trade Center, Hangzhou Property Right
Transaction Center, and Hangzhou City Industrial and Commercial Enterprise Federation
(Chamber of commerce and industry) cooperate to promote small and medium enterprises.
Hangzhou City Engineer Association also supports engineers. However, those institutions do not
have an established history of small and medium enterprise promotion and are strugghng for
effective support measures, suffering from various problems. Therefore, they have not yet achieved

a sigmficant effect

This 15 because there are 1ssues with both institutions that practice plans for promoting small and

medium enterprises and objective enterpnses.
(3) Systematization for human resource development

As pointed out 1n the preceding section "(2) Present Support Institutions," various institutions
including admimistrative agencies such as Hangzhou City Economic Commutiee Propaganda

Division and small and medium enterprise divisions under the control of said Committee are
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providing support services. However, it 1s hard to say that they are producing effect

Functions are not clearly shared among the Admimstration of Labor, which is the largest
organization for practicing human resource development, the Board of Education, vocational
training schools as their subordinate institutions, and technical schools. Moreover, requirements
from enterpnises are not sufficiently taken into consideration. In these respects, the relevant

institutions need to collaborate
{4) Problems on implementation

Institutions that implement education and traimng have vanous problems such as "Support
programs are not sufficiently organized," "There are few full-fledged specialist on small and

medium enterprise promotion,” and "Budgets for support are not enough.”

Meanwhile, 1t seems that enterprises are considening, "Vanous promotion programs conducted
by public agencies are not widely recognized" or "Education and training by public agencies are
unnecessary " In the questionnaire survey, some respondents also pointed out, "Contents of skill

and technical traimming provided from public agencies are not fit for enterprise needs."

1) Estabhshment of improvement plans for human resource development

Projects for human resource development and traveling guidance service for enterprises are
required for their continuity and stability because they have various 1ssues to solve for their
implementation such as budget measures, system improvement for practical and cooperative
institutions, creation of curnculums and determmation of specific service contents. In relation to
this, budget measures or approaches are different in implementation between short-term and
medium- / long-term improvement measures Therefore, 1t 1s practical to implement short-term

and medium- / long-term 1mprovement measures separately.

2} Improvement 1n recognition of promotion measures and agencies for human resource

development

Unless services provided from government agencies are recognized by enterprises, they will
not be utihzed or promotion measures could not attain expected results. Therefore, 1t will be a
great help to seek cooperation from mass media as well as to endeavor to make continuous
publicity activities usitng PR magazines 1ssued by Hangzhou City and various relevant
institutions (the Administration of Labor, Board of Education, Hangzhou City Industrial and
Commercial Enterprise Federation, ¢tc.). In addition to this, 1t 1s effective to communicate

through the small and medium enterprise network.
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3) Opening of a gwidance service counter by fostering consultants including small and medium

enterprise management consultants

Response by specialists to requests for consultation from small and medium enterprises
ensures rehiability of the government's promotion system and enables practical examination and
guidance. It 1s not favorable for enterprises that an administrative agency directly grasps their
financial condition. Therefore, it 1s practical to authorize a support guidance institution that

belongs to a quasi-public corporation for this function.

4) Deployment of engineers and improvement of training contents
It 1s 1mpossible to meet enterprise needs without expansion of training facilities and
equipment or improvement 1n the quality of instructors. In this sense, it would be significant to

consider that traiming and education institutions should focus on practical training and provide

lectures on theories to support practice.
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4.5 Information network sector

4.5.1 Environment for the Internet use in China

In recent years, the world IT industry based on computer networks represented by the Internet
15 rapidly growing, especially in the fields of computers, communications and relevant industries,
which have developed by exerting influence on each other. The situation 15 the same in China,
where the industnies of computers, software and communications have grown up to play a major
role 1n Chinese economy. The features of Chinese computer industry are summanzed as the
following three pomnts.

(1) Rapid expansion of the industrial scale
(2) Large-scale extension of domestic brands in the PC market

(3) Great dependence of key parts (CPU, memory, etc.) on foreign makers

Table 4 5 I shows the "Conditions of the Chinese Computer Market.” The gross output, which
has been rapidly growing since 1995 and reached 97 34 billion yuan in FY 1998, amounted to 280
bilhon yuan in FY2000

This 1s an increase of 36.6% from the previous year (1999) The gross output for FY2001 1s
estimated to be 388 billion yuan, up 36 85 from the previous year.

Table 4.5.1: Conditions of the Chinese Computer Market
Results for FY2000 Estimate for FY2001
100 malhion | Year-on-year | 100 mullion | Year-on-yea
yuan (%o) yuan r (%)
Gross output 2,800 36.6 3,880 36.8
Sales { Hardware 1,600 226
Software 230 30.7 303 317
(Basic software)
(Intermediate (73.8)
software)
(Application ( 9.2)
software)
{147 0)
Information service 320 342
(System)
(Network) (250}
(Database)
(Special service) (53)
(D
(6)
Total 2,150 25 2,750 27.9

Source CCID (institute for Research of Development of Chinese Electromic Information Industry),

SAIDI Information Advice Corporation
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Table 4.5.2 shows "Top Ten Brands in the Chinese PC Market for 1997 and 1998 " The
number of PCs sold in 1999 reached 5,068,000, of which a domestic brand "Legend” has the top
share 1n the market at more than 14 percent. Domestic brand PCs account for about 78 percent
of the market including domestic assembled ones. The number of domestic brands among the top
ten amounts to seven

However, key parts of these domestic brand PCs such as CPU and memory are dependent on
import from foreign markets and domestic makers only assemble them. Thus, China 15 surely
approaching 1o a big power in the IT industry but 1t seems to take more time to become one 1n the

true sense of the word.

Table 4.5.2: Top Ten Brands in the Chinese PC Market for 1997 and 1998

Rank 1997 Rank 1998
Brand Sales Market Brand Sales Market
(10,000 share (10,000 share
units) (%) units) (%)
1 Legend 43.6 12.5 1 Legend 58.5 15.7
2 IBM 24.5 7.0 2 IBM 26.7 72
3 | Compaq 22.8 6.5 3 | Founder 21.8 58
(Fangzheng)
4 | Tondru 20.1 5.8 4 | Compaq 20.3 5.4
5 HP 18.8 54 5 Golden 19.2 5.1
Great Wall
6 Founder 13.5 39 6 HP i8.6 5.0
(Fangzhen
g)
7 AST 9.5 2.7 7 14.4 39
] DEC 8.0 23 8 Asian Wave 11.4 3.1
9 Golden 7.5 2.1 9 Starts 110 30
Great
Wall
10 | ACER 72 2.1 | 1 0 | Hisense 7.6 2.0
Total 175.5 501 | Total 209.5 56.2
Others 174.5 499 Others 198.5 43 8
Grand 350.0 100.0 408 0 100.0
Total

Source CCED-MIC

The software industry has been also developing along with the growth of the computer industry
One software company after another had been established from the end of 1980's to early 1990's Of
those newly established companies, Beijing University Fangzheng, Shenyang NEU-Alpme Software

Co.Ltd, UFSoft and Chinese Software Corporation have grown up into representative major
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software compames in China. However, the industry has various problems such as exceeding
focus on PC apphcation software, smaller sales compared with advanced countres, and
insufficient techmical capability, service and training systems.

The following have become apparent from the results for FY2000:

(1) The ratios of software and information service markets are growing compared with
the hardware market

(2) Linux 1s rapidly prevailing as basic software.

(3) Demand for the products relating to Internet security, financial software and
management software are increasing.

(4) Internet provided a huge market and created a background for producing relevant
products.

Table 4.5.3 shows "Development of the Communication Service Industry from 1980 to 1998."
The communication 1ndustry 15 one of the highest growing industries in the rapid-growth Chimese
economy and ranks higher among the world market both in quantity and quabty, gradually
catching up with the advanced countnes.

The average annual growth rate of ordinary telephones for 1998 was 22.9 percent, and the
number of household users was 87,350,000, ranking second to the United States in the world
market. The number of portable phones was 23,570,000, ranking third to the United States and
Japan. According to the results for FY2000, fixed phone users numbered about 144 million,
portable phone users numbered about 70 mullion, and the prevalence ratio amounted to 67
percent, either of which ranked second to the United States.

In terms of the quahty of communications, optical cables are mostly used for networks and
digital lines and microwave are also used. The market volume for commumcation products for
FY2000 was 130 million Yuan and 1s expected to continue growing and reach 210 million Yuan
(+61 5%) for 2001.
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Table 4.5.3: Development of the Communication Service Industry from 1980 to 1998

1980 1998 Average annual
growth rate (%)

Number of fixed phone users 214 8735 229
(10,000 households)
Total amount of telephones 417 13143 21.1
{10,000 units)
Telephone prevalence rate (%) 043 10.53 19.4
Capacity of telephone 4432 13490 209
switchboards (10,000 lines)
Local call automation rate (%) 30 100 6.9
Long-distance call automation 10.7 100 13.2
rate (%)
Number of long-distance call 2.2 163.1 27
lines (10,000 hnes)
Total length of long-distance 0.8 18.26 19
optical cables (10,000 km)
Number of mobile phone users n.a. 2356.9 -
{10,000 units)
Mobile phone prevalence rate na. 1.89 -
(o)
Number of pager users (10,000 n.a. 37827 -
units}
Facsimile communication fees 54 789.9 3195
(10,000 times)

Source Information Center of the Mimistry of Information Industry

Supported by the growth of these computer and communication industries, both Internet users

and businesses are greatly expanding.

Table 4.5.4: Trend of the Number of Internet Users

Internet Users Computer Hosts Websites

1998 7 1,175,000 542,000 3,700
1999 1 2,100,000 747,000 5,300
1999 7 4,000,000 1,460,000 9,906
2000.1 8,900,000 3,500,000 15,153
2000.7 16,900,000 6,500,000 27,289
2001.1 22,500,000 8,920,000 265,405
Source: CNNIC

Table 4.54 shows the trend mm the number of Internet users, which has been doubling
semiannually sice 1998
In fine with the growth 1n the number of users, the numbers of host computers and web sites

also show a sharp increase
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However, a comparison of the number of users, 22.5 rmllion, with the total population of China,
1 3 billion, will suggest that the market 15 expected to greatly expand

Internet businesses are becomung active According to the surveys by CCID and SAID
Information Advice Corp., the market of Internet business 1s rapidly expanding.

Table 4.5 5 shows a summary of market volume for FY2000 results and FY2001 estimates.

According to the table, sales to individuals through the Internet (B to C sales amount) are

expected to grow largely 1n hine with the growth 1n the number of users.

Table 4.5.5: Internet and e-Commerce Market Size

Results for FY2000 Estimate for FY 2001
100 mullion | Year-on-year | 100 million | Year-on-year
Yuan (%) Yuan (%)
Internet services market 53 72.3 64 20.8
B to C sales amount 3.9 13 233.3
B to B sales amount 767.7 942 229

Source CCID, SAID Information Advice Corporation

Table 4.5 6 shows typical profiles of Internet users.

According to this table, average users are mostly singles aged 35 or less. Their income 15
mostly higher than the average, generally within the range between 1,000 and 2,000 Yuan. More
than half of the users use PCs at their home. A great number of users pay Internet fees on the
personal basis In terms of regions, Internet 15 used mostly by people of East such as Shanghai
and Chechiang Province, and then by people of North such as Beijing, and South such as around

Cantonese Province

South Southwest | Northwest

23% 6% 4%

East
35%

North Northeast

2000 7 25% 6%

Source CNNIC statistics

The actual status of the Internet use 1s that young, single elites in East, North and South, who
have more eamnings than the average, use PCs at home.
In Japan, the Internet first spread among enterpnses and then became popular among

households.
Therefore, the Internet is expected to fully prevail among households in China from now on

because it has just started spreading among enterpnse.
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Table 4.5.6: Profile of Internet Users

Age 35 or younger 36 or older
84% 16%
Married or Single Mamed
unmarried 63% 37%
Monthly 500 orless | 501~1000 | 1001~2000 | 2001 or | No income or
Income older others
(Yuan) 1531% 25.94% 23.35% 14.98% 20 42%
Place of use Home Office Internet cafe Others
60.27% 43.92% 20. 55% 23 83%
Payment Personal Corporation Both
63 37% 14.15% 22.48%
Region North Northeast East South Southwest | Northwest
25% 6% 35% 23% 6% 4%

Source CNNIC (July 2000, Jan 2001)

4.5 2 Improvement of Internet infrastructure in Hangzhou City

Hangzhou City is located near Shanghai, the eastern part of China, which is one of the
advanced regions for Internet environments as mentioned before

There are pay phones almost everywhere in the City, which are 1nstalled as a pair of phones for
IC and electromagnetic cards What is more outstanding in the City than these pay phones are
portable phones, which are so prevalent that almost every citizen seems to have one.

PC sales stores are mostly located in the Hangzhou High-tech Industry Development District
and there are four large-scale stores. We visited two of them for survey. Compared with Japan,
the number of items was fewer but domestic products were sold more than imported ones.
Comparison might not be accurate, but prices there seemed about 10 percent cheaper than Japan.
There is a method of purchasing PCs assembled on ordered specifications These order-made
PCs are pniced 10 1o 15 percent cheaper than ready-made ones, so expenenced users often
purchase PCs with this method.

Another difference from Japan in PC sales 1s the guarantee peniod afier sales. The period of
gratwitous guarantee is principally one year in Japan, but generally three years in China. However,
complete gratuitous guarantee lasts only for a year and parts are charged during the remaining
two years.

We also visited Hangzhou City Branch Office of Chechiang Province Telecommunication
Corporation to hear the outline about the spread of optical fibers. They said that optical fiber
networks are substantially improved in Hangzhou City, but almost unimproved 1n rural districts.
They plan to improve those districts in accordance with the residents’ needs. Refer to our visit

record described below for details
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Record of visit to the Hangzhou City Branch Office of Chechiang Province Telecommunication Corporation
Contents We had explanation about the outlme of cable communications n overall Hangzhou City
Communication environment ts sufficiently provided mn the City but 15 going to be prepared n rural
areas from now on

Optical cable

FTTC cables are installed circularly in the mam areas of the City The installation was started several years ago
and the cables are mnstalled m every new building. The cable environment 15 therefore established in the urban
area and, concerming rural areas, cables are installed in major seven areas (Yuhang City, Xiaoshan City, Fuyang
City, Linan City, Tongiu, Chunan, and Jiande City, The cables used for these areas are STH synchronized digital
cables

Internet
- The Internet prevalence ratio 1s unknown Of the City's population of 1 75 mullion, about 200,000 people use

the Internet. This figure 15 based on the number of apphications for services of the telegraph company, so the
actual number 1s expected to exceed this More than 90 percent of users are individuals, particularly those
with higher mcome and students

- Users can choose freely their network among 8 to 9 types

Internet

Chmany

Chinainfo

ChinaDD

ADSL
Chinapac PSTN (Telephone line)
(V9 0, SW
N-ISDN (128kbps)
DDN User

User

In-company LAN

- PSTN 15 a hine service provided through general telephones and has a capacity of 56 KBPS at maximum.
- There are two types of services for ISDN

Basic Rate 64KB X 2=]128KB

PRRI, maximum of 2MBPS

- The ADSL service began with the capability of concurrent access by 3,000 lines

- High-speed WAN (Wide Area Network) has the processing capability of 2 5GB, which can be upgraded to 40
GB with WDN (Wireless Data Network)

- IDC service, one of the URL management services, 1s available Enterpnses entrust mamtenance of their
systems by leaving a set of their computers to service providers There 1s also a method of leasing part of a host
computer This service is very popular due to its low cost.

{To be continued)
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- Connection fee for ISDN 1s about 600 Yuan Communication fees are 10 sen for 3 minutes per one time, or 4
Yuan per hour during the daytime, or 2 Yuan per hour during the night time Chinainfo provides the same
services for half of these

- Communications through telephone hnes and ISDN are charged basically upon quantities, while a charging
system upon fixed quantity 1s applied to DDN, which 1s advantageous for openung a Web site

- In future, ADSL and WAN are gomng to replace ISDN, which 15 actually behind the times The time for shift 1s

not fixed but preparatory work has already started ADSL 1s gomng to be used for the area where users are not
collectively located, and WAN for the area where users are collectively located.

ISDN service 1s currently available, while the service for ADSL, which has higher functions
that ISDN, is also started. Telecommunication Corporation plans to totally shift to a system
based on ADSL and WAN 1n future and 1s preparing for the shift.

However, there are various troubles in actual use such as, "Hard to connect the Internet" and
"Reception 15 available but transmission is not." Thus, 1t seems that the processing capability of
the computers controlling lines has not caught up with the rapidly of increasing needs.

As new business to give solutions to these problems, there is a new move in IDC businesses
which act as agent for the Internet connection. IDC businesses contract with multiple major
optical network companies to enable swift connection and optimum route selection for stable
communications. This service was started by a private company in Hangzhou and onginally

aimed at corporate, not personal, users.

4.5.3 Current status and issues concerning IT in Hangzhou City

We visited relevant organizations including the Hangzhou City Economic Commission and
recerved explanations about the actual conditions of information processing including
introduction of computers. We had expected detailed statistic data on IT but failed to obtain
them. As we continued the survey, we came to know that detailed data are not disclosed as a rule
and that IT-related data are going to be organized from now on because of the recent sharp
development.

However, we think that we were able to grasp the outline through direct hearing from the
responsible person. In line with the recent development of the computer industry and spread of
the Internet, major agencies and enterprises including public offices are installing computers and
the environment for providing information through the Internet 1s being rapidly improved.

Some sectors of public offices which had highly needed computers for their operations
installed them at an earlier stage For example, the Ministry of Electric Power built up a real-time
system n 1986 to collect the data on substations, and the Administration of Labors introduced a
homemade general-purpose computer in 1987 to manage the welfare pension system. Around
1995, the Admimstration of Personnel Affairs, Administration of Township Enterprises and
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others began introduction of PCs for the purpose of data processing In 1996, a welfare pension
counter service system of the Administration of Labour was completed, which enabled districts
to provide counter services using PCs From 1998 to 2000, computers were ntroduced into
public sectors on a full-scale and the Administration of Personnel Affairs completed 1ts in-house
network. PCs were allocated to every staff member, one for each, to upgrade efficiency in
processing services and the Administration of Labour completed a job introduction system. The
system connects even sub-districts (small autonomy umt 1t a district) with exclusive lines and
enables such distmcts to provide counter services. In addition, each relevant sector of the
Administration opened home pages to provide human resource information through the Internet.
The Administration of Labour 1s also promoting the construction of an in-bureau network,
aiming for the "one PC for each staff member" system. Technical Information came to be
provided through the Internet also 1n Hangzhou City these one or two years as one of preferential
measures for high-tech enterprises, which have been implemented under the nationai
government's initiative.

One of the providers of technical information is the Information mnstitute of the Hangzhou City
Municipal Science and Technology Commussion which opened the web sites of "Science and
Technology Information Network” and "Chinese Start-up Investment Cooperation Network™ and
the other 1f the New Technology Promotion Station of Chechiang Province Planned Economy
Commuttee, which opened the web site of "Chinese Technology Creation Chechiang Information
Network." The former provides general technique information including patent, hterature,
newspapers and magazines in cooperation with the Tsinghua University. As regards investment,
1t provides support information for starting up ventures. The latter, focusing on transfer of new
technology, mntroduces research and development information, engineers with development
technologies and enterpnses. This service is a substdiary network that belongs to the nation-wide
network.

They have just started providing information--m 1999 and 2000, respectively. Refer to the visit
record for details

The Small and Medum Enterprise Service Center of Hangzhou City Economic Commission
also built an information service network, which was opened on March 28, 2001 aiming for
full-scale provision of information by the administration including support information, counter
information, square for dialogue with enterpnises, and mtroduction of relevant agencies and
networks To start this service, the City referred to Shanghair and Shenzhen where the same type
of service was already started

Although computerization of data processing in public offices 15 progressing, the data
processing system does not seem flexible it 1s inapplicable to the processing different from the
fixed one because the system was built with too much focus on report to superior organizations.

For example, we asked the Administration of Township Enterprise, which has information on the
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enterprises of less than a certain scale, to provide data in a manner different from the government
statistics. However, the data we teceived were not sufficient  Moreover, the system is directly
connected to upper municipal governments but 1s not linked with relevant public offices Thus
needs to be solved 1n future.

To survey the private sector, we visited several companies that support 1T development by
carrying on Internet-related business and producing software. We also visited a company that
supports networking. This company was just established this year but, by providing information
on its home page and considering the advent of e-commerce era m future, 1t provides various
services such as connection to the Internet, sales of integrated enterprise management software,
construction of business-to-business network, and intermediation of business between enterprises.
This company seems to be very promising as it is also famihar with actual conditions of small
and medium enterpnises.

One of the companies based 1n Hangzhou to provide financial and enterprise resource planning
(ERP) software has grown up rapidly in recent years nto one of the major companies in China.
Considerng the internationalization brought by the Internet, this company developed
international financial software and started selling 1t.

However, the majonty of software companies is small and commutted to contracting with major
or foreign companies. Few of them directly contribute to local economy This issue also has to be

solved in future.

The Internet environment 1n Hangzhou City is not yet sufficient but, in the city excluding the
country area, the environment for purchasing hardware, support for system construction and
communications is almost established. The contents of information on the net are becoming
substantial, particularly on human resources and technical information.

However, the Internet principally stays on the level of personal use. The actual status 1s that
single elites centening around computer-related engineers use the Internet

From now forward, as the environment for the corporate use of Internet including enterpnise
and public offices is becomung improved, the Internet use 1s expected to greatly develop
However, there remans a little uncertainty in the systems for providing software and support

considering expected full-scale introduction of computers into enterprises.
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Record of visit to the information institute of Hangzhou City Municipal Science and Technology Commission

Details We heard the explanation about the science and technology nformation network system while seeing
its demonstration. In cooperation with the Tsinghua University, hterature on science and technology,
patents and information collected by researchers are provided for free through the Internet Therr first
home page was opened i March 1999 and then the page for start-up investment cooperation network
was started on August 15, 2000 to support venture companies The Institute 1s going to move to the
central area of Hangzhou City i January or February 2001 Taking the opportumty of moving, the
institute 15 gong to remforce the system's memory capacity and communication capability to improve
convenience for users

Outline of system configuration DDN64KB Network

Opened 1n Aug 15 2000

Opened in March 1999

Science and
technology Investment
network network
SUN20GB Router LEGEND20GB Router
ISDN64KB

- PC Legend

DB Patent DB Future PC Legend 20 units 1n the
&0 wnits for staf) reading room

Reinforced at the ume s [Also used for rammg

30 uruts for civil servan
of moving 8 uruts for researchers Scheduled for reinforcement at the

units for entry only nume of moving
ned in October 1999

13GGB used (about 50GB /year)

Science and technology information URL www hznet com.cn
Investment network URL WWW vCC com cn } Reception of catalogues

SUN UNIX base server in the Unuted States
LEGEND - Sales of Chinese PC "Legend" about 32 billion / year The top-selling company

Qutline of the explanation about the Science and Technology Informaton System

- It took two years to develop the web site The site was opened 1in March 1999

- There 15 a total of about 200,000 accesses to the site so far

- The data provided through the site covers vanous fields of science and technology such as patents,
literature, newspapers, magazines, research reports, institutions, government mformation, etc Tsinghua
University cooperates with the Institute 1n providing information on hterature and magazines

- The site aims to provide information to researchers 1n enterprises and umiversities. Small and medium
enterprises account for a great part of enterpnises m Hangzhou, so the web site 15 substantially for small and
mediem enterprises.

- A reading room was opened i October 1999 and was used by researchers and students Some of them
study hard staying there all day long

- The Institute charges users for 50 Yuan per day as the reading fee The use of the room 1s fee of charge as a
rule but the Institute 1s thinking of collecting membership fees in future according to the size of enterprses
within the range of X,000 to XX,000 Yuan

- Two exclusive staff members enter data and 28 researchers collect and enter data as well

- The maintenance fee for the site 15 about one milhion Yuan per year

(To be continued)
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- The Institute 1s going to move to the central part of the City i January or February next year, aiming for
increase 1n the number of users Taking the opporturuty of moving, database and communication capability
will be remforced. Under the current communication capability with the speed of 64KBPS through DDN,
only ten-odd people can access the sie at the same time Therefore, the capattlity will be upgraded to
IMBPS

- The reading room 15 also used as a traming rcom. The Institute so far cooperated m holding "one-day
computer seminars," one of the education programs orgamzed by the central government

Results 5 times x 40 people = 200 people 1n total (one machine for two people)
Target Small and medium enterpnses and township companies

- The Institute also held internal training sermnars of the Mumcipal Science and Technology Commission

2 times x 5-day course How to use apphcanons (word processor, spread sheet, etc.)

Start-up investment cooperation network
- The Institute launched a home page on August 15, this year to support start-up for venture companies
- As no huge data 1s necessary, one PC unit 1s enough to manage the site
- About 100 people access the page every day Of them, 50 to 80 people daily access from overseas, who
seem to be students studymg in US, Hong Kong, or other to launch busmess after returning home
- The Institute also responds to inquines by e-mail.

Record of visit to the New Technology Promotion Station of Chechiang Province Planned Economy Committee

Outline

The Station was founded 1n 1988 and it has passed 12 years since the foundation The Station so far
conducted the projects on 50 1tems as a new technical model The method of conduct 1s that the national
government or a province implements a project by selecting a model enterprise If good results are obtained,
the government or county plans to spread the technology among other enterprises through exhubitions or
Journalists

There 15 another method of spreading technology 1n addition to the above That 1s practical use of new
technology using invested funds By this method, projects on 12 items were so far carned out For example,
the Stanon establishes a company that produces paper patterns for pnnting with PC by allving with a
company that has relevant technology and mnvested in the Center, and the Station encourages small and
medium compantes to use the company At this stage, the Station collects the funds mvested The Station
also tnied this method for fiber industry i collaboration with Chechiang University In addition, 1t has taken
the mitiative of joint development by the indusiry, university and government.

Note This method was taken for high-tech business under the "Torch" project and for general
technologies under the "Seed" (Star) project This "Torch” 1s under the control of Chechiang
Province Municipal Science and Technology Commission

The name of this Center 1s going to be changed to Chechiang Province Technology Creation Service

Center m future
The Center 1s an information service station, which exists in each province as a subsidiary network of the
nation-wide "Chinese Technology Creation Network "
The Center 1s positioned as one of the Chechiang Province Network This service basically aims to provide
techmical service to small and medium enterprises
(To be continued)
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2. Orgamization and management
30 staff members

Network: 8 people

Cooperation development 4 people

Technology development and spread- 2 people

Investment employee- 3 people (Investment management before conducting an investment project)

Financial affairs, Personnel affairs, General affairs

3. Netwark
- The network was established to cover the province on September 26, 1999. The nformation on products

and regulations are introduced through the network There are ten menus on the network, through which
techmcal mformation can be searched One of the menus mtroduces even processing details, accuracy and
equipment for mdividual manufacturers It needs permission from the province to descnbe such details on
the network

- Outhne of the network structure (Certain 1tems are unclear because the system administrator was absent)

Name of network www ctizj com (Parent net www ctin com cn)

Users government-affihated people, small and medium enterprises

User fee Free

Second server

Capacity etc
unknown \

2 PC unuts for
6 ];E umits for mainienance
ta entry and control

Home page design and network naming” Umfied

- There are about 600,000 small and medium enterprises registered in Chechiang Province. The Center aims
at the registration of 6,000 enterprises in one year, and 60,000 companies as a final goal. The data on
enterprises are obtained from the Municipal Science and Technology Commssion and can be registered
freely

- The network 1s connected to the Province's network server In the Province, the network 1s called as
Chechiang Province Subsidiary Network of the Chinese Technology Creation Network

- Management 1s based on a self-supporting system and 1s far from casy  Income sources are eamngs from
nvestment (in stock), service fees and development fees Thus, the Center takes the form of a thurd sector
Staff members are neither current nor former government employees

4_Others
- The problem with this Center 1s a little financial assistance from the national government.

- The Center extends no loans. The Chechiang Province Science and Technology Department has venture
funds

- This Station plans to collect development funds of 25 mullion Yuan 15 milion Yuwan + o ( of which
500,000 Yuan s a subsidy from the national government )
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4.5 4 Introduction of IT in small and medium enterprises

We conducted the survey of enterpnises by using a questionnaire and visiting enterprises. In the
first stage of the survey, we visited enterprises based upon the request from the examination
group (of the survey team) or voluntarily visited six compames to see work fronts. In the
secondary stage of the survey, Based on the examination chart prepared by the examination
group, we visited seven companies that introduced computer systems at an earlier stage and
heard the status of introduction directly from the responsible persons.

The computerization 1n enterprises is roughly classified into three phases.

The first phase is mechanization and computenization of the production sector, and the second
phase is mechanization and computerization of key operations conducted by backoffice and
management sectors, etc. The last phase includes mechanization and computerization of
information operations such as information sharing and exchange using in-house LAN, as well as
connection with affihated companies through a network. The last phase 1s expected to lead to
the Internet or e-commerce.

Since the survey at this time was focused on PCs, we selected the survey items that relate to the
second and last phases. Accordingly, we estimated the status of the first phase by visiting front
sites such as factories and hearing from the examination group.

As a result, it seems that the mechanization and computenzation to be implemented in the first
phase have not been started n light of the history and national status. The second phase has just
started but 1t seems that the last phase 1s also going to start judging from the use of the Internet.

(1) Summary of the information related questionnaire results

Table 4.5.7 shows the collection of answers to the questionnaire. We received answers from

44 companies out of the 52 companies we sent the questionnaire. Table 4.5 8 shows the

introduction of PCs and the use of home pages and networks The results show that 41

companies of the 44 respondents introduced PCs, of which 9 companies use home pages and

17 companies use the Internet

Table 4.5.7: Collection of the Questionnaire

Machinery .
and Spinning Food nghf Total
. industries
electronics
Number of
companies 17 5 15 15 52
surveyed
Number of
answers 15 5 13 11 44
collected

4-5-14



4 5 Information network sector

Table 4.5.8: Use of PCs, Home pages and Internet

Machine
and ~ Spinning Food Light Total
. mdustres
electronics
Number of
companies 15 5 13 11 44
surveyed
Use of PC 15 4 13 9 41
Opened HP 6( 8) o 2(5) 1(3) 9(17
Use of Internet 7(8) 0(2) 6(8) 4(7) 17 (25)

The numbers 1n parentheses mndicate the number of compames that answered that they aim to
use the object.

All these numbers were more than we had expected. However, as the numbers 1n parentheses
showing the number of compames that aimed to use HP or Internet when installed PCs imply that
about half of the compames could not achieve their aims It seems that they had much nterest in
the Internet but failed to use it for some reason.

In addition, as a result of visit by the examination team, there were some companies that have
their own home pages but described nothing about 1t in the questionnaire Therefore, 1t seems that
there will be actually more companies that have opened their home pages.

Table 4.5.9 shows information sources. First came customers, partners and markets, and second

came exhibitions and trade fairs, and then came the use of Internet.

Table 4.5,9: Information Source (multiple answers)

Machinery | Spmnnin | Food Light Total
and g industri

electromcs es
Newspapers, magazines and ” 0 5 4 i
publications
Exhibitions and trade fairs 7 3 9 6 25
Customers, partners and
markets 12 4 10 10 36
Provmf:e, city, public agencies 0 0 2 2 4
and universities
Industry groups and commercial

. 2 0 1 3 6

and industnal assocliations
Relatives, acquaintances and 0 0 0 0 0
fnends
Internet 7 0 6 4 17
Others 0 2 0 0 2
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Next table shows the purposes of introducing PCs What is most characteristic 1s that the "use
of e-mails and Internet" ranked as first. Next came "labor and workforce saving" and "to become
supertor 1n competition.”" In addition, about half of the companies achieved their aims. In some

items however, only one-third the respondent companies achieved their aims.

Table 4.5.10: Purposes of Introduction (multiple answers)

Machtnery | Spinmng Food Light Total
and industries
electronics
Labor and workforce saving 7(5) 41 7(5) 6(2) 24(13)
Use of e-mail and Internet 87 2(0) 8(4) 7(4) 25(15)
Request from customers and
suppliers (1) 0(0) 6(3) 3(0) 12( 4)
To become superior 1n
competition 9(5) 2(0) 8(4) 5(0) 24(9)
To enhance employees'
motivation 4(2) 00y 4(2) 3 11(5)
TO pubiish a home page 8(6) 1(0) 5(2) 3(1) 17( 9)
Status of Order
operations and i reception
business and 7(3) 0(0) 7(2) 2(0) 16( 5)
Early data placement
collection
Progress 1n
operations 4(3) o0 7(4) 6(1) 17( 8)
Profit / fund
management 5(2) 1(0) 5(3) 3(0) 14( 5)
Others 1(1) 0(0) 2(1) 0(0) 3(2)

The numbers 1n parentheses indicate that number of compames that have almost achieved theirr

alms.

The following table shows the results of a survey on the factors that obstructed introduction.
They first mentioned "Shortage of skills of the person in charge of the corporate system,” and
then "Lack of appropriate operation packages" and "Tardy improvement of the in-house
operations compared with the system." Other reasons mentioned were "Lack of employee

training at the time of itroduction” and "Lack of package information.”
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Table 4.5.11: Factors that Obstruct Achievement of Introduction Purpose

(multiple answers)
Machmnery & | Spinming | Food Light Total
electronics industries
Shortage of understanding by top 1 0 3 0 4
management
Empioyee training at the time of 9 0 3 5 10
introduction
Tardy operational improvement
. 4 1 4 3 12
compared with the system
Lack of understanding of 4 0 7 2 7
operations by system venders
Lack of package information 4 1 3 2 10
Lack of appropriate packages 9 0 1 2 12
Shortage of skilis by the person in
2 1 4 5 14
charge of the corporate system
Costs spent | Development cost 2 0 1 2 5
more than | [ntroduction cost 2 0 0 2 4
expected  "Management cost 1 0 0 4 5

It 1s estimated from the data above that companies tried to introduce PCs for using e-mails and
Internet as they can purchase PCs at cheaper price but they need an engineer with a considerable
level of skills to establish an e-mail system. Therefore, 1t seems that they somehow established a
systemn that enables access to the Internet but that they fail to go further due to lack of
preparation.

Even when introducing a small PC system, 1t needs for its effective use to review the current
work contents and flow of information before introduction. Then, 1t needs preparatory work
including pre-introduction training for employees, and fostering of in-house exclusive staff or
examation of outsourcing, i necessary. Full examination has to be made on package software
to be nstalled and corporate operations should be improved 1n accordance with the package. It

seems that the companies introduced systems without preparing for the matters mentioned above

Table 4.5.12: Who Directs Computerization (multiple answers)

Machinery & | Spinming | Food Light Total
electronics industries
Top management 6 2 8 4 20
Internal director in charge of 10 4 6 5 25
computer system
External vendors, consultants 0 0 | 0 1
Others 0 0 0 0 0
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Table 4 5 12 shows the companies' answers about who directed computenization. First came
“Internal director in charge of computer system" and then "Top management,” The table might
indicate an ideal pattern because no companies mentioned "other” person for direction and many
answered that "top management" directed computenization. However, it often occurs that top
management often demonstrates leadership so strongly that subordinates sometimes have a
difficulty 1n following them.

Next shows therr answers to the question about sigmficant matters for advancing
computerization. A large number of companies mentioned "Driving force of top management”
and then "Work improvement." This shows that they have a problem in understanding
computerization: the order of their answers should be reverse.

Then, next should come "Planning expected to achieve effect,” "Employee traming," "Software
technology that meets needs” and "System venders with leadership and technology.” This seems

to be a reasonable order of answers.

Table 4.5.13: Significant Matters for Advancing Computerization (multiple answers)

Machinery | Spinning Food Light Total
and industries
electronics
Selection of regions to be 4 0 5 1 10
computenzed
Dnving force of top management 10 2 6 4 22
Work improvement 4 2 6 2 14
Planning expected to achieve 2 3 3 3 11
effect
Employee traiming 3 1 2 5 11
Software technology that meets 5 1 4 1 11
needs
Employees who understand work 4 i 2 1 8
and information technology
System venders with leadership
and technology 7 0 4 ! 1
Preferent:al measures for loans 5 1 4 1 1
and tax systems.
Others 0 0 0 0 0

The companies strongly desire for "preferential measures for loans and tax systems" to the
extent simular to technical and intemnal problems.

Next table shows the difficulties in obtaining information. It is reasonable that "Shortage of
staff" came first. However, 1t leaves a little uncertainty that "Language problem” comes next and

"Selection of information” and "No available information" have a considerably high percentage.
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Table 4.5.14: Difficulties in Obtaining Information (multiple answers)

Machinery | Spinming | Food Light Total
and mdustne
electronics s
Do not know from
where to obtain l 0 0 0 i
information
No avallflble 4 1 1 2 8
information
Selection of 4 1 3 2 10
information
Cost 2 1 3 1 7
Language problem 5 1 2 4 12
Shortage of staff 6 2 5 3 16

We so far described the actual condition of enterprises based on the summary of questionnaire

results.

(2) Information obtained from the visit to enterprises

Our main purpose was a tour of a factory when we accompanied the examination team to visit
enterpnises. When we visited enterprises by ourselves for the secondary survey, we aimed to hear
the details from the person responsible for information system. The total number of enterprises
we visited amounted to only 13, which might not be enough to grasp a whole picture but its
outhine 15 as described below.

There are few heavy industry enterpnises in the City and factories as manufacturing sector
generally have simple machines and manual processing / assembly lines, introducing lttle
automation We saw PCs mtroduced n backoffice and management sectors. They were
mtensively introduced these one or two years, which indicates rapid prevalence of PCs.

In 1980's and early 1990's, computers were introduced into jomt ventures with foreign
compantes and domestic major companies These one or two years, computers have been also
introduced 1nto the compames that have a farsighted top executive or have grown to a certamn
level and become stable. Foreign and domestic major compames that early introduced computers
used foreign computers or domestic mainframes for technical computation as well as CAD, and
then introduced PCs from the muddle of 1990's to late 1990's for computenzation of key
operations. This 1s stmilar to the course taken by Japanese enterpnses. Meanwhile, enterprises
that introduced computer systems these one or two years use PCs from the beginming and
conduct rationalization of key operations and information collection through the Internet This 1s
owing to the rapid improvement of the environment for introducing 1T hardware, which allows
for the introduction with lesser investment m equpment. In terms of the purposes for

introductions, rationalization of individual operations is typically started first, which has been
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achieving remarkable effects. For example, a food company introduced computers 1nto the sales
department and reduced the number of staff from 10-0dd to 5, and another company reduced the
number of financial staff from 7 to 5.

We saw several companies introducing one umt after another m several departments,
increasing the total number of umts from several to dozens However, they have reached a
deadlock i connection between departments. In other words, they had a difficulty in data sharing.
When computenzation comes to this stage, 1t needs to mtroduce an enterprise resource planning
(ERP) package, which enables sharing of the mainframe database. This introduction requires
construction of a system that meets the needs of individual companies through the review of the
conventional method of corporate operations, adoption and fostening of internal staff with
information technology, traming of employees to deal with new operational methods, and
cooperation of capable ERP software suppliers Enterprises have to be prepared to spend several
years and cost to achieve this. These several companies were actually mtroducing ERP systems
or planning 1ts introduction,

Few companies have information system departments Most companies have one or at most a
few staff members 1n charge who have main jobs concurrently. One of the reasons for such few
staff members enough for mformation system seems to be that about 80 percent of officers have
PCs at home even 1f they have none in the office and they can operate PCs with ease, which 1s
charactenstic of China. This also seems to be the reason for companies' less attention paid to
employee training for introducing PCs

A considerable number of companies had their home pages (HP). What was common to the
survey companies was entrustment of HP production to external software makers, which caused
a restniction that changing HP 1s charged and not easy.

Staff members in charge of system, even If they can operate PCs, often showed reluctance to
create HP or software by themselves.

Staff members in charge of system are rarely information engineers as motioned, and in some
cases, a young person was employed with the condition of capability for operating the system
immed:ately after HP was opened or n the middle of its opeming. In this case, because he was
newly employed, he sometimes worried that he was given little authorization and could not
upgrade HP to the newest version or change the design without approval from the top executive
even 1f he considers it necessary.

It also seemed that the enterpnises we visited were generally commutted to the opening of HP
but were less concerned about the utilization and maintenance thereafter As a worst case, a
person in charge 1gnored customers' requests for samples and catalogues recerved through the HP
without any consultation with others because he thought 1t costly and nobody around was aware
of that. In hght of marketing, this company lost 4 good chance due to its own fault and the lack of

awareness in top management made the case more serious
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As another example, a zealous company became a member of a domestic B-to-B network but,
in spate of 1ts desire for transactions with foreign companies, the company made few accesses to
overseas information sources such as JETRO.

According to the results of the questionnaire survey, a method of using the Internet as an
information source is not yet established due to either insufficient domestic information on the
Internet or the language problem in accessing overseas, or both. It 1s also known from the resuits
that the comparues are placed in a situation where planning computerization and leading the
company are greatly dependent on the leadership of top management. In addition, most
companies have only one e-mail address. In many cases, company members mncluding the

president have the same address

One of the survey companies had a system engineer who was young but had a plan for future
computenization. His trouble was that there was no optimum software available for the company.
Ths 1s the same in Japan and, to solve this problem, capable companies spend funds and tune on
developing their own software. In terms of the current systems based on PCs, it 1s better to fully
utilize commercial package software and rather to adjust current operations in accordance with
the package and that 1s what we recommended to the companies we surveyed. We were
also asked about excellent package software but we had hittle information on Chinese package
software except financial applications. We heard of a web site that exhibits management software
packages for small and medium enterprises but we could not confirm 1t. Most companies might
use such a site, but 1t 1s clear that the presence of good package software fit for small and
medium enterprises would become a key to the spread of PCs n future.

We have so far described the situation of the companies that have already installed PCs and are
considered to belong to an upper category. Small enterpnises (excluded from the statistics in
China) that are considered to account for the most part of Chinese enterprises want human
resources who can operate PCs.

Such enterpnises need to adopt young people who have learned PC skills n professional
schools or graduated from a umversity, but they seem to give up introduction of PC systems
because they cannot afford to adopt them.

In recent years, Internet access agents have appeared which provide a service to corporate
executives who have no PC but need mformation on the Internet Such agents collect data
required and distnibute them. They are rumored to have obtained a huge profit by operating with

a few members at a smalt village 1n Xiaoshan.
(3) Information from the enterprise examination group

As the enterprise examination group continues examination activities for enterprises, 1t heard

requests from them against administrative and financial mnstitutions. The problems on financial
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affairs numbered the most and next came requests for government matters. There were few
requests for information related mattes partly because full-fledged information systems are not
introduced vet. Requests for administrative and financial matters are expected to be reflected 1n
proposals for policies and finance, so we picked up what seems important from the viewpoint of
information system. The enterpnises complained in terms of policies and tax matters that the
period from decision to implementation 1s too short to prepare or that public announcement of
changes should be made immediately. This made us assume that the means to convey
information has any problem.

As the management of enterpnises has been shifting from state-run to private-run,
administrative offices should improve their cultures and acquire speedy operational capability by
reviewing conventional operations. There was a strong demand for providing information on
new technology development. There was also an opimnion that the Institute only provides
information similar to the one obtained in the industry. Such information are already provided

" and

through the Internet using the sites, "Science and Technology Information Networ
"Chinese Technology Creation Chechiang Information Network " However, the fact 1s probably
not fully known to enterprises or they would not have any means to access the sites. Therefore,
information should not be published through mass mecia only but a system that accurately
conveys information to individual enterpnises should be established.

There was also a strong desire for exchange of technologies and information among the
industry Group actions seem to be somewhat restricted in China but it would be necessary to

build an environment that allows to ease such actions

4.5.5 Issues on the spread of IT among small and medium enterprises and
the direction of promotion

To sum up what we have so far described about the current status, the industries of PC,
software and communications have accomplished a rapid growth under the careful protection of
the national government, and, supported by this, the Internet business has started quickly.

However, Internet users in overall China number only 22 5 million (as of January 2001), which
15 a very small number considering the country's enormous population and land. This situation
also applies to Hangzhou, so potential growth is immeasurably great.

Meanwhile, the survey on the profile of Internet users revealed that the current users are
generally individuals only and corporations such as public offices and enterprises have just
started introduction of PCs and use of the Internet

In terms of the spread of IT environment mcluding PCs and Internet, the entire China including
Hangzhou 1s only at a stage where the introduction of IT hardware has just begun during these

several years.
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Therefore, computenzation should be promoted simultaneously by not only small and medium
enterprises alone but also public offices.

Below are described the details of computenzation to be promoted by the admimstration,
details of support for computerization to promote for enterprises, and 1ssues from the viewpoints

of both sides.

(1) Issues on IT spreading with the admimstration

1) Information disclosure by the administration

The basis of admunistrative operations is providing services to residents. Contents of services
provided by the admimstration should be published as clearly as possible but it 1s difficult to
disclose information effectively This situation also applies to Japan, where publication using the
Internet 1s becomuing effective i recent years, Although the information on technology and
human resources 1s open to the public through the Internet in Hangzhou, 1t is also needed to
publish the measures taken by the adrmnistration .In this relation, 1t was a good decision for the
Information Service Center of the Small and Medium Enterprise Department, which had planned
a large-scale information disclosure plan using the Internet, to have implemented the plan at an
earher stage by airming to provide information as a first step.

The home page for providing information as mentioned above was opened on March 28, 2001,
and this survey group cooperated 1n the opening as 1ts pilot project

We therefore recommend continuous working on home page improvement to make 1t more
attractive,

Supporting marketing is also one of the key services of the small and medium enterprise
service network, so 1t 1s effective to post a marketing-focused column on the home page and

mtroduce following information

- Information on various products exhibitions to be held 1n various places of the country
including Hangzhou City and invitation to enterpnises for participation in the exhibitions,
introduction of the information on new product development, introduction of marketing
development education courses held by the small and medium enterpnse service center of the
City and umiversities, and mntroduction of international trade exhibitions and others held n
various places in the world for promoting export.

- Introduction of products of small and medium enterpnses in Hangzhou City.

2) Promotion of computenzation and networking of the admunistration
Computerization of the administration is steadily proceeding but 1s still behind. This is known
from the complaints by enterprises about the tardy conveyance of administrative information.

The admumistration should improve the routes and methods of mmformation delivery service to
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make it more accurate and speedy. In terms of enterpnse surveys by admimstrative agencies,
some agencies investigate the enterpnses under a certain level by sampling, while others examine
every enterprise including those under a certain level However, the information collected by
such two types of agencies is not effectively used, nor shared by internal orgamzations of the
administration. The admimstration should eliminate such ineffective factors and aim to improve
the service to residents. To achieve that aim, reformation of the adminstrative orgamzations 1s

necessary but 1t would be much easier to promote and aim to achieve networking

3} Promotion of Internet utihzation

PR activity using the Internet 1s powerful and enables a wide and accurate conveyance of
information The current 1ssues in this regard are that few people use the Internet and that most
users are individuals Therefore, the admnistration should be more commuitted to PR activities
for announcing mnformation disclosure provided through the Internet and facilitate use of the
Internet by motivating the enterprises that are behind 1n introducing PCs. For enterprises, the
Internet wall lead to ratonalization of the orgamzations and 1ntroduction of PCs. Using those PCs,
they can use the Internet for transmission and acquisition of information. Thus, Internet is an
important tool for them to save time and travel and perform effective marketing in the vast
country.

For achieving the promotion mentioned above, attractive information should be also posted on
the Intemnet

In this relation, 1t 1s a great progress that the information on technologies and human resources
has started to be provided these one or two years. Also, 1t 15 sigmficant for motivating enterprises
to use the Internet that the Service Center of Small and medium Enterprises Department
transmitted useful admimistrative information on their home page to general enterprises in this
March. We consider that the adminustration should implement further publication of practical

using methods of IT and spread-promotion activities

4) Industral development well-balanced as the city

Since this survey was focused on the enterprises in the manufacturing industry, we proposed
measures for developing said industry. However, Hangzhou City has onginally developed as a
sightseeing place, so 1t 15 also important to develop the sightseeing industry and classical,
traditional mmdustnies (embrodery, carving, etc ).Preference of economy and efficiency would
often lead to destruction of nature and the environment. It 15 also necessary to protect the
landscape. Therefore, the following attentions should be paid for industnal development 1n the

mformation network sector.
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(D Improve the balance of resource distribution with the sightseeing industry and classical,
traditional industries. Utilization of the Internet 1s expected to work effectively 1n this
sector.

@ The City should set forth onginal guidelines for the environment and landscape and, if
necessary, actively exclude the places inappropnate for sightseeing spots from the list

@ The City should also consider subsidies to those who engage in manual work for

classical, traditional industries as well as fostering of their successors.

Concerning the sightseeing industry and the environmental protection, we assume that the City
has been already practicing 1its original plans. What should be noted here 1s succession and
development of classical, tradition industries as mentioned 1n the above @. Hangzhou City
aims for local development based upon the information industry, particularly software. In Japan,
many municipal governments post local development based upon the eco-fnendly information
industry, not on the conventional heavy industnes. In this case, invitation of lgh-tech enterprises
1s also expected to meet their purpose and some of them take umgue measures to invite
enterprises.

For example, some mumcipal governments focus on communications to aim for a
communication hub center, and others focus on image processing and multimedia to create new
businesses. Kyoto City aims for local revitalization by accumutating and utilizing the designs and
techmques applied to traditional industries as well as to tangible and intangible cultural assets
with digital technology. As Hangzhou City has simular situation to Kyoto, it would be better to
characterize 1ts local development in accordance with the Kyoto type.

We also visited a museum and a library mm Hangzhou City for survey. None of them has started
full-scale digitization The museum purchased a digital scanner and was preparing to use 1t for
filing photographs and others. The library completed filing of documents with computers and
in-house networking, and started transrmitting information through 1ts home page.

This library was aimng for an electronic hbrary as a next step and was monitoring and
studying the libraries in Beyjing and Shanghai, which are advanced on tral basis. We assume that
a sector managmng such historical assets will take any measures but, without appropriate
preservation and development, traditional handwork industries and public entertainments might
become extinct This sector 1s also required for revitalization using digital and information

technologes.
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(2) Issues on the spread of IT among small and medium enterprises
1) Awareness reform for top executives and acquisition of modern management methods
are necessary.

PCs are being introduced 1n public offices and the enterpnses larger than a certain size. In
Hangzhou City, small and medium enterpnises (mainly manufacturing industry) have desire
to mtroduce PCs but often fail to achieve the initial purpose even if they actually installed
PCs, due to nsufficient skills, short of appropriate package software and unsatisfactory
operational review.

Moreover, a great number of enterprises state that driving force of top executives and
operational review are important for promoting computerization. This implies that
enterpnises know that they need improvement of operations to advance computenzation, and
that strong ieadership of top management is required to achieve it because 1t 1s difficult to
achieve 1t only by lower level of the employees.

Moreover, they mentioned msufficient skills and shortage of nappropnate package
software as the reason for failing to achieve goals Ths 1s true but, in some cases, the failure
1s considered to be attributable to insufficiency in operational review and preparation for
introduction To advance operational review on a full scale, top management should be
firmly determined to act with officers Therefore, it needs to reform theirr awareness by
learning of modern management theories. Thus, corporate executives should first receive

education to spread IT to enterpnises.

2) Support for human resource development is necessary

Enterprises need an executive who can promote computerization in the technical aspect
and staff members who practically work supported by the executive, which would be a
critical pomnt as to whether the enterprise can achieve 1ts goal. According to what we found
after the survey in a meeting with a computer related company, most Chinese companies
employ computer engineers with a high salary who have passed a national examination and
have a qualification without considenng m-company training.

General enterpnises employ young employees with lower salary who have no PC-related
qualifications but can operate PCs This consequently obstructs am advanced level of PC
use

Normally, enterpnses see how new recruits work after they enter imnto the company. Then
they will give a pay raise to a capable employee even 1f he/she has no official qualification

to use computers more effectively
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Juntor and middie levels of information engineers are required for basic knowledge of
computers and those on the advanced level also need a broad range of special knowledge
according to job categories, such as systems analysis, system audit, project manager and

microcomputer development engineers

3) Preferential measures for introduction are necessary.

Introduction cost was not a factor for enterpnises to give up introduction. This implies that
enterprises somehow afford to purchase PCs. However, concerning whether assistance from
the government 1s necessary, the introduction cost 1s actually a heavy burden for enterprises
because many of them hope any preferential administrative measures for loan, tax, etc.,

Therefore, any preferential measure 1s considered to be necessary for purchasing
hardware as well as software to support not only high-tech companies but also general
enterpnses.

Also In Japan, which has somewhat a longer history than China concerning IT use, as
table 4.5 15 shows, the smaller the size of enterpnises, the fewer PCs are introduced.

Since this would be the same in Hangzhou, preferential measures should be given

particularly to smaller-size enterprises n particular

Table 4.5.15: Percentage of enterprises that introduced PCs (manufacturing industry)

Small and Laree 1- 5
medium g 6-20 21-50 | 51-100 | 101-300 | 301-
enterprises | {employees)
enterprises
Ratoof | g590 | 95309 201% | 50.5% | 78.9% | 87.9% | 92.0% | 94.0%
mtroduction ’ - . . . )

Source: "Basic Survey on the Actual Status of Commerce and Industry (1998)" by the Small
and Medium Enterprise Agency of the Ministry of International Trade and Industry

There are vanous tax-related preferential measures for information business and those for small

and medium enterpnises are mentioned below

(D Immediate depreciation system for specific information and telecommunications
equipment (PC tax reduction)
The system was established 1n 1999 and allows enterprises to account for the entire
purchase value for information and communicahons equipment such as PC (less than
one million yen) as expense. The system was scheduled in force for a single year only

but was enforced for FY 2000 because 1t was welcomed by mdustry.
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@ Tax system for promoting investment by small and medium enterprises
In terms of any machine or apparatus that is introduced by a small or medium
enterprise and costs not less than 2.3 mllion yen per umt and specific equipment or
furniture such as PC of which total purchase cost for one urut or multiple umts of the
same type amounts to not less than one million yen, tax reduction of 7 percent of the

purchase cost or special depreciation of 30 percent for the initial year is granted

(3 Tax scheme for promoting new technology systems at SMEs (Mechatronics tax system)
Tax reduction of 7 percent of the purchase cost or special depreciation of 30 percent
for the imitial year 15 granted to up-to-date electronic equipment introduced by small

and medium enterprises.

In addition to the above, the government supported PC traming through supporting agencies of
mumcipal governments as a project to support promotion of computenzation at small and

medium enterprises.
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Chapter 5 SMEs promoting Policy and measures for promotion

Important role of SMEs for Hangzhou economy 1s described in “2 2 Overview of SMEs ™ On the
other hand, problems facing SMEs are described 1n “2 3 Present situation of SMEs 1n Hangzhou

obtaned through management consulting and guidance ” These two clauses indicate the

importance of promoting SMEs. To promote SMEs, SMEs promoting basic policy must be

prepared and agreed upon by the departments concerned 1n the Hangzhou government and the

parties concerned (5 1.1)

Implementation of the basic policy requires 1its corresponding

orgamizations, completion of management environment and strengthemng of a supporting system

to improve management resources. Measures for the above are described 1n Chapter 5 and their

relationship is shown 1n the following figure.

Construction of Chapter §

Necessity of invigorating SMEs 511

1 SMEs greatly contribute to Hangzhou
economy

2 SMEs are a dniving force of Hangzhou
economy development

3 Development of SMEs is stmied due to their

small size

Necessity of invigorating SMEs in Hangzhou
1 Necessity of basic policy for SMEs in
Hangzhou 511
(1) Chinese government announced Its SMEs
mvigorating policy
(2) It1s necessary to prepare an SMEs
invigorating policy based on the industrial
structure in Hangzhou 511
2 Itis necessary to determine invigorating
measures based on the policy

Proposal of the study

1 Preparation of SMEs basic policy 52
2 Selection of prionity fields 52

3 Compietion of orgamizations for

invigorating SMEs 531
4 Fostering of staff in charge of
implementing SMEs policy 532-534
Completion of management
environment 533--534

6 Support for improving management resources
535--538

Problems to be solved for promoting SMEs

Present situation of Hanzhou SMEs through

enterprise diagnosis

1 SMEs have a problem of a shortage of human
resources, funds and information

2 Measures for globaiization and China’s
imminent admittance to WTO

Present system for invigorating SMEs

1 In the past, measures for invigorating SMEs
have been distributed among various
departments in the Hangzhou government and
performed individually

2 SMEs Department was established in
Economic Committee, but its related
organizations have not yet been completed

3 Management environment (financing,
investment funds, etc ) has not yel been
completed

4 Support for improving management resources
15 insufficient

5 Support to the improvement of management
resource

Figure 5.1.1 Structure of Prometing Policy for SMEs
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5.1 SMEs promoting Policy and necessity of measures for promotion

5.1.1 Necessity of promoting SMEs in Hangzhou

The following table shows the ratio of SMEs to the total of state-owned compames and
non-state-owned companies with annual sales of not less than 5 million yuan, in terms of
turnout, the number of employees and total profit tax. SMEs make up 64%, 73% and 46% 1n
turnout, the number of employees and total profit tax, respectively If companies with annual
sales of less than 5 million yuan are included, SMEs make up 99% in the number of

companies and increasing 1ts ratio 1n other items.

Table 5.1.1 Promoting Policy for SMEs and Prometing Fields

Number of Turnout Number of employees | Total profit tax

companies {0 1 b. yuan) {10 thousand ) {10 thou vyuan)
SMEs 2,367 765 49 59
Whole enterprises 2,474 1,200 67 128
Ratio 96% 64% 73% 46%

Via Hangzhou Statistics Department  Source People’s Bank of China Hangzhou Branch Center

SMEs in Hangzhou has made a rapid-paced advance and greatly contribute to Hangzhou
economy in terms of turnout, employment and amount of tax payment. Among companies
visited by the study group, there were companies exporting their products, contributing to

the improvement of international balance of payments.

Many companies visited this time suffer from a shortage of funds, human resources and
information. These problems facing SMEs are not peculiar to SMEs 1n Hangzhou but common to
SMEs 1n any country Some of the Wenzhou-model companies* see sluggish growth because of
delayed response to the market.

*  Wenzhou-model companies one of the charactenstics of SMEs 1n  Zheijiang,
region-concentrated developing model companies of specific industries independent of the
government

The Chinese government requires that domestic companies perform qualitative improvement
of business 1 order to participate in the international market, to compete with
foreign-affiliated companies and to cope with the trend of globalization. The Chinese
government actively extends assistance to domestic compames Through utilizing 1T, SMEs
are able to enhance their international competitiveness overcoming various barriers such as
national boundaries and size of business Hangzhou has advantages 1n adapting to
globahzation and utihzing IT Hence, 1f appropriate measures are taken, development of

SMEs 1n Hangzhou will be accelerated.

If Hangzhou government properly deals with problems facing SMEs and promote the use of
IT, SMEs will contribute to Hangzhou economy, through increasing export, employment and

tax payment.

5-1-2



5 1 SMEs invigorating Policy and necessity of measures for invigoration

5.1.2 Necessity of basic policy for SMEs in Hangzhou

SMEs 1n Hangzhou make a big contribution to Hangzhou economy. For further contribution,
it will be necessary for the city government to properly deals with problems facing SMEs and

promote the use of IT.

The Chinese and Hangzhou governments recognize the importance of SMEs and are
drafting Basic Law of SMEs, and established SMEs Department in State Economy &
Trade Commission and Department of SMEs 1n Hangzhou government, respectively.

Concrete SMEs promoting policy is under praparation.

In preparing an promoting policy, it is important to clearly define SMEs to be promoted.

The Hangzhou government should effectively enforce measures for SMEs.

As part of preparation of SMEs promoting policy, the study was conducted under the
cooperation of Japan and China. The study group makes suggestions to the Hangzhou

government based on experiences in Japan.

We propose that SMEs to be promoted are not those engaged in commerce but 1n
manufacturing. It 1s advisable that target SMEs be selected based on the following table,

taking sales amount 1nto consideration.

Table 5.1.2 Category of enterprises and its size (Plan)

Capital Number of employees
Large sized companies >50 million yuan >500
Medium-sized companies 5 to 50 million yuan 100 to 500
Small-sized companies <5 million yuan <100

The Chinese government policy is to promote healthy SMEs and not to protect unhealthy
SMEs from gong bankrupt Healthy SMEs can expect approprnate governmental assistance In

overcoming internal or external impediments to their development

The study group makes the following suggestions 1n consideration of the present situation in

Hangzhou

1) Preparation of SMEs basic policy for fostering healthy SMEs
2) Selection of fields to be promoted
(D Measures for strengthening international competitiveness to cope with fierce competition
resulting from the admittance to WTO and rapidly expanding use of IT

@ Measures for introducing new- and high-technology to cope with progressing science
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and technology and computerization

@ Measures for region-concentrated SMEs in consideration of present situation of
region-concentrated specific industries in Hangzhou

@ Measures for parts-manufacturing SMEs 1n consideration of existing various assembly
industries 1n Hangzhou

# Measures for less-sophisticated product processing SMEs in consideration of
good-quality farm produce 1n Hangzhou, such tea and silk

® Measures for specific industry-oriented SMEs 1n consideration of the present

Hangzhou’s specific industry promoting policy

Enforcement of the above measures requires completion of laws and regulations, and
establishment of necessary organizations. The study group makes the following suggestions

for improvement. For details refer to “5.3 Promoting measures.”

¢ Completion of SMEs promoting organizations 531

o Fostering of staff in charge of implementing SMEs policy 532
e SMEs loans 533
¢ Investment fund 534
¢ Fostering of human resources in SMEs 535
e Fostening of consulting staff 53.6
e Preparation of management and cost control indicators 537
¢ Completion of facilities for technical development 538
e On-site management consuiting 53.9

The following 1items were conducted as pilot projects.
+ Establishment of SME network

s Advisory service for investment fund

5.1.3 Effects of preparation of SMEs promoting basic policy

SMEs promoting basic policy should have been prepared after sufficient discussion
between the Hangzhou government and JICA study group in the first place. On arriving 1n
Hangzhou 1n the second field study, the study group proposed six fields as fields to be
promoted and requested the Hangzhou government to arrange discussion between the two
parttes. The Hangzhou government requested the study group to insert examples in Japan.
The study group described six fields in the progressive report (2), including examples 1n
Japan In the end, we could not have a chance to discuss during the second field study,
partly because of the limited time In the comments on the interim and progressive reports

delivered from the Hangzhou government at the end of April, there was no comment on the
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matter above. The matter was described 1n this report based on the description in the

progressive report (2).

The study group advises the government to prepare SMEs promoting basic policy on 1ts
own, based on the following reason.

(1) In the course of procedures of preparing SMEs promoting policy, the persons concerned
from various fields are given an opportunity to express their opinion on the draft policy.
Through spirited debate, a consensus 1s created on the necessity of the promoting policy.

{2) A master plan provide an overview of SMEs promoting policy and reveals overlapping
or mussing parts in policies and systems in the Hangzhou government, leading to

effective assistance to SMEs.
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5.2 Preparation of promotion plan for small and medium enterprises

In order to promote small and medium enterprises, a basic policy for the promotion including a
defimtion (scale} of corresponding enterprises 1s necessary At present, the law of small and
medium enterprises 1s under examining 1n the central government and 1ts announcement will be
expected 1n near future In city of Hangzhou, a basic policy considering industnal structure of
Hangzhou 1s required also, in which the field and the measures of promotion should be described.
The investigation team had selected the fields to be promoted as shown in the foreword
considering following items 1 Management environment confronting small and medium
enterprises 2 Management resources confronting small and medium enterpnises. 3. Problems 1n
future within small and medium enterprises in city of Hangzhou. 4 Present state and problems of
supporting of small and medium enterprises

The basic promotion policy for small and medium enterprises in city of Hangxhau, as well
as a summary of contents of selecting reasons / present state and problems / suggestions/
effects are listed below.

In addition, several Japanese examples are stated 1n each item, because 1t was requested by

city of Hangzhou

Table 5.2.1 Promotion policy and fields to be promoted of small and medium

enterprises
ltems | Seiecting reasons Present state / problems Suggestions / purposes and effects
Concrete basic policy | In the past, small and medum Definition of small and medium enterpnses, selection
1s required, because enterprises were seized according | of fields to be promoted and arrangement of effective
it 1s under transtent 1o every industry and ownership, supporting measures against confronting problems of
» period to socialism and there was no transversal small and medium enterpnses such as skilled
2 2 | market economy and | measures against common personnel, management f technology, financing,
é‘g beginning period of problem of small and medum information elc are necessary, and enactment of the
2 & | promotion for small enterprise in Hangzhou {policy basic law mclueding all concerning matters ts required
_§ E | and medium for townshep enterprise existed} These measures can apply combining to each case,
2 8 enterprises At present, law system and and can arrange and apply in turn from possible one
?15 organization being arranged To execute the measures effectvely, arrangement of
2 E Cancrete supporting measures organization related to promotion of small and
@ 2 are applied to high-technology medium enterpnses in city of Hangzhou and
@ industry but basic policy for small | upbringing of personnel engaging to the organization
and medium enterprises 1s still are necessary Through these measures, sound small
primitive and medium enterpnses will be developed and
contnibute to economy i Hangzhou remarkably
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1 Small and medwm enterprises required to
heighten international competitive position

There are many
export enterprises in
Hangzhou, but
heightening of
international
compehitive position
1$ required
corresponding to
globalizing
international market
and joining to WTO
of China

Estimation of market demand and
analysis of competitive
enterprises are not performed
sufficiently

Positive information gathening
including utilization of
commumication network 15
insufficient

Acquisttion of 1SO9000 1s
progressing retative widely but
promotion of quality control 1s
poor

There are many enterprises
completed no manufacturning cost
International transparency wiil be
required In future

Heighten internationat transparency through
clarfication of accounting system together with
improving physical constitution of enterprises by
upbringing of personnel and diagnosis / guidance of
enterprises Quality controf and environment control
are also guided so that able te correspond 1o
international standard Intensify training of
international business / risk Intensify utdization of IT
to get international information Introduce the
software companies growing in China and heighten
utilization of them Capability that ¢an respond to the
systems after joning WTO will be enhanced through
these measures

2 Small and medium enterprises of

high-technology industry type

Upbringing of
high-technology
industry I1s given
priority in China
Hangzhou has
excellent university /
research agency and
form growth base of
high-technology
industry

Upbringing measures of
enterprises of scientific
technology type have being taken
already There I1s cooperation
between industry, university, and
government, but upbringing of
high-technology enterprises is
main purpose Not only
high-technology mdustry but also
ntroduction high-technology into
management are also included in
Chinese governmental policy, but
activity to promote utiization of
high-technology 1s expected in
future

introguction of high technology into traditional
industnies shall be supported Perform training of
managers to get information on novel manufacturing
technotogy and products, (proposed to upbringing of
persennel group) Modernization of enterprises by
utihzation of high-fechnology shall be included in
object of investment fund, and cooperation of
industry, university and gavernment in this aspect
shalll be reviewed {proposed in investment funds}
Traditional industries wil be modernized also through
these measures

3 Small and medium enterprises

of area concentration type

Specific enterprises
are cancentrating in
a specific arean
Hangzhou

Reason of concentration of
specific industries 1n a specific
area 15 generated mainly
sponianeous and there was no
governmental fostering However,
some group of small and medium
enterprises of area concentration
type have disrupted due to getting
behind to respond against market
change in aspect of products
development and manufacturing
technology under trend of
Internationalization

First of all, urgent synthetic nvestigation of actual
state of economical activities in producing place 1s
required by diagnosis of producing place Based on
the investigation results (1) Aim to hesghten efficiency
of enterpnse activities through promotion of between
process / horizontal specialization of work of
enterprnises in producing place (2} Promote
technology mterchange between enterprises in order
to make advance the technology (3) Promote
interchange between enterprises posiively to perform
cooperative research for new product development,
arrangement of common inspection room [ inspection
equipment, cooperative purchasing of raw matenal,
cooperative financing, cooperative propaganda /
sales Arrange the promotion system above
Disruption of this enterprise group ca be avoided
through these measures and growth by heightened
competitive position will be expected

Immediate start of diagnesis of producing place 1s
proposed
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4 Small and medium enterprises

of parts industry

There 15 assembling
industry of home
electric apparatus
and therefore paris
industries are
exishng in Hangzhou

Adminstrative protection for
subcontracting enterpnses s not
conducted

There 1s no organization to
promote subcontraclors

There 15 no organization/system
that provides enterprise
matching

Enforce the law of smoothening of trade

Perform the maiching service utitzing small and
medium enterprises network

Establish subcontractor promation organization
Support market extension and self-supporting of
enterprises through forming budget of subsidy and
trust money for technology development
Improvement of techmcal ability, reinforcement of
management strength, estabhshment of farr trade
relationship and stable order receiving for small and
medium enterpnses of subcontractor type can be
expected by these measures Development of parts
ndustries serves 1o heighten competitive position of
assembling \ndustry

5 Small and medum enterprnses of
primary products processing type

Promotion of foods
ingustry 1s Chinese
governmental pohicy
Foods industry 1s
major industry in
Hangzhou In
addition, there are
farm products as
processing resource
tn Hangzhou

Promoting measures 1o heighten
additionat value of tocally
produced primary farm products
15 insufficient

There is no information that
investigation on market needs and
possibility of enterprise
development had been performed

Perform concrete mnvestigation and planning of
measures to intensify cooperation between foods
Industry and agriculture

Support the technology development to mtroduce
high-technology into foods industry

Promotion of locally produced farm products
processing industry serves to expand employment
and to correct area gap between farming village and
city

6 Small and medium
enterpnses in specific industry

There are
mechanical/electrom
cs, chemical, medical
and spinning /
sawing, hght
industry, foods
industry and
nformation industry
In Hangzhou as main
sndustry

City of Hangzhou provides
enterpnse promotion policy for
every industry, but smal and
medium enterpnse measures
against specific industry of every
field are not arranged

Take necessary measures for every specific industry
clanfying role of small and medium enterpnses

With concentrated supporting measures on specific
industries that are leading the economy of city of
Hangzhou, further development of these industnes
will be accelerated

5 2.1 Basic promotion policy for small and medium enterprises

5.2.1.1 Background and purpose of policy

Management of enterprises in China has been performed for every ownership and every

industry 1n the past, and has not been taken transversal measures across the small and medium

enterprises However, the small and medium enterpnises hold an important position in

economy of city of Hangzhou, play an important role to moderate employment pressure and

to maintain stabihization of society In particular, traditional industries hold high position to

provide employment
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In order to enable the small and medium enterprises to respond to change of management
environment resulted from advanced consumer needs and development of market economy, 1t
1s important to bring up the enterprises that can expect maintaiming and development of sound
management through supporting the modermzation / making advance plan of these
enterprises.

As for measures of small and medium enterprises in specific field, flexible correspondence

appropriate to the each occasion will be necessary together with the basic policy.

5.2.1.2 Suggestions and contents of measures

For the development of small and medium enterprises, substantiality of management
resources such as personnel, money and information are indispensable. Properly speaking,
though the substantiality of management resources shall be executed under the responsibility
of the small and medium enterprises, administrative supporting of city of Hangzhou 1s also
important On the fields to be promoted are described 1n this chapter The suggestions on
promotion policy are described in chapter 5.3 for every fields of orgamzation, personnel,
supporting of management / technology, finance, mmvestment, information, but the outlines are
as follows.

Among the items deeply concerned to this investigation (1) Upbninging of diagnosis staff (2}
Diagnosis of producing place are picked up as the measures to be realized in early peniod In
addition, (1) Small and medium enterprise network (2) Advisory service for investment funds,

that had been performed during this investigation are described 1n chapter 6 as a pilot project.

Arrangement of supporting system

(Arrangement of promotion system)

1) As for the orgamzation, 1t 1s necessary o arrange administration framework and
execution body of promotion policy of small and medium enterprises that enables to
take fair and effective measures of small and medium enterpnises, through seizing
the actual state and problems of small and medium enterprises, planning the entire
promotion measures of small and medium enterprises synthetically, and
coordinating individual measure executed by each body

2) If responsible personnel who execute promotion measures have poor ability,
organization established with great pains become useless

3) Establish horming system of excellent enterpnses and individuals to establish credit of
small and medium enterprises and individuals

4) New establishment of financial support or considerable increasing measures of amount
1s required to arrange management environment and to support improvement of
management resources, as well as to arrange the orgamzation to promote promoting

policy of small and medium enterprises
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(Arrangement of management environment)

Proviston of funds is hard and therefore arrangement allows to make loan by
banking facilities to the small and medium enterprises, as well as establishment of
investment funds as provision source of funds to promote modernization such as
utilizing of high-technology not only to the high-technology industry but also to the
traditional industry

(Supporting to improvement of management resource)
Every small and medium enterprise is troubled by lack of personnel and
information. To manage this problem upbringing of instructors 1s necessary together

with upbringing of personnel in each enterprise.

In Japan, the policy to make advance the small and medium enterprise structure
(improvement of productivity and compensation of disadvantage in business activity) was
applied through the basic law of small and medwum enterprises enacted 1n 1963. In the
amendment of this law performed 1n 1999, the small and medium enterprises are positioned as
“Source of dynamism of economy” and arrangement of law system from the policy of uniform
level up of the enterprises to positive supporting policy for developing step of enterprises,

effort of new business activity etc .

5.2.1.3 Experiences in Japan

(1) The policy of small and medium enterprises in Japan have being conducted based on the

basic law of small and medium enterprises enacted 1n 1963

1) Japanese economy at the time of enactment of the basic law was under recovering
process after the world war. The big enterprises performed rationalization investment
positively using national funds

2)  The modermzation of small and medium enterprises got behind due 1o lack of funds,
resulting magnification of gap in productivity and payment between the big
enterprises. The basic law was enacted under the basic 1deology that various gaps
have to be corrected

3} The scheme of policy was making advance the small and medium enterprise structure,
that 1s improvement of productivity and compensation of disadvantage in business
activity
(1) To make advance the small and medium enterprise structure, the following

supporting measures were taken.
Modernization of installations, optimization of enterprise scale, cooperation of

business, rationalization of management control etc..
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(1) To compensate disadvantage in business activity, the following measures were
taken.
Prevention of excessive competition, promotion of export, fair subcontract

trading, control of relation between 1mported articles.

On the one hand, Japanese economy had recovered rapidly and the balance of trade
had gone into the substantial black, and the other hand, relative recession of
competitive position and acceleration of advancement of enterprise into foreign
countries caused by remarkable Yen appreciation since the summit meeting 1in 1985,
consequently, supporting to the promotion policy of small and medium enterprises
have been performed 1n various overseas countries around Asia. However, the basic

supporting policy of small and medium enterprises has been never changed

The basic law of small and medium enterprises was amended mn 1999.

The Japanese economy 1s sluggish continuously and stll in depression, under
progressing worldwide globalhization and creation of novel industries mncluding IT.
Accordingly, the environment surrounding small and medium enterprises are
changing remarkably in recent years Under increasing unclearness of economy itself,
the activities of small and medium enterprises that able to exhibit mobility /
quickness taking the change as chance are expected.

Accordingly, the arrangement of law system from policy of umiform level up that the
small and medium enterprises seized as the weak umformly, to positive supporting
policy of developing step of enterprises and effort to new business activity become
necessary

In the new basic law, the small and medium enterprises are positioned as “Source of
dynamism of economy tn our country” and aim to “Growth and development having
variety and vital power”.

In order to achieve the purpose, various measures are taken under the following basic
policies of small and medium enterprises- (1) Promotion of management innovation
and foundation of enterprise. (2) Reinforcement of management base of small and
medium enterprises (3) Smoothening correspondence to economucal / social change

Refer to the attached system diagrams as for each measure.
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Attached matenals

Table 5-2-2 Japanese laws related to small and medium enterprises (general)

Fig.

Fig

Fig

Fig.
Fig.
Fig.
Fig.
Fig.

Fig

5.2-1 System diagram of financial measures
5-2-2 System diagram of measures on taxation system (Related to small medium
enterprises)

5-2-3 System diagram of supporting measures on management innovation of small and
medium enterprises

5-2-4 System diagram of supporting measures on new foundation

5-2-4-1 Synthetic supporting by laws

5-2-4-2 Supporting of technology

5-2-4-3 Supporting of Management

5-2-4-4 Supporting of finance

5-2-4-5 Other various measures

Fig 5-2-5 System diagram of measures on security of management resource of small and

Fig

Fig.
Fig.

Fig.
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5-2-7 System diagram of measures on internationalization
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5-2-9 System diagram of measures on making advance
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5-2-12 System diagram of promotion measures of subcontracting small and medium

enterprises

5.2-13 System diagram of measures on making fair subcontract trading

5-2-14 System diagram of the law on secunty of governmental receiving orders of
small and medium enterprises (the law of security of governmental order) {law
No.97, 1966)

5-2-15 System diagram of measures on prevention of insolvency

5.2-16 System diagram of measures on enterprises with small scale
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Table 5.2.2 Laws related to small and medium enterprises (General)

The basic law of small and medium
enterpiises

Stipulate basic ideology and policy on smail and medium enterprise
measures

The iaw of synthetic undertaking party of
small and medwum enterprises

Law of basis on synthetic undertaking party of small and medium
enterprises, synthetic execution body of small and medium enterprise
measures

The law of finance cooperation of small and
medium enterprises

Law of basis on finance cooperation of small and medwm enterprises,
pohitical finance body of small and medium enterprises

Finance cooperation of national Iife

Law of basis on finance cooperation of national hfe, polibcal finance body
of enterprises with small scale

Central bank for commercial and industnal
cooperative

Law of basis on central bank for commercial and industrial association,
finance body against cooperative

The law on finance business by
cooperative

Sound development of finance by cooperative

The law on prior financing of finance body
of cooperative structure

Make sound the management of finance body with cooperative structure

The law of credit secunty association

Law of basis on credit secunity assoctation, credit secunty body to loaning
of small and medwm enterprise

The law of credit assurance of small and
medium enterprises

Establishment of system to assure habilities of small and medim
enterprise

The law of credit assurance of machinery

Credit assurance system on trade of machinery

The iaw of investment and upbringing of
small and medium enterprises company

Law of basis on investment and upbringing company, investment to smail
and medium enterprise

The law of imited responsibility
cooperative of investment to small and
medium enterprses

Smoothen investment to venture business

The law of special measure on taxation

Stipulate special case such as mitigated tax rate on tax and reserve fund

The law of chamber of commerce and
industry

Law of basis on chamber of commerce and industry, mainly management
guidance for small and medum enterpnse in city area

The law of commerce and industry
association

Law of basis on commerce and industry assocration, mainly management
guidance for small and medium enterprise in town and willage area

The law on organization of small and
medium enterprise party

Cooperative undertaking by cooperative / commerce and industry
associahion

The law of cooperative of small and
medium enterprises

Making advance of small and medium enterpnses through cooperative
undertaking by various cooperative

The taw of supporting of small and medium
enterprises

Supporting undertaking to small and medium enterprises executed by state,
prefecture and undertaking party

The law of secunty of governmental arder

Considering governmental ordenng to small and medium enterprises

The law of developing body of employment
and ability

Law of basis on body, stabilizing employment of {abors and increasing
welfare

The law of mutual ard of retire meney of
small and medium enterprises

Aiding system for retirement money of employees of small and medium
enterpnses

The law of labor power securnty of small
and medium enterprises

Aiding system for secunty of iabor power and improvement of employment
management

The faw of mutual aid of enterprises with
small scale

Aiding system for retirement of manager of enterprises with small scale

The law of mutual aid for prevention of
insolvency of small and medium
enterprises

Mutual aid system of safe-net against insclvency of trading partners of
small and medium enterprises




(Making advance of industry)
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Table 5.2.2 (continued)

The law of promotion of modernization of
small and medium enterprises

Promotion of modernization of small and medium enterprise measures and
making advance of induslry structure

The law of supporting to management
innovation of small and medwwm enterprises

Supporting to small and medium enterprises that develop and manufacture
the new products, intreduce new manufacturing method of products in
accordance with management innovation plan

The temporary law of measures on
promotion of creative business activity

Supporting of foundation and technology of small and medium enterpnses

The law of promotion to creation of new
business

Supporting to small and medum enterprises aiming technology
development

(Related to promotion of small and medium enterprises of area concentrating type)

The temporary law of measures on
activation of specific industry concentration

Reinforcement of self-supporting developing base of local industry

(Related to promotion of small and medium enterprises of parts industry type)

The law of prevention for postponement of
subcontracting fee payment

Making fair trading and protection of benefit of subcontractors

The faw of promotion of subcontracting
small and medium enterprises

Modernization of subcontractors and mediation of trade

(Others)

The law of supporting to enterpnses with
small scale through commerce and industry
association and chamber of commerce and
industry

Supporting to reinforcement of management base of enterprises with small
scale

The law of aid to modermzation fund of
small and medium enterprises

Loaning by state to prefecture that performing loaning of modernization
fund
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Figure 5.2.1 System diagram of financial measures

Finance cooperation General loan
—  of small and medium —-{

enterpnses Special loan
General loan
Governmental Special loan
___ finance body &1 Finance cooperation General Loan of management
small and medium of national Ife loan improvement funds to
enterpnses enterpnses with small
scale
Loan of environment / hygiene funds
Central bank for commercial
—  and industnal association
| Finance cooperation of development promotion of

Olanawa (loaning of funds of small and medium enterpnses)

Financing of
synthetic —  Financing for making advance
undertalung party
Financing [ of smalland —
medium —  Financing of mutual aid restoration
enterpnses
— Loamng system of fachity fund of
enterpnses with small scale
| Lending system of faciies
__ Financing for measure of big scale
shop advancing
Financing for measure of
| ;;r;fagsl:l\rgeby ] ™  subcontracting small and medium
Subsd ‘ enterpnses
ubsidy systemof __ [
| funds to reinforce Financing for measure of local industry
small and medium | Financing for measure of cooperative
enterpnse structure business of association
| Financing for upbninging new business
of local small and medium enterpnses
—  Special financing of iocal small and
medium enterpnses
Crednt security
associabon Vanous secunty business (supplement of credit and mortgage ability)
Supplement Synthetc — Vanous assurance busmess (undertalung securty liabiithes of credit
of credd undertaking party security association)
of small and -]
medium | Financmg business (loaning to credit security association}
enterprises
Investment and —  Investment business
Substantialty — - upr|ng":jg chad ]
small and medum |
of capal enterprises Co Upbringing business
Ltd
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Figure 5.2.2 System diagram of measures on taxation system (related to SMEs)

General measures

Measures based on individual law

Measures to prvate enlerpnses
Measures to Jundical enterpnses

Measures to smoothemng succession of enterpnises

Special measures of consumphon tax and prefecture consumpton tax

for small and medium enterprises
Measures to cooperative

Special measures 1o promotion of facity investment

Special measures to promotion of test and research

Special measures 1o saving resource and saving energy

Special measures to prevention of environmental pollution / recycling

Special measures to overseas trade

Other measures

The law of supporting management mnovaton of
small and medium enterpnses

The law of promotion of subcantracting small and
medium enterpnses

The law of promation of creative actvity of small
and medwm enterprises (The lemporary law of
measures on promotion of creative undertaking

actvity of small and medium enterpnses)

The law of synthetic undertaking party of small and
medium enterpnses

The temporary law of measures on actvabon of
specific industry concentration

The law of promotion of small and medium retail
sales commerce

The law on integral promotion of amangement and
improvement of street and activation of commerce
at centrat street area

The law of promotion to heighten efficiency of
distribution business of small and medium
enterpnses

The law of labor power securty of small and
medium enterpnses {the law on promotion of
employment management improvement to secure
labor power and tocreate proper employment
chance in small and medium enterpnses)

The law on supporting of enterpnses with smail
scale through chamber of commerce and industry,
and commerce and industry associaton

The law of temporary measures of structure
improvement of textile industry

The law on promotion of traditional art industry

Reduction of tax for facility investment,

——restonng of loss, arbitrary repayment of

imposed amount of test and research fee,
extra repayment for machinery

———Tax exemption for special Jand holding tax

Reduction of tax for faciity investment,

————camying forward of loss, arbitrary

repayment of imposed amount of test and
research fee, angel taxation system

Summanzed registenng of repurchased

———property

Artirary repayment of imposed amount
for test and research fee

Special repayment of commercial facilities

~———Special repayment of commerce related

facilities

————Special repayment of faciliies

Taxation system to renforce small and
medium enterprise base

——Exception of applicaton to profitable

business

———Fxira repayment of machinery

Deduction of tax for increased test and
research fee

Main taxation system measures concerned with Kobe/Away big earthquake disaster
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___ Approval of management
nnovaton plan

L Subsidy

—Financng  ——

_Taxatlon
system

| Credtt
supplement

| Direct
financing

L Approval of management base
reinforcement plan

— Financing —

— Taxation -
system

Credit
supplement

Subsidy

Consulting
guidance

Subsidy to management innovation measures
fee of small and medium enterpnses

Subsidy to management nnovation measures
supporting fee of small and medium
enterprses

Special financing for leading industry
upbringing

Loan to management innovaton supporting of
small and medium enterpnses

Financing to making advance by synthetic
undertaking party of smafl and medium

enterpnses

Reduchon of taxes to facilty investment
Taxation system related to test and research
Postponed restonng of loss

Measure of tax exemption for special land
holding tax

Special case of the law of credit assurance of
small and medium enterprses

Special case of the law of investment and
upbringing of small and medium enterpnses
Co Ld

Loan for management innovaton supporting of
small and medium enterpnses

Financing to making advance by synthetic
undertaking party of small and medium
enterpnses

Extra repayment to machinery
Taxation system related to test and research

Exemption of tax to special land holding tax
and business income tax

Special case of the law of credit assurance of
small and medium enterpnses

Undertaking of scout and support of reserve
venture enterpnse

Prowiston of information

*The law of supporting to management nnovation of smafl and mediwm enterprses (Law No 18, 1999)
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Figure 5.2.3 System diagram of supporting measures on management innovation of SMEs

Management Messures __ Approval of management
innovation by laws * innovation plan
|_Subsidy Subsidy to management nnovation measures
fee of small and medium enterprises
Subsidy to management innovabion measures
supporting fee of small and medium
enterpnses
L_Finanang  ——  Speaal financing for leading industry
upbrnging

Loan to management innovation supporting of
—  small and medium enterpnses

Financing to making advance by synthetic
"*—  undertaking party of small and medium

enterpnses
| Taxawon T T Reducton of taxes to facility investment
system
» F— Taxahon system related to test and research
—  Postponed restonng of loss
| Measure of tax exemphion for special land
holding tax
|__Credtt Special case of the law of credd assurance of
supplement small and medium enterprises
| Direct Special case of the law of investment and
financing upbnnging of small and medium enterpnses
Co Ltd
___ Approval of management base
reinforcement plan
| Financng ——  Loan for management mnnovation supporting of
small and medium enterprises
Financing to making advance by synthetic
— undertaking party of small and medum
enterpnses
——  Taxaton —T— Extrarepayment to machinery
system
—  Taxahon system related to test and research
—  Exempton of tax to special land holding tax
and business income tax
Credtt Special case of the law of credit assurance of
suppiement small and medium enterpnses
| General Subsidy Undertaking of scout and support of reserve
measures venture enterprise
Consulting Prowision of information
guidance

*The faw of supporting to management innovation of small and medium enterpnses (Law No 18, 1999)
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Figure 5.2.4.1 Synthetic supporting by laws

— The law of promotion to creation of new business (Law

Th

— Taxation
system

Direct
—— finance

Specific smail and
medium enterpnses

| Subsidy

Taxahon
system

Credit

™ The law of nvestment undertaking association (Law No

supplement |

No 152, 1998)

Technology innovation system of small and medium enterprses (SBIR)
Supporting to venture business of public offenng stocks type
e law of promotion of creative activity of smali and medium enterpnses {Law No 47, 1995, vaid 10 years} "1

Reduchon of tax to faciity mvestment
Angel taxation system

Special case of the law of iInvestment and upbringing of
— small and medium enterpnses Co Ltd

Identdication of undertaking plan of research and development

Subsidy to research and development fee of area
acthvating creative technology

— Reduction of taxes for facilty investment
| Elongation of camying forward pened of loss
— Taxation system related to test and research
L Reduction and exemption of local tax

Spewial case of the law of credit assurance of
machinery

Insurance of new business finding

. Direct ___ Specalcase of the law of nvestment and upbninging of
finance small and medium enterpnses Co Lid
— Secunty of “Stock opbon system
personnel
Financng | Financing to making advance
| —— Loan to activation of local small and mediim
enterpnses
Loan to supporting new foundation
—— Special loan to promotion of different business
interchange
L Loan to finding of new business of local small and
medium enlerprises
Funds system to facilities of enterprses with small
scale
Direct - Supporting undertaking to foundation creative small and
finance medium enterprses

Promotion nsurance of research and development
90, 1998) 2

*{ The temporary law of measures on promotion of creabive business activity of small and medium enterprises
{The law of promotion of creative actvity of small and medium enterpnses)

*2 The law on cantract of imded responsibility assocration of investment undertaking to small and medium enterpnses (The law of

mvestment undertaking association
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Figure 5.2.4.2 Supporting of technology

— Research and — Subsidy —— Subsidy o research and development fee of creatve
development technology
| Subsidy for research and development fee of area actvating
creative technology
|__  Promotion undertaking of technology innovation correspond
fo problem
— Taxation —1— Taxation system to reinforce small and medium enterprise
system base
L— Deduction of tax to mncreased test and research fee
| Suggeston on ] Undertaking of techno-knowledge network
technology Supporting undertaking of area activation adwisors
—— Technical supporting through official test and research body
Supporting on patent
| Making business the _______ Loan to promotion of infroduchion of novel technology
fechnology
L Upbnnging of Technical traimng by small and medium enterpnse university
technical personned Supporting undertaking for traning of broad area technology of small and medum
enterpnses
L—— Technical traning by prefecture {city)
Figure 5.2.4.3 Supporting of management
— Interchange ——— Venture plaza undertaking
| S,gf:; ;énttrammg Of_ Cultivating undertaking of spint of enterprsers
Traming undertaking to founders
Venture ptaza undertaking
Management guidance by industry base arrangement fund
Information prowision by industry base arrangement fund
Guidance undertaking of supporting of foundation
— Finding of demands ————— Opening undertaking of new commodity techno-fair
I Messe undertaking of small and medium new business
Venture plaza undertaking
Venture fair undertaking
—  Securdy of personnel — Promotion undertaking of labor security of smafl and medium enterprises
Subsidy system of personnel upbringing by promotion fund of small and medium
venture enterpnses
{——— Stock ophion system

Venture plaza undertaking
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Financing

Credit supplement
Liabilites secunty

Subsidy
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Figure 5.2.4.4 Supporting of finance

— Supporting underalung to foundation of creative small and medium enterprses

| Undertaking to scout and support of Financing undertaking of promotion
reserve venture enterpnse of new business

— New business mnvestment Co Ltd

L Investment and upbnnging of small Supporting invesiment to foundation

and medism enterpnses Co Ltd
Investment to venture business

— Special finance to upbnnging of
developing new business

| Loan to new business promotion (innovabon 21)

Loan to achvation of local small and medium enterprses
™ {loan to upbnnging creative enterpnses of native place)

— Loan to supporting new foundation
— Supporting loan 1o women and advanced age founders
— Loan to management mprovement of new founders

| ___ Loan to finding new business of local small and medium enterpnses
(loan to upbringing frontier enterprises)

™ Financing to upbnnging new business

L Facility funds of enterpnses with small scale
Insurance of new business finding

1 Venture enterpnse center

Industry base arangement fund
Undertaking of scout and support of Subsidy ranting undertaking of new
reserve venture enterprise ‘ business finding
Subsidy ranting undertaking of
supporting of new business finding
Promotion fund small and medium venture enterpnses
SANWA venture upbnnging fund

Figure 5.2.4.5 Other various measures

Foundation / venture national forum

Measures for
harmonzing

___ “Interchange” step Interchange supporting undertaking by prefecture

| Interchange supporbng undertaking by small and
medium enterpnse party

|__ *Development step —— Concentrate guidance undertaking of harmonizing
associabon
| "Making business” Special loan for promotion of different business
step interchange (Central bank for commercial and
industnal association)
|__ “Development into Opening undertaking of new commodity techno-fair
market" siep Investigation and research on upbninging policy of

creative small and medium enterpnses

Undertaking performed by small and medium
enterpnses different business interchange foundation
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Figure 5.2.5 System diagram of measures on security of management resource

of small and medium enterprises

Securty of management resource of small and medium enterpnses

Supporting of management resource
secunty

(Supporting by third type
supporting center)

{Supporting center of local small and medium

undertaking party of small and

enterpnses

{Supporting performed by synthetic

[ enterpnses)
{Supporting center of prefecture of small and
— medium enterprses}
|__ Diagnosis and suggestion undertaking of
Consulting undertaking
+— Traning undertaking
— Information provision undertaking
— — Evaluation undertaking of business
| possibility
Dragnosis undertaking of promation of facity
introduction
[ Supporting undertaking of promoton of
cooperation
™ Prowision undertaking of trading informaton
of subcontracting small and medium
enterpnse
— Undertaking of making fair trading and claim
L and trouble treatment
{Synthetic supporting center of small and medum
enterpnse ventures)
Traming underiaking

Information prowision undertaking

medium (Energy, enwronmental measures)

enterpnses) Management innovation supporting
undertaking of IT utlizaton type
Small and medium Training to small and medium enterpnsers
—  enterpnse unIversity Upbnnging and trasning to small and medium
enlerpnse supparters
———Upbringing and Traning of small and medium enterpnse
training of —1— Prefecture, 12 big —[ managers
personnel cites Traning of small and medium enterpnse
engineers
| Partes related to — Opening of vanous short courses

small and medium

Test and registration system of small and medm enterpnse diagnosticians

Supporting undertaking of new developing
mdustry cooperation

-

Other related measures

Management index and cost index of small
and medium enterpnses
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Figure 5.2.6 System diagram of measures on information revolution

Management mnovation supporting undertaking of IT
Management innovation ___[ utilization type
Supporting of supparting by IT ublzaton Dispatching undertaking of Information revolution
—— information promotion advisers

revolution Supporting of information Undertaking of network configurahon of association
revoiuton of specific network
enterpnse / group
Network undertaking of information interchange of
small and medium enterpnses

— Prowision system of policy information

Information arrangement undertaking of management
trend of small and medium enterprises

Interchange undertaking of internet utilization
IT ubhzation to — nformation

— mproveservice of  ___ Mylh-purpose network

supporting agencies — Supporting undertaking for reinforcement of creative

sending of small and medium enterpnse information

Information network operation undertaking between
central association

™ Qndine network undertaking of subcontracting trade

Subcontracting enterpnses information provision
— undertaking utihzing ntemet

. Taxaton system to nvestment promation of small and
medium enterpnses

Taxation system to promotion of new technology
Taxat integral investment of small and medm enterprises
axalion system {Mechatronics taxation system)

Taxation system to reinforcement of small and medium
enterpnse base

— Immediate repayment system of information
communication devices

_ Loan system of enterpnse with small scale facility

Supporting of funds

| ntroduction of — | Loan system of information revolution base
machinery arrangement {finance cooperation of small and

medium enterpnses)

Lean system to promotion of information revelution

promation of small and medium enterprises (finance

| cooperation of national Iife)

Software financing in making advance financing

undertaking

Information revolution cooperative undertaking in

making advance financing undertaking

Program credit msurance system (synthetic

L undertaking party of small and medium enterprises)
lease Arrangement undertaking of strategic information

revolution device

— Finance
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Figure 5.2.7 System diagram of measures on internationalization

Supporting
____measures to
whom going to
advance into
overseas

Supporting

| measures to
Japanese
enterpnses at site

—

Supporting and
— Information
provision

L Upbnnging of
personnel

L Finance, credit
supplement

Supporting and
information
provision

™ Upbnnging of
personnel

— Finance

L

—_—
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Supporting undertaking of advancement into
foresgn countries of small and medum
enterpnses

Trend Investgation undertaking of overseas
business actvites of small and medium
enterpnses

interchange supporting undertaking of
advancement Into overseas

Undertaking to smocthening direct investment
to foresgn countries of small and medium
enferpnses

Cooperating undertaking of promotion of
industnalzation

Tramning undertaking of small and medium
enterpnse managers Investgated to foreign
countnes

Loan system to management innovation
measures supporting of small and medium
enterpnses

Credit secunty system related to overseas
nvestment

Overseas facility operaton undertaking of

[ synthebc undertaking party of small and

medium enterpnses
Overseas undertaking of Japanese chamber of
commerce and industry

Smoothening measures undertaking to
activiies of Japanese small and medium
enterpnses advanced to foreign countnes

Semmnar opening undertaking al overseas
business actity site

Receving undertaking of smalf and medium
enterpnse rainee

Special loan system fo correspond overseas
economical environment



Smoothening of foreign trade

International interchange

Others
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Figure 5.2.7 System diagram of measure on internationalization (continued)

Supporting and [
— informabon —
provision b —
__Promotion of ]
import
[ Finance
— Taxation system —
l—Smc:uot:l'ne.-nmg of
trade
__Extension of
intemnational trade —

__|__Interchange with foresgn

govemnment

L Participation to

intemational meeting
Improvement of products

additionat value

—Receiving of forergn
trainees

[

5-2-20

Strengthering undertaking of mport commedity
procurement ability of smali and medium
enterpnses

import information network

Arrangement promation undertaking of foreign
access base point

Undertaking of local import promoban center
operation

Sample farr opening undertaking fo suppon
intemnational procurement such as parts and
raw matenal of small and medium enterpnses

Domeshc sample fair undertaking for
internationaizing of small and medium
enterpfses

Loan system to smoothening import, Special
loan system to adjustment measures against
international economy of small and medum
enterpnses

Deduction of tax amount when import amount
of products has increased

Special deduction of overseas trade income
with technology

Overseas investigation and information
provision undertaking for measures of
intemationalization of small and medium
enterprses

Undertaking of overseas sample far of small
and medium enterprises

interchange undertaking of technology between
foreign countnes

Internationalization promobion undertaking of
local economy and small and medum
enterpnses

Seminar opening undertaking of personnel i
charge of facies of small and medium
enterpnse

Personnel interchange undertaking to
internationalization of small and medium
enterpnses

Workshop opening undertaking of small and
medium enterprse leaders of APEC

APEC, OECD

Internationalizing undertaking of improvement
of products addtonal value of small and
medium enterpnses

Cooperative recening undertaking of foreign
tramees

Guidance undertaking to transition of skil
practice of foreign trainees
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Figure 5.2.8 System diagram of measures on cooperative organization of small and medium
enterprises

(1) Organization form of small and medium enterprise party

T Nocorporation  —— Any group
r— Joint investment
| Public utiities cooperation
usiness cooperative
Cooperative based on usiness small cooperative
__the law of cooperative ire mutual aid associabon
of small and medium redit cooperative
enterpnses rabve association
nterpnse assocciation
Cooperative based on Cooperative
L Corporation L g‘f"smlznﬂg‘;?" Commeroe and Industry
L Cooperative 1 enterpnses party rativelassociation therecf
Cooperative based on Shopping street promotion
| the law of shopping cooperative/ association therect
street promobion
cooperative
Distiling cooperative
| Gooperative based on Iquor sales cooperative
other laws oastwise shipping cooperative
Environment and hygtene same
usiness cooperabive
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(2) Supporting system on cooperative

Subsidy to — Cooperatve

undert;l::cg of — Joint investment Co Investigation and realization
— mdy thosgh — | Public utiities undertaking to find way of smail

central cooperaton and medium enterpnses

association) L__ Any group

Subsidy of personnel expense of instructor and staff of whole
™ country central association

p—— Subs|dy —_— SUbSldy o
undertaking of Supporting undertaking to renforcement of creative sending of
— central — small and medium enterprise information
association L Informaton prowision undertaking fo activation of small and
medium enterpnse cooperative organization
___ Subsidy to Amangement undertaking of central shopping street and
shopping street concentrated industry activation facility
promotion
cooperatve
___ Financing of synthetic undertaking party of small and medwm
enterpnses {financing to making advance)
| Financing [ Financing of central bank of commerce and industry cooperative
system to Financing of finance cooperation of small and medium
cocperative — enterpnses (extension of financing bmit)
| Credtt secunty system (extension of reassurance limit of synthetic
undertaking party of small and medium enterpnses)
| Taxaton system — Reduction of cooperation tax
to cooperative L— Inclusion of loss of share of utiized amount
| Tax exemption to non profit undertaking (Only commerce and
industry association of non investment)

- Gwidance of cooperative through central association of small and medium enterpnse party
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<* Synthetic undertaking party of small and medium enterpnses>

Educahonal

guidance

Investment

Financing

— l_Groupmg form

Arrangement of
concentration/
re-development form

Undertaking performed by small
and medium enterpnses

Undertaking integration

I_Groupmg form l_

L_| form

Supporting form of

— | reinforcement of
management base

Undertaking performed
by third sector

Supporting form of
—| Shopping street
arangement

Management

rationalization
supporting form of
imported commodities
wholesale

| Preceding acquisition
form
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Figure 5.2.9 System diagram of measures on making advance

Arrangement undertalung of local industry

[ creaton base, el

Supporting undertaking of shopping street
amangement

Grouping undertaking
(Compiex re-reinforcement undertaking)

Arrangement undertaking of concentrated
area

Concentration of facility (specific small and
medium enterpnse party, investment Co )

Linkage (specfic small and medium
entepnse party, investment Co )

Common facibty
(specific small and medium enterpnse party)

Lease of facilty
(specific small and medium enterpnse party)

Management innovation (specific small and
medium enterpnse party, investment Co }

Concentration of facility
{cooperative, consolidation, investment Co )

Commaon facility
(cooperative work, enterpnse cooperative)

Joint enterpnse (consolidatton, investment
Co)

Arrangement undertaling of local industry
creation base

Promotion undertaking of local information
revoluhon
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Figure 5.2.10 System diagram of measures on activation of industry concentration
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Figure 5.2.11 System diagram of measures on labor
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Figure 5.2.11 System diagram of measures on labor (continued)
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Figure 5.2.13 System diagram of measures on making fair of subcontract trading
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Figure 5.2.14 System diagram of the law on security of governmental receiving orders of
small and medium enterprises (the law of security of governmental order) (law No.97, 1966)
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Figure 5.2.15 System diagram of measures on prevention of insolvency
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Figure 5.2.16 System diagram of measures on enterprises with small scale
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5 2 2 Smal! and medium enterprises required to heighten international
competitive position

(1) Background and purpose of policy

The heightening of international competitive position of small and medium enterprises 1s urgent
corresponding to the worldwide globalization and participation to WTO of China.

There are many enterprises (including foreign capital) engaging export i Hangzhou,
Zheijlang province. However, they are managed mostly according to the conventional trade
tradition, the estimation of market demand and analysis of competitive enterprnise are not
performed and information gathering are mainly practiced based on relationship between
people. Together with progress of globalization 1n future, each enterprise — not limited to the
exporting enterprises - required to heighten the worldwide competitive position through
efforts of new products development, improvement of performance and making reasonable
price, getting the information on international trend of products, the procurement information
concerned with raw materials and parts, and the information on market. In addition,
conforming to the international standard such as transparency of enterprise, account system,

quality control and environment control are going to be required

(2) Suggestion of policy and its content

The basic policy of small and medium enterprises should be executed, together with the
following measures to heighten the international competitive position.

1) To heighten the competitive position of enterprise under globalization trend, not
only quality control and low cost but also conforming to the market trend 1s
necessary. On the other hand, if international procurement will progress, the
following 1tems (the international standard must be applied to management state,
quality control and environment control) should be populanzed into small and
medium enterprise through seminar

2) Perform the guidance concentrating upon the enterprise management under
globalization trend such as transparency of enterprise, international business and
nsk management through personnel upbringing, diagnosis / guidance of
enterprises. Seminar and training can be considered to this purpose.

3) In city of Hangzhou there 1s several excelient software companies, and it is said
that there is software to transfer Chinese bookkeeping to international one. It can
be considered to reinforce the software company by recommending utihzation of
them (utilizing small and medium enterprise network)

4) Strive to improve utilization of IT to obtain the worldwide market information

and technology information As a part of this policy, to make approach to the
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international market actually promoting the utihzation of small and medium
enterprise network
5) Configure the system in which provide the worldwide market information to

small and medium enterprisers.

fn Japan, “The law of promotion of small and medium enterprise modermzation”, “Diagnosis /
guidance system of small and medium enterprises” and "Financing system to make advance small
and medium enterprises” have been enriched and operated corresponding to the change of
management environment in order to modernize and to heighten international competitive
position of small and medium enterprises as described below. The industries required to heighten
international competitive position were nomiated to “the specific 1ndustries™ in 1969, the
upbringing of industries of knowledge concentrated type was strived i 1973 and the structural

improvement of traditional local industry groups was strived 1n 1975.

(3) Experiences in Japan

It can be said that the modermzation and the heightening of international competitive position
of Japanese small and medum enterprises have been resulted from the effort of small and
medium enterprises themselves together with the enrichment and operation of three policies of
“The law of promotion of small and medium enterprise modernization”, “Diagnosis /
guidance system of small and medium enterprises” and “Financing system to make advance

small and medium enterprises” corresponding to the transition of management environment.

1) The law of promotion of small and medium enterprise modernization

This law was enacted 1n 1963. The purpose of this law was promotion of small and medium
enterprise modernization by investigation of the actual state of small and medium enterprises
for every industry, preparation of the modernization plan of small and medium enterprise
conform to the actual state and taking measures to enable smooth execution of the plan.

Concretely, the modermization plan was prepared for the nominating industries that
improvement of productivity 1s especially required to strive making advance the industnial
structure as “the nominated industry”. The necessary measures such as financing to
modermzation funds and necessary guirdance were taken to the small and medium enterprises
executed the modernization undertaking according to this plan

In 1969, the industries required to heighten international competitive position were
nominated as “the specific industry”, and the small and medium enterprises coping with
structural improvement undertaking 1ndependently together with entire industry were
supported 1n aspect of financing, taxation system and guidance.

In 1973, “the undertaking of structural improvement to make conc¢entration” was

established, since the focusing point shifted to the upbringing of industry of knowledge
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concentrating type utilizing own technology and 1dea, the measures to enrich management
resource of software. In addition, the industries that serve to improve national life were added
1o the specific industries with the amendment of law 1n 1975, so that smooth improving of the
structure of traditional local industry group (producing place) in our country become possible

to proceed.

2) Diagnosis system

In 1948, “the basic procedure of diagnosis execution” was enacted and the diagnosis system
by prefecture has started In this procedure the diagnosis is defined as “the dements and
defects of small and medium enterprises are seized at site, suggest the improvement showing
concrete improvement method, and perform execution guidance on improvement if necessary
and strive qualitative improvement of small and medium enterprise”, and intended to the
basic solution of plobrems existing 1n small and medium enterprises.

Later on, the diagnosis object are extended from individual enterprise diagnosis to group
diagnosis such as producing place diagnosis, system diagnosis of subcontracting enterprises,
and at the same time “the law of promotion of enterprise rationahzation™ was enacted in1952,
consequently a part of expense born 1n the prefecture as diagnosis body has been subsidized
by the state.

In 1956, “the management control basic procedure” was enacted to establish the new
diagnosis method to show the way of enterprise that should be in future and improvement
target 1n future, since the economy of our country was growing, the technical innovation was
progressing and therefore the necessity of diagnosis and guidance against not only urgent
problem but also based on long term view point was heightened. In addition, financing and
diagnosis have been operated correlatively by performing the modernization diagnosis newly,
when the facility modermzation funds was loaned to small and medium enterprise, based on
the law of subsidy of promotion funds of small and medium enterprise enacted in 1960.

In 1963, the law of guidance of small and medium enterprise was enacted, the
modermzation and rationalization of management control was regarded as important to
improve the productivity. Consequently, further extension of the diagnosis was carried out
and the training system to improve the ability of traner and diagnostician to small and
medium enterprises was arranged

After 1977, the various laws to support small and medium enterprises were enacted, and n
case of the financing of various funds to make advance based on these laws, the diagnosis
have been performed without fail.

The law of guidance of small and medium enterprises was revised in 2000 to the law of
supporting of small and medium enterprises in 2000, and further repletion of the diagnosis

system was strived.
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3) Financing of making advance funds

In 1947, subsidy to the installing funds of common facility against small and medium
enterprise was approved. In 1954, this subsidy system revised to loan system and loaned by
prefecture by adding revenue source of prefecture and state. The object of loan was extended
to facility modernization funds of cooperative members beside the common facihity.

In 1956, the law of subsidy to promotion funds to small and medium enterprises was
enacted so that recovered loan from small and medium enterprises can loans again by the
prefecture without returning to the state by establishing the special account 1n prefecture.

In 1963, the law of subsidy of promotion funds to small and medium enterprises was
revised to the law of subsidy to modernization funs and the objective undertaking was revised
to funds required to make advance the structure of small and medium enterprises. The special
account was provided in the state and the conventional subsidy was revised to loaning to the
prefecture Thereafter, this policy was promoted positively based on the recognition that the
communization of undertakings and the promotion of grouping of factories and stores are
most effective 1 order to strive making advance the structure of small and medium
enterprises. Consequently, the law of undertaking party of small and medium enterprise was
enacted, and the financing of making advance and diagnosis / guidance were operated
integrally so that making advance of structure of small and medium enterpnses, 1n its turn

heightening of international competitive position have been strived.

4) Promotion of management innovation

The economy environment are changing remarkably, for example, globalization of economy,
diversification of consuming structure and progressing of information technology, and
therefore the adequate correspondence of small and medium enterprise to the management
problems such as heightening additional value of products and services, pursuit of directivity
to market are important For these purposes, the synthetic supporting measures such as
subsidy, financing, taxation system and consulting / guidance have been taken to the small
and medium enterprises that 1s coping with the management innovation and reinforcement of

management base, based on the law of supporting of management innovation.

5) Measures of internationalization

As for the nternationalization measures of small and medium enterprise corresponding to the
progress of globalization of economy and international dividing of works, the measures such as
information provision, personnel upbringing and financing required to smoothen development
into foreign countries and foreign trades have been taken Furthermore, to promote the
international interchange of small and medium enterprises, various supporting measures such as

extension of trade and participation to international meeting have been taken.
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5 2 3 Measures to small and medium enterprises of high-technology type
(1) Background and purpose of policy

The ndustry of knowledge concentrating type are leading worldwide economy 1n contrast
to the mdustry of labor / capital concentrating type or the industry of resource locating type.
The city of Hangzhou 1s adequate location of the industry knowledge concentrating type
through existing of excellent university and comfortable life environment. The city
admimistration has established hi-technology development zone and provides systems such as
scientific technology development funds / technology rebuilding funds / seeds funds and 1s
taking positive upbringing measures through the technology creation promotion center of city

of Hangzhou / the new technology advise station of city of Hangzhou

{2) Suggestion of policy and 1ts content

The development step of ventures can be divided generally into the following steps: (D
Seeds step. (2) Start-up step. (3) Early stage step. (4) Upbringing step. Hanfzhau is taking
upbringing measures for each step as described above, but university / research agency are
taking leading position and the arrangement of system evaluated by market 1s not sufficient.
The system of Hangzhou focuses upbringing of the high-technology enterprises but
upbringing of the traditional industry by introduction of modern method 1s also necessary.
The arrangement of investment funds as one of the funds flow to high-technology industry
and traditional industry 1s described in chapter of investment funds

In Japan, the new technology development of small and medium enterprises has been
supported through supporting on technology development (subsidy / consignment fee,
taxation system, financing), supporting on technology training / technology consulting,
supporting by the law of creation of new undertaking, supporting by the law of promotion of

creative activities of small and medium enterprises as described below.

(3) Experniences 1n Japan
1) Supporting on technology development

a) Subsidy, consignment fee
(1) Subsidy to research and development performed by small and medium enterprises
Assist a part of expense required to develop new products and new technologies
performed by small and medium enterprise themselves (the subsidy of research
and development expense of creative technology, the subsidy of research and
development expense of creative technology to activate area)
(1) Entrust the investigation of research / research and development corresponded to

economical and societal needs to small and medium enterprises (the trust of
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research and development of new technology corresponding to problems, the trust
of undertaking of research and development of new technology corresponding to
problems).

(111} Assist a part of expense required to develop new products and new technologies
of small and medium enterprises contribute to the promotion of local industry
(subsidy of research and development expense of creative technology to activate

area).

b)  Taxation system
(1) Tax deduction of increased test and research expense

(i1) Taxation system to reinforce technical base of small and medium enterprises

¢) Financing
(1) Loan to promote novel technologies
(1) Loan of required funds to acquire the copyright on patent / utility model program

2) Supporting on technical tramning / technical consulting

a) Training to small and medium enterprise performed by the prefectures
b) Tramng to small and medium enterprises performed by the small and medium
enterprise undertaking party
¢) Technical training performed by industry parties
d) Technical consulting by public test and research bodies
(i) Supporting of technical consulting / test
(11) Opening of open test room and equipment to small and medium enterprises
(1) Other undertaking such as technology transfer, ntrust of test, provision of

technelogy information.

3) Supporting by the law of new business creation

a) Measures to increase expenditure chance to small and medium enterprises of

national research and development budget.
b) Supporting to make undertaking the results of research and development carried out

by the specific subsidy.
(1) Special case of the law of credit assurance of small and medium enterprise
(ii) Special case of the law of investment and upbringing of small and medium
enterprises company.

(1) Special case of the law of subsidy to facility introduction funds of enterprisers

with small scale.
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4) Supporting by the law of promotion of creative activities ofsmall and medium

enterprises

a) Subsidy of research and development expense of creative technology to activate
area

b) Credit secunty system of credit security association (special case of assurance
system of new business finding).

¢) Reduction of tax to facility investment

5 2 4 Policy for small and medium enterprises of area concentrating type
(1) Background and purpose of policy

In the city of Hanfzhau, the local economy 1s formed concentrating the charactenzed industnes
in a specific area For example, 1n city of Xiaoshan there are industries of automobile parts,
chemical fibers, fine chermcals and metal tools, 1n city of Yuhang there are foods and clothes
industry, 1n city of Fuyang there are communication cables and paper industry and 1n city of
Tiande there 1s chemical industry. In Fenshuizhen investigated in this time there are about 360
enterprises related to ball pen manufacturing. This ball pen manufacturing 1s one of local industry
development that can be said the Wenzhou model as one of feature of Zheijang province.
Furthermore, there are other industries such as cloth buttons, chemical fibers, tools, leather
products, wool sweaters, low voltage electric parts and shutake mushroom. These started from
street sales mitially, and forms wholesale market with big group (4347 markets) These group
extended by themselves without the government support Some industries of them is at the
crossroads now. Many of them were cause by delay of correspondence to the market and required
new correspondence (products development, improvement of manufacturing technology). The
activation of local industry by taking effective measures against the specific 1ndustry group
concentrating these area is considered to be attributable greatly to development of economy of

city of Hangzhou

(2) Suggestion of policy and its content

Studying the following 1tems are proposed 1n addition to the basic policy foe small and medium

enterprises

1) Seize the features and problems of actual state of economy activity at producing place by
synthetic investigation using the attached producing place diagnosis method. Then make
clear the way of producing place have to go forward n future corresponding to the
structural change of economical environment, as well as make clear the necessary items to

management rationalization of enterprise groups in producing place and improvement of
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technology. To execute the pointed out items through the diagnosis of producing place, 1t
is necessary to take financial supporting measures as much as possible
Promotion to heighten the business activity efficiency by between process / horizontal

dividing of work between the enterprises in producing place.
Promotion of making advance of technology by interchange between the enterprises

Among the various cooperative undertakings for new products development such as
cooperative research, arrangement of common inspection room / inspection equipment,
collection and provision of information, cooperative purchasing of raw material,
cooperative storage of products, cooperative propaganda / sales, cooperative financing,
welfare facilities of employees, proceed the study of effective cooperative
undertakings as producing place and guide the modernization of management by

suppressing useless investment and communization of undertakings.

In this investigation an action plan was proposed as “the diagnosis of producing place”

on ball pen factory groups 1n Fenshuizhen.

In Japan, heightening of efficiency / making advance / nstalling of cooperative facilities

of undertaking activity of enterprise group in producing place have been promoted by

making clear the features and problems of economy in producing place and the way have

to go forward utihzing the producing place diagnosis method. In addition, orgamzing of

cooperative was promoted to progress above purpose.

(3) Expenences in Japan

1)

2)

The measures of subsidy, financing, taxation system (refer to 5.2.7) have been taken

based on the law of activation of specific industry concentration.

Promotion measures of local industry
Subsidy 1s presented to the following enterprises conducted in order to activate the

local industnes

a) Creative ability forming undertaking of local small and medium enterprises
(1) Traming undertaking of new products development ability
(i1) Security / training undertaking of local personnel
(iii) Supporting undertaking of exhibition / popularization of local products
b) Promotion undertaking of activation of special local industry
(1) Starting undertaking of enterprise of local resource utilization type
(1) Making business undertaking of local technology

(iii) Financing to local industry measures
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{(1v) Subsidy for training undertaking expense of high grade engineer for local
industry promotion
¢) Creation / upbringing supporting undertaking of local industry
(1) Area group activity undertaking
d) Synthetic guidance through execution of the producing place diagnosis and

various assistances by subsidy and financing.

5 2 5 Small and medium enterprises of parts industry type
(1) Background and purpose of policy

In city of Hangzhou, the manufacturing of computers / communication devices / home
electric apparatus is advancing and many related enterprises processing of parts related to
industry are existing surrounding the big enterprise and the sign of forming industrial
structure of affiliated enterprises 1s recognized. The advancement of these parts processing
enterprises and related enterprises themselves attributes greatly to economy of the city,
and further indispensable to the quality improvement of fimshed products and the

heightening of market competitive position.

(2) Suggestion of policy and its content

A certain products manufacturer was expecting the technical improvement of parts
processing and related enterprises, since there are still problems of quality of parts
manufacturers and 1f this problem will be solved, it serves to heighten competitive position
of products itself as well as whole producing place.

Because many of parts processing and related enterprises are manufacturing / processing
a part of parts as subcontractor of parent enterprise, 1t is indispensable to bring up these
subcontracting enterprises not only to improve technology but also to configure the proper
trade relations and to secure the stable receiving orders by intensifying the cooperation
with parent enterprise. However, City of Hangzhou 1s taking no administrative protection
policy for the subcontracting enterprises and there is no body to promote the
subcontractors. In addition, the information interchange system between assembling
enterprises and subcontracting enterprises 1s not arranged. Therefore, the following

measures are proposed.

1) If considerable subcontractors are existing when putting a specific parent enterprise 1n
center, guide to rationalize the subcontracung relation between both enterprise giving the
synthetic guideiine on management of parent and subcontracting enterprise by making
clear the features and dements of relationship between enterprise chain in question

utihzing diagnosis method.
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Guide to strive to extend the trade utilizing the small and medium enterprise net.

Establish the promotion body for subcontractors, contro! the information on receiving
orders / ordering 1n producing place, and mediate the receiving orders / ordering gmide

on making fair the trade.

In Japan, various pohicies such as making fair the trade, mediation of trade, financing,

subsidy and favorable taxation system have been taken as described below. In particular,

there are promotion association of subcontracting enterprises with whole country scale and

in each prefecture and have being conducted supporting undertaking.

(3) Experiences in Japan

Measures to bring up small and medium enterprises of parts industry type.

1)
a)

b)

c)

d)

2)

Measures to make fair the trade

The law on prohibition of private monopoly and security of fair trade

The law to strive arrangement of environment that enables to perform free
undertaking activity based on own origmality and responsibility of each enterpniser
by prohibiting private monopoly / unreasonable trade himitation / unfair trade.

The law of prevention of postponement of subcontracting fee payment

The law with purpose to strive to make fair trade by specifying items that have to be
observed by parent enterprises, when parent enterprise entrust the manufacturing
(including processing) of articles (semi-products / parts / auxiliaries / raw materials)
to subcontracting enterprises.

Preparation and popularization of the standard basic contracting document of
(subcontracting) trade. Guidance of making fair the trade.

Lecture to improve subcontracting trade, treatment of troubles / claims related to the

subcontracting trade

Mediation of trade

The promotion association for whole country subcontracting enterprises performs the

supporting of mediation of broad area subcontracting trade, provision of information /

mediation service for overseas enterprises, international business development of

subcontracting enterprises. The promotion associations of subcontracting enterprises in

prefecture are providing mediation of subcontracting trades and provision of information.

3)

a)

Others

There is the financing system of subsidy for research and development expense of

creative technology for area activation and financing to measures of subcontractors.

5-2-39



52 Preparation of promotion plan for small and medium enterprises

b) Measures of subsidy, financing, and favorable taxation system have been taken to
local industry concentration (about 20 areas in whole country) forming the base of
manufacturing of parts / metal molds trial products, based on the law of activation
of specific imdustry concentration (refer to 5.2 7).

¢} Guidance to make fair the trading relation by the conducting chain enterprise
diagnosis and to improve the total management activity for subcontracting

enterprise

5 2 6 Measures for small and medium enterprises of primary products type
(1) Background and purpose of policy

The city of Hangzhou 1s a Jeading producing place of farm products such as tee and cocoons
Foods industry 1s also one of main industries in city of Hangzhou The upbringing of processing
of farm products 1s attributable not only to the employment and production in manufacturing

industry but also to extend of the employment in farm village, as well as to solve the area gap.

(2) Suggestion of policy and its content

In city of Hangzhou, the promoting measures to heighten the additional value of locally
produced primary farm products including the market research of interior / exterior and the
analysis of predominance of Hangzhou 1s not sufficient

First of all, 1t is desired to research actual state on utilization of farm products, aptitude of
location as enterprise of farm products processing type, market needs and possibility of
enterprise development

Especially 1n the case of foods industry, the working environment tn factory as well as the
environmental measures 1ncluding utilization of waste 1s important. Among visited
enterprises 1n this time, there was a cast was some working environment is problematic and
therefore improvement was proposed and the enterprise executed proposed items base on the
proposal.

From above reasons, 1t 1s desired to plan the promotion measures including market research

/ research of predominance / transporting condition.

In Japan, various subsidies and financings have been carried out as measures for the

enterprises related to agriculture, forestry and fishenes.

(3) Experiences 1n Japan

In Japan, the processing of farm products 1s controlled by the ministry of agriculture,
forestry and fisheries and the following measures for small and medium enterprises related to
agriculture, forestry and fisheries have bemng performed

Measures for small and medium enterprises related to agriculture, forestry and fishenes
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Modermzation of enterpnises related to agriculture, forestry and fishenes

a) Subsidy to enterprises related to agriculture, forestry and fisheries

(1) The subsidy 1s presented to the new products development corresponding to needs
to promote extension of utilization of domestic farm products and recycling of
resources by ntensifying the cooperation between foods system that 15 a series of
flow of foods supply from production of farm products to processing / distribution
/ consuming and agriculture

(i1) Subsidy to undertaking of the foods industry center
Subsidy to investigation and research, measures to secure safety, measures on
consuming / environment and guidance of technology and management.

(1) Technical development to strive the introduction of leading technology to foods
industry.

(1v) Supporting to promote the synthetic effort for volume reduction of waste / recycling
through production, distribution and consuming on environmental measures in foods
industry

(v) Preparation of the guideline to secure safety / quality of foods.

(v1) Subsidy for the sound development of dining-out industry

(vn) Subsidy to the technology development utilizing remarkably developed technology
such as biotechnology and mechatronics in order to bring up the creating base of new
industries 1n agriculture, forestry and fisheries field

(viu) Subsidy to the technology development that serves to improve productivity and
quality

(1x) Subsidy to strive the promotion of fishenies processing area.

(x) Subsidy to strive the arrangement of production / processing / distribution system of
woods

(x1) Subsidy to strive the promotion of utihzation of woods

(x11) Subsidy to strive the promotion of lowering cost / high-grade processing and

extension of new utilizing field of woods.

b) Financing measures

(1) Assist 1 aspect of financing and taxation system for business conversion, new
commodity, development / utilization of new technology and undertaking cooperation
based on the temporary law of measures for management improvement of specific
farm products processing business

(1) Supply financing from the finance cooperation of agriculture, forestry and fisheries to
required funds for the performing of research and development of new commodities
utilizing agriculture, forestry and fisheries in middle mountainous area, and required

funds to install the facility that offer the resource of agriculture, forestry and
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fisheries such as farm land, forest to the public health in middle mountainous area, 1n
order to promote agriculture, forestry and fisheries 1n middle mountainous area.

(in) Funds to promote development / starting business of new use of specific agriculture,
forestry and fisheries products and upbringing new sort of raw matenals for
processing are financed from the finance cooperation of agriculture, forestry and
fisheries

(1v) The required funds to research and development by the research promotion agency of
specific industry of life type are financed.

(v) The required funds to strive the effective utilization of near sea resource and the
strengthening of structure of fisheries processing industry using near sea resources as
raw material are financed, based on the temporary law of measures to finance
improvement funds of fisheries processing facility

(vi) The promotion funds to make advance woods industry 1n order to promote
rationalization of production and distribution and 1n order to smoothen woods supply
are financed

(vi1) Secure habilities by the agriculture, forestry and fishenes industry credit fund 1n
order to smoothen the financing of finance body required by lumbering industry

5 9 7 Measures for small and medium enterprises of specific industry field
(1) Background and purpose of policy

It 1s said that the main industries 1n city of Hangzhou are mechanical, electrical / electronics,
chemical, medical, textile, sawing, light industry, food processing and information industry City
of Hangzhou provides promotion policy for every industry The study for measures of small and

medium enterprises 15 necessary on the specific industry of every field.

(2) Suggestion of policy and 1ts content

City of Hangzhou provides the industry plan for every field, but no plan has been
performed on small and medium enterprises.
Therefore 1t is suggested to clarify the role of small and medium enterprises in every

industry and prepare the promotion measures,

In Japan the temporary law of measures for promotion of small and medium enterprises 1n
every industry, the law of modermization of small and medium enterprises and the temporary
law of measures on activation of specific industry concentration have been applied to promote

the specific industnial field as described below
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(3) Experiences 1n Japan

1)

2)

In Japan, the measures of financing / taxation system / guidance have been taken by

enacting the following laws as promotion measures of specific industry field.

(1) The temporary law of measures for promotion of small and medium enterpnse
of every industry

(2) The law of modernization of small and medium enterprises

. Modermzation of individual enterprise
b. Undertaking of structure improvement

(3) The temporary law of measures on activation of specific industry concentration
(enacted in 1999).
Though the measures through the law of promotion for modernization of small and
medium enterprises was very effective to strive making advance the small and
medium enterprise structures, it was disused in 1999 since initial purpose was
achieved. Instead of the law of promotion for modernization of small and medium
enterprise, the measures based on the temporary law of on activation of specific
industry concentration are taken at the present. The outhne of this law is as follows.
(1) Industry concentration measured
The local industry concentration (about 20 areas in whole country} forming the
base of manufacturing parts / metal molds / trial products and the industry
concentration of small and medium enterprises forming core of local economy

such as traditional producing place (about 100 areas 1n whole country).

(1) Scheme
- The gutdeline for activation of industry concentrations is prepared by the state.
- The activation plan is prepared by the prefecture for controlling industry
concentrations based on the national guide line and get approval of the state
- When the concrete business plan 1s submitted by small and medium enterprises
or their party based on the activation plan, 1t is approved and supported by the

prefecture.

(1it) Content of supporting measures
+ Various subsidies such as subsidy to new products development of small and
medium enterprises / small and medium enterprise party
- Financing with low interest by the governmental finance body
- Special case of the credit assurance system

. Favorable measures on taxation system such as special repayment
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53 Countermeasures for the promotion

The countermeasures for the promotion of small and medium enterprises (SMEs) have been
worked out from the () Management environment, (2) Management resources, @ Issues of
SMEs 1n Hangzhou 1 the future, and @ Status-quo and 1ssues 1n the support for SMEs, as
indicated 1n the “Summary of the policies for the promotion of SMEs™

Table 5.3.1

Countermeasures for promotion

Reason for choice

Statys-quo & 155u¢

Proposal, purpose and effect

In order 10 promote
SMEs, organizations
corresponding 1o the
promotienal measures are
necessary

Thus far, the countermeasures for SMEs have
been managed for cach form of awnership of
enterpnises and categery of industry, and many
munictpal government organizations have
been related to them

As an organization to support SMEs, the
Department of Small and Medium Enterprises
was estabhished, and under its control, the
$mail and Medium Enterprises Service Center,
Smali and Medsum Enterprise Creation
Service Center, cic were estabhished At
present, however, the centers are far from
full-scale operation

The circumstances under which the city's
SMEs are placed s, generally speaking, that
although there are differences among the
enterpnises, there are shortage n funds,
insuffictent information, high percent
defective, insufficient techmcal research and
development ability, low working moraie, etc

A SME development leading group should be placed
under the Vice Mayor of the Hangzhou to improve the
conststency of the city's policies for the promotion of
SME as the municipahty

The role of the Department of Small and Medium
Emterpnises should be clanfied and necessary budget
and human resources should be furnished

The budget and human resources should be
successively furmished to the roles of the organizations
under the control of the Department of Small and
Medium Enterprises

Cooperation should be made with the existing
organization such as the Federation of the lndustry and
Commerce

By the above measures, it will be made possible te
comprehensively and effectively implement the
policies for the prometion of SMEs i Hangzhou as
well as the concrete promotional policies
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If an appropriate
organization 1§
established, the
promonional poilcies will
not prove to be a success
unless it has no
appropnate human
resources

The municipal government and related
orgamizations engaged m the promotion of
SMEs have only a short history since the
SMEs promotional pohcies was started, and
they do not have sufficient human resources

Reanng and raimng of the Municipal Government's
personnel i charge

(Tratning by lectures and on-site training should be
given 1o the managers of SMEs)

1will become possible for the Mumcipal
Government's personnel in ¢harge of the measures to
devise and unplement the precise measures

Founding of
credit of
SMEs and
individuals

SMEs themselves need te
have a will to ymprove

Currently, there 1s no commendation system
for excellent enterpnses n Hangzhou

Commending excelient entcrpnses will raise the wll
of SMEs to improve and be helpful for the promotion
of SMEs

Finance

SMEs are n a difficuit
situations o recetve loans
from the banks

I Non-existence of a government-related
excusive bank 1o be the core of the lending to
SMEs, @ The industnal finances for SMEs
have not been well established, & There 1s
no preferential lending program, ) The
government-led credit guarantee organization
has not been well established, and & The
definitien and scope of the term "SMEs” are
unclear

(T Establishment of & bank specializing m SMEs

@) Establishment of the ndustmal finances for SMEs

3 Establishment of a eredit mortgage company for
SMEs

The lending of funds of which SMEs are 1n necessity
will be facilitated

Investment
foundation

Improvement of the management environment

Venture businesses stili
have many problems in
China

There are many 1vesting oppartunitics tn
Hangzhou because there are ample
private-sector funds and the city has a fugh
growing potential

(1) At present, there are tnvestments to the
high-tech corporation group, but those to
the improvement of technologies of the
corporations are weak

The legislative system related to the
mvestment foundarion 15 tow being
established

(2)

(1} O Rewnforcement the function of Econamical
Commission to support venture businesses
@ Restructuring of the cooperative system
involving indusiry, academy and government
{(Note 1}
@ Strengtheming of the support for the direct
financing by the Small and Medm Enterpnises
Service Center {Note 2)
{2) (I Establishment of the pnvate equity invesiment
market {Note 1)
& Consideration of the establishment of the
limited-partmership type venture capial
As a pilot prosect, the methods of the establishing
investment foundation and exanmining the entities
to be invested are provided
Venture businesses in Hangzhou will be developed and
high technolegics will be introduced aiso to the
traditional industries
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resources  Therefore,
utitization of external
leaders 1s effective

being carned out at the Nanonal Science and
Technology Commession It 15 extremely
effective by itself, but the tramning of 2
diagnostician takes several years

Reanng of The most serious problem | The rearmg of human resources and managers Traimng for ¢Merprise managers
human related 1o SMEs 15 the of SMEs have not been implemented (Acquisition of managing and controlling
resources :n | shortage in human systematicafly  (The Administration of Labor technologies and mformation on new technologies
SMEs [ESOUICes and Education Board are the major and commodities)
Organizations to rear human resources, but Traming for pencral employees
they mismatch the requirement of SMEs and (Leimmg of necr:slparyymaners suitable to differcnt
do not function sufficiently  The reaning of divisions such as general affairs and production
human resources implemented by the site)
admunistrations 1s for the large-scale
corporations and state-owned corparations Training for techmicians
1t 15 said 1o be open to SMEs, but m fact 1115 {Learning of production control technologies and
barely participated m by SMEs ) The rearing production technologies)
of employees by SMEs 1s manly done through | SMEs will be able to improve their management and
OJT, but it has not achieved sufficient effects | control level, morale of employees and technelogical
levcl
By rcarmg SME leaders, 1t 15 possible to improve the
management and technologies of SMEs
Rearing of [ It 1s difficult for SMEs to | At present, the introducnion of the Smali and For reanng the SME leaders, 1115 proposed to
leaders obtain necessary human Medium Enterpnise Diagnostician System 18 expenence manufacturing together with the corporzte

managermcnt

It 18 desired that the building up of above items wiil be
implemented as early as possible because the diagnosis
and gusdance have already achicved certamn results,
and persons in charge i the Department of Small and
Medium Enterpnses and companies i each mdustrial
area and 1eachers and students of umversities in
Hangzhou have participated in and expenenced the
diagnosis and guidance

Working out
of manage-
ment and
cost indexes

Improvement of management resources

Effective 1o the
management strategy of
enterprises and measures
for SMEs

Many SMEs are devising management
strategies without management index and cost
mdex  Under the circumstances, 11 1s feared
that the managenal problems are mistaken and
the mustake could be the bottlencck of the
corporate growth

On the other hand, the admimstration side 15 an
the position that 1t cannot grasp the actual
conditions of the management of SMEs  In
other words, 1t 15 1 the situations that the
admimistrations cannot properly impiement the
plannig and drafuing of the SME measures for
SMEs and gwidance and control of SMEs

The Department of Small and Medium Enterprises
should implement the recapitulation and editing

The corporations will be able to grasp the situations n
which s placed and Hangzhou City will be able to
grasp the actual situations of SMEs

Establishme | 1t 15 difficult for SMEs to | It 1s difficult for SMEs to reain all the

nt of have their own testing equipment such as measurement devices and
facilities for | equipment or equipment physical properties testers, and therefore, 1113
the for the development necessary for them to have facilines of joint
technology ownership outside of them  However, such
development facilmtes have not been well established, and

the ¢ollection of data for the resolution 15
Trmuted

Therefore, they are not yet in the situations
where they can impiement the improvement of
technologies

SMEs should invest to cstablish the metal-rclated
testing equipment and processing equipment and
assign operational personne! for the measurement
devices and equipment

{In cas¢ of necessity, a subsidy of Hangzhou Caty
should be granted for the establishment of the
facibities )

Implementat:
on of
diagnos:s at
the piace of

There are many
regmn-lmenswe industrics
n Hangzhou

The region-intensive SMEs group s a
remarkabie charactenstc of Hangzhou, but
there has been no governmental supports in
the past  The ity 15 now at the turtung point

Implement the diagnosts at the place of production in
order to clanfy the problems of and measures for the
SMEs group 1n the rcgion-intensive industry By
dong se, the revitalization of the SMEs group will be

some other areas 1n Hangzhou

producnen to respond to the changes 1n the market able to be reahized

Support for | Access to the market and | The obtmnment of information on the market | (U Establishment of a network of SMEs, and

the technologies 15 and technologues largely relies upon human @ Promation of the use of IT by SMEs

expansion of | insufficient nerworks, but the use of the Internet, etc 18 {As a pilot project, a SMEs network has been
uses of msufficient  There 15 a certain established established and 18 'operated )

mformation environment for the Internet in the centrai and | it will become easier for SMES to access anformatien

and respond to the globalization of the international
market

(Note 1) Restructuning of industry-academia-government collaborative system (Man text 4 2 6(3))

The industry-academia-govemnment coordinators at prescnt are diversified

It 1s necessary to rearrange these and strengthen the

function of Hangzhou Mun:cipal Economical Commussion and Hanzhou Product Education Research Institute, and orgamze the
“1ndustry-academia- govermment promotion community” by the developing orgamzation

{Note 2)

Strengtheming of support by direct finance by the Small and Medum Enterprises Service Center (Main text 4 2 6(4))

It 1s desirable to establish an investment foundation mainly by the Small and Medium Enterprises Service Center

(Note 3) Establishment of the private equity investment market (Man text 5342)

Since a China version of NASDAQ has not been matenalized yet, and 1f 1t 1s matenalized, the critena for listing 1s severe, 1018

considered 1o be a “prize beyond their reach™ to venture businesses in Hangzhou

Accordingly, 1t 1s necessary to establish an

exchange market for uniisted stocks making the “Hangzhou Municipal Propenty Right Transaction Ceniter” its parent
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It 1s necessary for the Mumcipal Government to secure a necessary budget to implement the

above-mentioned countermeasures

The proposed budged necessary 1s as follows.

Table 5.3.2 Proposed budget of the Municipal Government necessary

for the promotional countermeasures

Stra-
tegy

ltem

Contents of suggeshons

Propesed budget of the
Municipal Government

Establishment of the system for promotion of SMEs

Expansion of ergamzation

1 Contents of suggestions

(M Establishment of the Small and Medium Enterprises Development Leading Group, @
Strengthening of the function of the Department of Small and Medium Enterprises, and @
Strengthening of the function of orgamzations under the control of the Department of Small and
Medium Enterprises

(1) Establishment of the Small and Medum Enterprises Development Leading Group
The necessary function 1s the devising of the comprehensive policy for SMEs in Hangzhou
and maintenance of cooperative system of the related organizations

{2) Strengthening of the function of the Department of Small and Medium Enterpnses
The necessary functions are () Planning and drafting of undertakings to support SMEs, @
Leading of the implementation of the undertakings by the substructures, @ Management of
the 1mplementation of the undertakings, and @ Establishment of the system for cooperation
with the Federation of Industry and Commerce
The necessary orgamuzations are (1) Measures for SMEs, @ Development of technologies
and investment i the equipment, (3 Traming on management, @ Consultation on
management, (5 Collection of information, and ® Promotion of production technologies

Strengthentng of the functions of the orgamizations under the control of the Department of
Small and Medium Enterprises

1) Small and Medium Enterprises Service Center
The direct supports are E% Capital participation 1n the corporate incubators in the High
Technology Development Area, @) Founding of venture investment compames, and (€3}
Recommendation of enterprises to the secunty exchange for venture
The ntermediary supports are (I SMEs Credit Mortgage Center, @ Property Right
Center, (3} Consultation for enterprises at the Small and Medwm Enterpnises Association,
@ Strucruring of a technology data-bank, (® Structunng of a SMEs information
network, and (8 Structuring of a base for raising enterprise managers

Smait and Medium Enterprises Creation Service Center

(D' The Office performs the dispositions of clencal works and management of the SMEs
network, @ The Finance Department performs the dispositions of finance and
accounting, operation of the investment foundation and preparation for the foundation, @
The Consulting Department performs the control of information and provision of
consultation survives, @ The Liaison Department performs the operation of cooperation
system with the external entities and control of dispatching of human resources, and
Research and Development Department performs the collection of 15sues of enterprises
engaged 1n the assignment and investment of scientific technologies, introduction of the
enterpnses to research institutes

3

—

2

~—

2 Disbursement The mimimum necessary staff-members of the Department of Small and Medium

Enterpriscs are 9 persons (currently 4 to 5 persons) and the mimmum necessary staff-members of
the organizations under the control of Department of Small and Medium Enterprises are 30
persons (currently 11 persens) totaling to 39 persons 100 thousand yuan per person per year 39
million yuan

Total amount 3 9 milhon
yuan (the increased
portion s for 23 persons)
({If seconded persons can
be obtained from the
private sector, the
corresponding amount
will be reduced )

Rearing of persons 1 charge of the

measutes

1 Contents of suggestions A training program 10 rear the persons in charge in the Mumecipal

Government will be conducted

(1} Tranees For the time being, 35 staff-members of the Department of Small and Medium
Enterprises, Small and Medium Enterprises Service Center and Small and Medium Enterprises
Creation Center, and several persons related to the Economical Commission, totaling 1o about
40 persons will be trained

(2) Themes of tratmung For unexpenenced persons, traiing (D On policy and system for SMEs
(2 days), @ Reclated to management basics (one day), @ Related to control (3 days), @
Related 10 information (one day), & Related to technology {one day), and ® Related to
funds (one day), alt by lectures, and in addition, on-site practical exercise will be conduced

(3) If 12 days are speat for one course and 4 classes are formed by 10 persens each, the total will
be 48 days

(4) Instructors will be the teachers of umversihies and managers of enterprises (including forcign
corporations extending business to Hangzhou)

2 Dhsbursement [Instructor fee of 1,000 yuan per day, totaling to 48,000 yuan

The experienced persons will be given traiming by lecture 2 imes a year (one day for each time)

48,000 yuan (This will
decrease from the second
year because the number
of tramnces will decrease )
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Stra-

Proposed budget of the

establishment of a full-scale company, the investment by the Mumcipal Government will be
necessary m accordance with the scale and contnibution ratio of the company

tegy Iem Contents of suggestions Municipal Government
“ The commendaton by the Director of the Department of Small and Medium Enterprises, Chief Shght
w9 =2 Officer of the Economical Commussion, Mayor, etc will be endowed 1n accordance with the
:5_ E - _§ extent of achievements by those to be commended of the enterprises, ete listed below
s g B Z |+ An enterpnise which achieved excelient performance results consecutively for a certain perod
o3 o
E gul w5 E + An enterpnse which posiively utihized the measures of reanng talented persons,
5 EE a2 computenzauon, etc and achieved remarkable improvement of the management
@ 9
5 ‘E % = |+ An enterpnse which achieved an 1mprovement with regard to 11s production, sales, etc that can
ER g E‘ be an exemplar to the other enterpnises (model enterprisc)
. % W@ |+ Aleading person, etc who remarkably contributed to the dissemunation and implementation of
the measures
1 Items of suggesnons () Foundmng of a bank specialized m SMEs, @ Establishment of A contribution of
= 2 industrial finance for SMEs, & Establishment of a credit mortgage company for SMEs, and minmurn 250 mitlion
2 E (@ Reaning of talented persons related to finance yuan
) T |2 Disbursement The capital of the credit mortgage company shall be 500 million yuan. a
§ = majonty of which shall be funded by the government
s 2
- £ 1 Ttems of suggestions (3 Estabhishment of the private equity investment market, @ Founding | For the ime being, a
2 g of a lumuted partner-type venture capital (LPS), and @ Reanng of talented persons for the contrbution of 2 millien
E z E:; E nvestment foundation yuan to the management
g .E 5 |2 Disbursement In the stage of the preparation for the LPS, the Municipal Government shall company
2 L= contnibute 2 mullion yuan representing 20% of the capital of the management company (10
g' =8 million yuan) through the Small and Medium Enterprises Service Center In case of the

Improvement of management resources

Reanng of talented persons of SMEs

1 Contents of suggestions Traming of managers, general employees and techmcians of SMEs

(1) 1n the training of the managers, traming on matters related to the management control and
new knowledge to meet the globalizing market 15 necessary One day cach for the
management basics, finance, labor management, sales, and matenals and purchasing

(2) For the traming of the general employees, separate traiming for each category of duties 2
days each for the general affairs (accounting and labor management), sales {market
forecasting and preparation of sales plans) , and production site {production control)

(3) Traimng of techmicians (10 days for the traming masnly on the production control, and $
days for the traiming on speciahized technologies)

2 Disbursement If 30 days are spent for each tume and two times of training are conducted w0 a
year, it will require 60 day/persons  If the instructor fee be 1,500 yuan, the total disbursement
will be 90,000 yuan  Assuming that the tramees bear the traiming fee i principle but a half of
the fee for the tramnees who recerved 80% or more of the training and passed the examination
(assumed to be 30% of all trainees) be subsidized, the disbursement by the Municipal
Government will be about 14,000 yuan

Subsidizing of half of the
training fee 14,000 yuan

Rearing of management-advisors

| Contents of suggestion Rearing of unexpenenced management-advisors

(1) The first stage of the enterprise management traiming (finance control, inventory control,
progress control, and quality control) shall be the trmming by lecture of 3 months, and
practical exercise of 3 months, one time each 1n a year

{2) The second stage of the enterprise management traimng (labor management, matenal
purchasing control, sales control, production control, and information control} in and after
the second year

(3) The “manufacturing of things” traiming will require 1,700 to 5,600 yuan as the equipment
expenses depending on the fevels of the courses  In and after the third year

2 Dhsbursement The instructors” expenses will be 72,000 yuan (8 x 1,500 x 6) provided that 5
lectures and 3 practical exercise-instructors are assigned and the average remuneration for them
15 1,500 yuan  In addition, the miscellaneous such as traiming matenals will be required
The fee of the training courses on high-grade industnal and commercial management (60 days
1n a year) conducted by the Department of Management of Zhejiang Umiversity, etc 15 260
yuan per day, and 1f the same fee 15 applied 1o this case, the traiming fee will be 2,160,000 yuan
(200 x 180 x 60)  Since the benefits of the management-advisors are not clear, 1115 very
likely that all trainees will be the persons related to the government (including the Federation
of Industry and Commerce)  In Japan, 90% of the trainees n the early years were persons
related to the government

3 Two times of training m a year {one day for ¢ach tume) for the purpose of mamienance and
advancement of the abilities of expenienced management-advisors

2,160,000 yuan, if all the
trainees be the persons
related 1o the
govermnment during the
carly time
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Stra-
tegy

[tem

Contents of suggestions

Proposed budget of the
Municipal Government

Improvement of management resources

Working out of Management and
Costs Indexcs

Contents of suggestion To provide the managers of SMEs with the management guideiines,

and the Mumcipal Government with the data for devising and drafting the measures for SMEs

by working out the Management and Costs Indexes of SMEs

(1) The actual condition of the management of the major industries in Hangzhou shall be
examined

(2) Of the major andustnics n the city, for at least those 10 be preponderantly raised, the
Management Indexes compiling the vanous ranos such as B/Ss and Costs Indexes
compiling the distribution ratios of each ttem of manufactuning costs, both classified per
category of industry and scale of enterprise, shall be worked out and regularly 1ssued

Disbursement 1t shall be contemplated that 3 person/months wall be used for the works of
preparation of questionnaire, sending, collection (ncluding that by telephone calls and visit),
counting and working out of the 1ndexes to cover 300 enterprises as a pretest for the first year,
and 18 person/months in case the 2,500 over-scale enterpnises in Hangzhou be covered from
the second year

20.000 yuan, assuming
that an external entity 15
entrusted for the pretest
a1 300 vuan per day

Establishment of equipment for
development of technologies

Contents of suggestion Establishment ef the equipment to develop technologies of SMEs

(1) The equipment for the test, research and development for the machinery (sncluding molds)
enterprises, electronics and electnic enterprses, and hight industries shall be mnstalled, and
(I measunng and testing devices, @ designing equipment, and @ process experiment
equipment shall be expanded

Disbursement The expenses for facilities of machinery and bwildings are estimated 10 be 20

million yuan  The operational personnel including the president will be 11 persons (personnel

expenses will be 132,000 yuan assuming the average cost per month per person at 1,000 yuan)

Management It 15 contemplated to be operated as a joint-stock company The government

shall contribute one third of the investment in the company (about 600,000 yuan), and furmsh

100% of facilities

This plan requires coordination with the related organizations, and needs to be deliberated for

the time being

20 milhon yuan of
faciliies expenses, and
200,000 yuan of
contribution 1o the
company

Dhagnosis at
the place of
production

Contents of suggestion  The diagnoses at the place of production of the region-intensive
wndustry group (the group of bali-pount pen factores as the first case) shall be conducted

Disbursement 1t requires the persons in charge of the management finance, production
technology and management and one year {12 months)  Assuming that an external personnel
1s entrusted at 20,000 yuan per month, it will cost 720,000 yuan  Assuming that the
Municipal Government is to bear one thurd of the expenses, 1t will bear 240,000 yuan

240,000 yuan

Utilization of
information

Contents of suggestion A pilot project has been established for the maintenance and
development of the SMEs network 1t 1s necessary to reinforce the hardware for the purpose
of supplementing shortage of the capacity of servers, measures to prevent the invasion by
hackers, and equpment for PR (notebook-type PCs and projectors)

Disbursement It 15 considered that the reinforcement will require an expense of about 170,000
yuan In addition, the daily operation requires 37,500 yuan, and +f new content will be
started, 1t wil require an additional expenses

170,000 yuan for the
reinforcement, and
37,500 yuan per year for
the operation will be
required
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5 3.1 Establishment of an organization to support SMEs

(1)  Background of the proposal of the policy

In carrying on a manufacturing industry, a company implements such works as sales,
accounting, labor control and production in some way or another, regardless of the scale of the
company. However, in case of a corporate scale of the a small-scale and sub-scale companies,
it 1s difficult to assign a full-ime person in charge of the work and carry out the precise
management and tmprovement of the work. Accordingly, the improvement of management
sometimes cannot progress easily

It is considered that the establishment and progress of the management base of these SMEs will
be, without fail, the driving force of the development of the economy of Hangzhou. Therefore,
the support for the establishment of the management base for SMEs 1s indispensable, and the
supporting organization to that end must be estabhished urgently.

When the Mumcipal Government supports SMEs with the management resources which they
are lacking and revitalizes them, 1t is necessary to consider the following:

(DHangzhou Municipal Government should clearly distinguish the works of controlling and
supervising SMEs from the works of supporting the management of SMEs, and reconstruct
a supporting orgamization that will enable SMEs to voluntarily demonstrate their vitality.
The duties of the division in charge of the supports to SMEs should not include the
permitting and licensing or controlling and supervising of SMEs, and a system which
allows the executions of equitable, quick and accurate supporting admimstrations should
be built up

@In order to render the management supports, the supporting person must first have a
comprehensive knowledge concerning the supporting of the management of SMEs
However, 1t cannot be considered that there are many persons who have a comprehensive
knowledge concerning the supporting of the management of SMEs in China where the
measures to promote SMEs were worked out just recently. Accordingly, the rearing of
supporting persons must be implemented urgently.

(®The organization must be functional. At present, the organizations related to the supports
for SMEs in the Hangzhou Municipal Government are dispersed, and not necessarily in a
condition that the supports for SMEs are uniformly exercised. Therefore, in order to
strengthen the collaboration among the related organizations, it can be considered to
establish a permanent commission under the Vice Mayor who supervises the Economical
Commussion and Science and Technology Commission in order to strengthen the
cooperation among these related organizations, and make the Department of Small and
Medium Enterpnises function as the secretariat.

(2) Status-quo and problems concerning the supports

1) Status-quo of the organization
As the status-quo, the divisions considered to be related to the works of supporting SMEs
n Hangzhou are, as those related to the Economical Commission, the Department of Small
and Medium Enterprises, Department of Science and Technology, Department of Technical
Transformation, Machinery and Electronic Business Control Office, Light Industry and
Spinning Industry Office, Building and Alloy Industry Office, Department of Market Sales
Office, Small and Medium Enterprises Service Center, New Technology Transfer Office,
and Small and Medium Enterprises Technology Creation Promotion Center; and as those
related to the Department of Science and Technology, the Department of Industrial Science
Research, Department of Result Technology Market, and Department of Patent In
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addition, there are the Township Enterpnises Admimistration, Labor Administration, and as
the organization having the public nature, the Hangzhou Municipal Commerce and
Industry Associations Federation.
The orgamizations can be roughly classified into the following:
Note: (E) stands for Economical Commission, and (S), for Science and Technology
Commussion.

(@  Support with funds for technology development

Department of Science and Technology (E), Department of Industrial and Scientific
Technology (S), Department of Result Technology Market (S), Township Enterprises
Adminzstration

@  Support with funds for the equipment (Support for the industrialization and practical
use)

Department of Technology Transformation (E)
@  Support for the management and technological seminars

Small and Medium Enterprises Service Center, Small and Medium Enterprises Technology
Creation Promotion Center, New Technology Transfer Office, Industnal and Commercial
Associations Federation

@  Support for information (Provision and exchange gatherings)

Small and Medium Enterprises Service Center, New Technology Transfer Office, Industrial
and Commerctal Associations Federation

@) Suppeort for sales promotion

Department of Market Sales Office, Industnal and Commercial Associations Federation
®  Support for reanng technicians
Adminsstration of Labor

2) Problems in orgamzations

It 1s considered that great efforts have been used to establish the supporting organizations,
but they do not seem to be substantially functioning.  The most significant causes of that
seemn to be that there are only several staff members in the Department of Small and
Medium Enterprises 1f counted including those concurrently taking another post, and that
there 1s no pivot which comprehensively directs and orders such themes as how to treat the
supports for SMEs and 1n what way to implement the supports for SMEs. In other words,
1t 15 because there exist no well-established measures and organizations to support SMEs.

3) Contents of proposals

To roughly classify the problems in management of SMEs 1n general consideration, there are
the basic problem of management, problem of finance, problem of funds, problem of
production, problem of sales, problem of labor affairs, and problem of procurement of matenals.
In order to dissolve these problems, the admimstrative organization which renders intellectual
supports and funding supports should be reconstructed.

In order to implement supports necessary to resolve managenal problems of SMEs, 1t 1s
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necessary to systematically and comprehensively support them. To that end, reviewing of the
existing supporting organizations and establishment of collaboration among the related
supporting orgamzations must be implemented. In addition, 1t 18 considered to be necessary to
establish the organizations in which the supervision of enterprises and support of enterprises
are clearly divided. Further, considerations should be given so that the powers of the person
responsible for the funding supports and person responsible for the management-technical
support (1n the aspect of software) shall be clearly separated, and accurate, comprehensive, and
at the same time equitable management supports shall be executed.

From the results of researches by questionnaire and by wvisits to enterprises, the problems
related to SMEs can be itermzed as shown below. In reconstructing the orgamzations, 1t 18
desirable to structure the organizations taking the results of these researches into consideration.

Table 5.3.3 Problems related to SMEs and grouping of the contents

Fund-related information-related Technology-related Control-retated
Concrete contents | Funds are lacking Informatson on the industrial | Percents defective are ugh | Working merale 18
of problems world 1s lacking low
Lending terms are short | Information on the Process improvements do Inventories are large
up-to-date equipment 15 not | not progress
cbtained
Fund-raising 1s difficult | informanion on the new Technological studies and Delivery terms are not
products 15 not sufficient improvements do no complied with
progress
Information on the Planming and desigmmng Manufactunng cost
explonanon of customers 1s | abihties are lacking control 1s insufficient
lacking
Itermized Funds for updating Industnal trends Percents defeciive of Labor control
particulars facihties products and processes
Operating fund Information on new products | Improvement of processes Inventory control
Fund for expanding the | Information on new Introduction of new Progress control
operational scale technology technologies
Information on the sales Power to develop Financial control
promotion
Measures Cilanfication of the Participation 1n the Internet Reanng and adoption of Reviewing of salanes
presently possible | accounting technicians for the managing
to be taken by officers
enterprises
Establhishment of equipment | Partictipation in
for the development of traiming
technologies and products
implementation of quality
control
{4) Concrete countermeasures

1) Structuring of orgamzations (Refer to the Proposed Orgamzation Chart)

The Small and Medium Enterprises Service Center, Small and Medium Enterprises
Technology Creation Promotion Center and New Technology Transfer Office, etc. should
be positioned as substructures of the Department of Small and Medium Enterprises In
order to make it clear that they are substructures, they should be let deliberate the budget
compilation and secure the right of personnel management. In addition, the official
position of the persons seconded as an executive of the substructure should belong to this
division (Economical Commussion), and the subsidizing of the operational expenses should
be made through this division
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Further, the Industrial and Commercial Associations Federation should be an cooperating
organization. A division to which the management support works implemented by the
Municipal Government can be entrusted should be established 1n the Industnal and
Commercial Associations Federation. It should bear a part of the supporting works.
The framework of the proposed SMEs supporting orgamzations is shown 1n the Proposed
Organization Chart

SME Development Guidance Group

The works which the Department of Small and Medium Enterprises 1s going to promote
hereafter are the works which each Commussion and Department 1n the Hangzhou Municipal
Government were already concerned 1n the aspects of the management and guidance of the
enterprises.  Of them, those works concerning SMEs will be taken over by the Department of
Small and Medizm Enterprises, and 1t 1s necessary to carry out the works in cooperation after
they have been taken over. To that end, the existence of the SME Development Guidance
Group 15 necessary ~ We consider that for the chairperson of thus Group, the Vice Mayor who
supervise both the Economical Commussion and Science and Technology Commussion 1s
switable. The members of the Group should be the responsible persons of each Commussion
and Department The SME Development Guidance Group should be an organization which
will discuss and deliberate the measures which will achieve the supporting effects with efforts
by all the divisions of the Hangzhou Mumicipal Govemnment, take effective supporting
measures by cooperation among all divisions, and mstruct the Department of Small and
Medium Enterprises about the direction of the supports.

Role of the Department of Small and Medium Enterprises

The Department of Small and Medium Enterprise should implement the planning and drafting
of the works of the supports for SMEs, guidance for the substructures to carry out the works,
and control of the situations of performance of the works There will be six separate
divisions and they will be m charge of: Measures for SMEs, Technology Development and
Facilities Investment; Management Training, Management Consultation; Collection and
Provision of Information, and Production Technology Development The volume of works
that the Department of Small and Medium Enterpnises directly implement should be
minimized as far as possible, and the Department should let the substructures implement the
works. In other words, the Department should grasp the situations of the carrying out of the
works by the substructures and implement comprehensive coordination of the works and
guidance for the implementation of the works, and play a supervisory role.

Hangzhau Mumcipal SME Development
Economical Commission Guidance Group

{

Department of Small e
and Medium

!

Small and Medium
Enterpnises Service

I
[ | I | |

Support for management & Reanng of Financial support Management con- Support for

technological information talented {Mortgage) sultation and support venture businesses

Figure 5.3.1 Proposed Organization Chart
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¢) Orgamization for implementation of works and cooperating organization

As the organizations for the implementation of the supporting works for SMEs, there can be
the Small and Medium Enterprises Service Center, Small and Medium Enterprises Technology
Creation Promotion Center, and New Technology Advice Station. It 1s considered to place
the Small and Medium Enterprises Service Center which is a business corporation as the core
of the implementing organization, and the Small and Medum Enterprises Technology
Creation Promotion Center and New Technology Advice Station will cooperate with 1t
Further, the Industrial and Commercial Associations Federation should be a cooperative and
collaborative orgamization for the supports.

d) Small and Medium Enterprises Service Center

Contents of the works of the support-implementing orgamzation and its share of works (Refer
to the Proposed Organization Chart)

(D Division of management and technology information support

This division will perform the works of providing management information focusing on
the Hangzhou Network, and build up a system in which the new technology information
can be provided as early as possible.

@ Duvision of the rearing of talented persons

This will implement the Managers Traiming programs of medium- and long-term utilizing
Saturdays and Sundays, in addition to one- or two-day training programs.

The Zhejiang University holds eight divisions of 36-hour courses of Industnal and
Commercial Management Training for enterpnse managers annually and has achieved
good results. A similar trammng program should be implemented for the managers of
SMEs.

@ Diwvision of financial support

This will make the mortgage companies now existing 1 the city participate in the
remsurance organization supervised by the Municipal Government, and carry out the
work of controlling them.

Also, this division shall be the window to confer with the Municipal Government the
technology development and facilities investment by SMEs.

@ Division of management consultation and support

The Small and Medium Enterprises Technology Creation Promotion Center which
implements business activities uniformly with the Small and Medium Enterprises Service
Center dispatches specialists and renders guidance to the corporations which invest in the
Small and Medium Enterprises Technology Creation Promotion Center and their
affiliated companies, but does not render support or guidance to SMEs. The Small and
Medium Enterpnises Technology Creation Promotion Center will have to be positioned
differently 1n the new organization, and 1ts organizational constitution will have to be
changed so that SMEs will be able to receive the supports and guidance from it.

In implementing the management consuitation and support for SMEs, it is necessary to
rear the talented persons suitable to the duty of support and guidance. For the time
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being, the support and guidance shall be implemented focusing on the 1ssues related to
the financial control (analysis) and production control. (Refer to the paragraph titled
“Rearing of talented persons for the revitalization of the management” 1n the Action

Plan.)

(5 Division of supports for venture businesses

As for the division of the supports for venture busmesses among SMEs, the
establishment of the Investment Foundation will be promoted and its operations will be
maintained.

e) Points to be noted of the organization

There are some issues to be noted with regard to the organization.

As it 1s the time of reformation of the industrial structure and turning point of the economy,
talented persons suitable to the works should be assigned without making a simple personnel
assignment.

In charge of the measures for SMEs.
Persons who have abilities to plan the measures.
In charge of the management consultation:

Persons who fully know the contents of each administrative organization and have patience
and the power of execution

In charge of the management traiming.
Persons who have grasped or are willing to grasp the actual conditions of the management of
SMEs.

In charge of the promotion of production technologies

Persons who have learned statistical quality control and have concerns in group researches.
In charge of the collection and provision of mformation’

Persons who at lease can handle packaged software for computers.

In charge of the investment 1n the equipment for development:

Persons who have great techmcal curiosity and not those who simply have unique
technologies.

2) Major implementing organization ~ Economical Commission

3) Implementation schedule
Deliberation of the construction of the orgamzation One year
Reanng of talented persons for the management support. Six months to one year

4) Economic benefits
+  The base of the management development for SMEs will be established.

» Enterpnises which can be the local companies that are indispensable for the overseas
corporations to expand into Hangzhou will be grown, and the invitation of overseas
corporations will be made smooth
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5) Particulars to be noted and problems in the implementation
« A tail-end supporting organization which will facilitate visits to the enterprises shall be
established in order to achieve the supporting effects  Also, the share of roles of the
Small and Medwum Enterprises Service Center, Small and Medium Enterprises
Technology Creation Promotion Center and New Technology Advice Station shall be
made clear

« The reaning of persornel who can support visits to enterprises and achieve the effects of
supports must be implemented.

+ Public relations to enterprises about the contents of the management supports shall be
positively implemented and supports shall be rendered giving priority to the SMEs
which desires to receive the supports.

« It 1s necessary to wipe out the image of the supervision of enterprises and devotedly
render supports for enterprises.

« Liaison conferences of the persons in charge of the management support should be held
for the exchange of mformation and opimons of the supporting organizations, and
efforts to achieve the effects of the support should be made

5.3.2 Rearing of persons in charge of measures for the promotion of SMEs

() Necessity of the rearing of persons in charge of the measures to promote SMEs

Since China is 1n the period of transferring into the market economy and has just started to
attach 1mportance to the policy to promote SMEs, the rearing of human resources for SMEs has
not been implemented by the Mumcipal Government. When the orgamzation for the
promotion of SMEs has been established in the future, 1f the people who will work 1n the
organization do not know the actual situations of SMEs, the orgamization will merely control
the clerical works, and not be able to implement any concrete policies for the promotion.

(2) Contents of training for the persons n charge of the government-related measures
(persons in charge in the Department of Small and Medium Enterprises, etc.)

It is necessary for the persons in charge of the government-related measures (those who works
in the Economical Commission, Department of Small and Medium Enterpnises, and their
related organizations) to recetve traimng by lectures on the status-quo and 1ssues of SMEs, the
countermeasures to be taken and method of taking such countermeasures. In addition to the
training by lectures, they need to leam to grasp the status-quo and pick out the problems
through the on-site training. The tramning programs will be implemented by entrusting them to
some external institutions such as universities by the Department of Propaganda and Traiming
of the Economical Commisston

If we seize the financing and investing mstitutions as quasi-public organizations, the persons in
charge 1n these imstitutions (those who work for the financing and nvesting institutions) need
to be treated differently from the previous way, and to lean about the method of implementing
the countermeasures 1n order to acquire the concrete practical works. The orgamzation to
implement such training can be the People’s Bank.

For the contents of training for the persons in charge of the government-related measures, we
would suggest the following.
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(DThe training by lecture for the persons who are to newly take charge of the measures for
SMEs shall be implemented as shown below. The specialists who have aiready received
these training programs shall be obliged to receive two courses of traming (one day at each
time) 1n a year.

a  SME policy and regulations (two-day training)

(Items of tramning): Trainees shall deepen their understanding of the outline of the
“Promotion Law of Small and Medium Enterprises”. They should renew through this
traiming the recognition that the Law is absolutely to rear SMEs, and 1ts primary purpose 1§
not “to control SMEs” but “to render admunistrative services”.

b. Traming related to the management basics (one-day training)

(Items of training): Basic management policy, entire management plan, management
organization, internal control and budget control

On the way of the research, we often heard the term “Management Philosophy” from the
persons related to the institutions supporting SMEs. However, their concepts of the term
were diversified. It 1s desired for the persons related to the supporting institutions to
uniformly construe the term.

¢.  Tramng related to control (three-day training)

(Items of training)- Financial controi, production control, purchasing control, sales control,
labor affairs control

The management controls of a corporation can be roughly classified into the above five
divisions. Trainees will know the outline of the contents of controls which must be
implemented 1n the management of SMEs and learn the necessity, methods and effects of
the controls.

d. Training related to information (one-day training)

(Items of training): Classification of the natures of information, provision of information 1o
SMEs and utilization of information by SMEs

Generally speaking, there are many cases where the providers of information provide
information without sufficiently understanding the difference among documents,
information and intelhgence.

e. Training related to technology (one-day training)
(Items of traiming): Meaning of the leading-edge technology, international leading-edge
technology and technology, to MSEs 1n the region

Trainees will grasp the technologies that SMEs 1n the region is requining.  They will also
understand the positioning of the skill, technology and study.

f.  Tramng related to funds {one-day training)
(ltems of traimng): Fund raising capacity of SMEs, fund management of SMEs
Traiees will lean also about the 1ssues of funds judged from the management index

@ln the on-site traiming, the trainees will be accompanied by a specialist, and practice the
grasping of the status-quo and problems of the management through the dialogue with the
corporate manager within a given time-frame and by the on-site inspection. After the
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on-site training, they will learn the issues of SMEs while exchanging with the speciahist the
opinions about the problems and countermeasures 1o be taken against them. The trainees
will receive this on-site training two times within one year after their taking new posts and
establish their consciousness about SMEs.

5 3.3 Foundation of credit of SMEs and individuals

During the Third On-site Research, we ware requested by the Hangzhou side to add the
“Proposal for the foundation of credit of SMEs and individuals in SMEs”, and we herein introduce
the “Establishment of the commendation system for the excellent enterprises, etc.” in Japan. In
China, there are systems to announce bad enterprises, not to mention to the commendation of
excellent enterprises, but in Japan there is no such system.

1) Establishment of the commendation system for the excellent enterprises, etc.

a) Background and reasons

The measures to promote SMEs have just been started, and there is no commendation
system for excellent enterprises. However, in order to disseminate the various measures
to be deployed from now on and advance their effects, 1t is necessary to establish the
commendation system for the enterprises which achieve a remarkable result in the
improvement of the management through the utilization of the measures for SMEs and
management-advisors who remarkably contribute to the dissemination and
implementations of the measures.

b) Purpose
By commending the excellent enterprises, the will of SMEs to improve the management
shall be awakened.
By commending the persons who remarkably contributed to the dissemination and
implementation of the measures for SMEs, the positive activities of the related persons
shall be encouraged.

¢) Expected effects
Effective dissemination and promotion of the measures for SMEs.
Further development of the commended enterprises by the improvement of their images by
the commendation.
Promotion of SMEs by the dissemination of the example cases of the management
improvement.

d) Contents

Of the enterprises listed below, commendations will be endowed, 1n accordance with the
extent of their achievements, by the Director of Department of Small and Medium
Enterprises, Chief Officer of the Economical Commuission, Mayor, etc. Also, the example
cases suitable to model management improvement among those of the commended
enterprises shall be compiled together and disseminated.

» An enterprise which achieved excellent performance results consecutively for a

certain penod.

« An enterprise which positively utilized the measures of rearing talented persons,
computerization, etc. and achieved remarkable improvement of the management

« An enterprise which achieved an improvement with regard to its production, sales,
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etc. that can be an exemplar to the other enterpnises (model enterpnise).

- A management-advisor, etc. who remarkably contributed to the dissemination and
implementation of the measures.

e) Major implementing orgamzations and other related organizations involved i the selection
of the enterpnises and persons to be commended
The Hangzhou Municipal Economical Commussion and Department of Small and Medium
Enterpnises shall carry out the activities obtaiming the cooperation of the Small and
Medium Enterprises Service Center, Federation of Industry and Commerce, mdustrial
associations, etc.

f) Implementation schedule
First year. The members of the selection commuittee shall be elected, and the commuttee
shall deliberate the matters to be commended, critena of selection, etc.
In and after the second year' Implementation of commendations
In and after the third year Dissermunation of the model example cases

g) Economic benefits
In addition to the expenses for the meeting of the selection commuttee, printing expenses
for the certificate of commendation, etc, the expenses of the supplementary prize
(memento) will be necessary 1f it 1s to be awarded. For the compilation of the model
example case, the expenses of research, gratuity for the researchers, etc. will be necessary.

h) Points to be noted
In selecting the model example case, the enterprises which can accept the mspection by the
other enterprises are desirable. Also, the cooperation of the specialists who can judge the
suitability as models will be indispensable.

2) Expenences of Japan

In Japan, many commendations at various levels 1n accordance with the extent of contribution
of the commended entities for each of various measures have been implemented.

(Regarding the undertakings related to the Japan Small and Medium Enterprise Corporation)

a) In order to advance the structure of the SMEs, the industrial associations, the officers and
employees of the associations, which implemented an undertaking for the collectivization
of plants, etc. and achieved excellent results are commended 1n accordance with the extent
of their achievements by the Director of the Federation of Industrial Parks Associations,
Chief Director of Japan Small and Medium Enterprise Corporation, Minister of Small and
Medium Enterprises Agency or Mimister of Economy and Industries.

b) The orgamizations and the employees of the organizations who cooperated for the
dissemination of the mutual-aid programs of small enterprises and for the promotion of the
participation are commended m accordance with the extent of their cooperation by the
Chief Director of Japan Small and Medium Enterpnise Corporation, or the Mimister of
Small and Medium Enterprises Agency

c) The enterpnses which positively utihized the tramning programs of the Institute for Small
Business Management and Technology, and endeavored for the rearing of the talented
persons in the enterprise are commended by the President of the Institute for Small
Business Management and Technology. In addition, the instructors who positively
cooperated for the training programs are presented certificates of appreciation.
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5.3.4 SMEs financing

A

Establishment of the government-related bank specializing 1n the financing for SMEs

1) Background and reasons
It 1s necessary to establish a government-related bank specializing in the financing for
SMEs mainly because commercial banks have not at present completely implemented the
industrial financing which supplies the funds for equipment that 1s mdispensable for the
promotion of SMEs, and the business of lending to SMEs is a work requiring much labor,
time and cost.

2) Expansive reorgamization of the Hangzhou Commercial Bank
The Hangzhou Commercial Bank should be expansively reorganized nto a bank
specializing in the financing for SMEs 1n Hangzhou for the following reasons:

a)
b)

d)

Of the commercial banks operating in Hangzhou, the Hangzhou Commercial Bank 1s
the only bank financed by the Municipal Government (the financing rate being 50%).

A bank specializing 1 the financing for the SMEs scattered 1n various locations needs
to have a network of many branches The Hangzhou Commercial Bank has the largest
network of branches in Hangzhou.

The Bank 1s currently practicing the lending busmess for SMEs and fully knows the
problems 1n the lending to SMEs although 1t 1s limited to the commercial financing.

In the lending to SMEs, the management of loan credits 1s extremely important, and 1t 15
desirable to let a bank speciahizing in the lending for SMEs carry on the deposit
business so that the bank may grasp the daily disbursement and receipt of payments of
the borrowing enterprise as a link 1n the management. The Bank currently carmes on
the deposit business

3) Contents of the expansive reorganization of the Bank

a)
b)

c)
d)

f)

The capital should be increased.

In increasing the capital, special considerations should be given so that the rate of the
share of the Munictpal Government (including the government-related organizations) in
the whole capital shall exceed 50%

The branches of the Bank should be increased to be located throughout the city.

In case the Bank suffers a deficit as a result of carrying on the business, the Municipal
Government shall promptly make up for the deficit

The bank shall be allowed to continue the lending business (mainly the lending of
operational funds) which it has thus far done and newly make the fund for investment in
the equipment of SMEs (fund for the equipment and certain amount of operating fund,
for instance, within 20% of the fund for the equipment, which is necessary in
connection with the mtroduction of equipment) the object of lending.

The staff-members who can examine plans of investment in equipment should be
trained.

One of the persons related to the financing in China stated, “The persons 1n charge in
commercial banks do not know the method of examining the proposed matter” Since,
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under the planned economy system, the four State Exclusive Banks (currently the
State-Owned Commercial Banks) practiced the lending to state-owned enterprises (this can
instead be called the “ordered financing”) under the instructions by the state, there was no
necessity to implement the examination of the enterprise or proposed matter concerned.
Therefore, 1t can be affirmed that they do not know the content and method of the
“examination of the proposed matter which must be done by nature” As the most
staff-members in the commercial banks under the stock company system established
thereafter were employed from the State-Owned Commercial Banks, it cannot be said that
they have a thorough knowledge of the examination of the proposed matter that the banks
should perform. It is necessary to tran the persons in charge of examinations of the
government-related bank specializing in the financing for SMEs with regard to the content
and method of the examinations of the general proposed matters, not to mention to the
examinations of the plans of investment m the equipment which is indispensable to the
\ndustrial finance. As a method of thus training, it can be considered to invite a lecturer
from a foreign country and let him train the persons related to the commercial bank, but the
“explanation about the content and method of the examinations” is apt to be abstract (Note:
The content and method of the examimations are a strictly confidential matter to all banks.}.
Therefore, 1t is desirable to dispatch from the China side some talented persons considered
to be competent to a foreign financial institution to assist SMEs for a long penod and let
them learn the content and method of examinations of the proposed matters as well as the
plans of investment in the equipment by the OJT method.

4) Fund for lending, etc.

b) a) Borrowing from the People’s Bank

The bank should borrow the fund which the People’s Bank lends to financing institutions
as fund for sublease “for a medium or long term and at a low interest rate”, and lend it as
the fund for the equipment.

¢) Own fund raising

The bank should not rely upon the Municipal finance for all of 1ts lending fund, but raise
its own fund for lending  As the method of own fund raising, the mtroduction of “time
deposits with a lottery” and 1ssuance of the “bonds (with guarantee by the Municipal
Government)” for the amount of the bank’s planned lending. In case the so-called
negative spread or the event that the amount of cost of fund raising added with the expenses
exceeds the interest revenue anses, the deficit shall be made up by the Munictpal finance.
Then the burden on the Municipal finance will be lightened.

d) c) Depositing of fund by the Municipal Government

The “SME Promotion Foundation” should be established with the investment by the
Municipal Government and be deposited with the bank. The bank will lend this
foundation to SMEs as funds for the equipment on 1ts own responsibility

Note: It can be considered to deposit the said foundation with a government-related
limited-liability leasing company and let it be used as the subsidy for the rent of the
equipment for SMEs

5) Method of lending

In addition to the form of direct lending to the borrowing enterpnises, the proxy lending
should be done by entrusting the other rehiable banks to the SMEs in the remote regions
and areas 1n which the bank has no branches.
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Also, in lieu of giving the fund, 1t should be made possible for the bank to purchase the
equipment or machinery that the borrowing enterprise is to mtroduce and lease 1t to the
enterprise.  The terms of the leasing shall be the same as that of the direct lending by the

bank.
6) Mortgage

The mortgage related to the lending shall be the arranging of the mortgage on the
equipment or machinery to be ntroduced by the said fund and the joint and several liablity
on guarantee of the virtual manager of the enterprise.

7) Decision of quahfication for borrowing

It is necessary to strictly screen the borrowing enierprses who can borrow the fund for the
equipment on the extremely favorable conditions from the Hangzhou Mumnicipal
Government-related bank speciahizing n the finance for SMEs. It can be considered to
attach the following conditions to the qualification for the borrowing.

* A SME which cannot obtain a loan from other commercial banks.

% A SME which has its plant or other establishment in Hangzhou and has been
carrying on a business belonging to one and the same category of industry
continuously for a certain period (e g. two years) or more.

A SME which pays taxes as prescribed.
A SME the property nght of which is clear

A SME which complies with the direction of the industnies in Hangzhou.

¥ ¥ ¥ X

A SME of a certain amount of capital (e.g. 5 million yuan) or less and a certain
number of employees (e.g. 500 persons) or less

*

A SME the debt ratio of which is a certain rate (e g. 60%) or less.

% A SME the credit transactions of which with its main bank has been lasting for a
certain period (e g. two years) or more.

8) Others

a) Method of paying interest Interests shall be payable every three months as
currently practiced.

b) Method of repaying the principal: The principal shall be repaid every six
months 1n half-year equal installments.

B. Approval of favorable conditions of lending (low 1nterest and long-term repayment)

1) Background and reasons
In order to promote SMEs, 1t 15 indispensable to establish the financial conditions that will
make them have the will to invest in the equipment or encourage their investment 1n the
equipment, 1 e. the lending conditions 1n which the fund 1s “easy to borrow and easy to
repay”.
In China, the financial mstitutions must comply with the lending conditions (lending
period and applicable interest) that the People’s Bank of China indicates. Although the
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same index shows the condimons of the lending period of more than five years (the
apphcable interest being 6.21% per year), any bank will not allow a lending of more than 5
years but only very exceptionally, 1 order to avoid the credit nsk and because of the
insufficient strength as a bank.

Although the 1interest rate 1s comparatively low at present, 1t can be expected to hike to
over 10% as m the past, and the investment in the equipment by the borrowing at such a
high interest rate is not realistic It 1s necessary 1o give special considerations to limit the
fixed nterest to be borne by the borrowing enterprise at the 5% level per year even 1if the
time enters into the age of high interest.

2) Approval of favorable conditions of lending (low interest and long-term repayment), or
decision of the standard lending conditions
In order to implement the national policy of the promotion of SMEs the Headquarters of
People’s Bank of China needs to approve, as an exceptional case, the conditions of
“Jending ratio of 70% or less (enterprise’s own fund of 30% or more), lending nterest at
the 5% level per year (fixed), lending (repayment) penod of five years or more (including
the term of deferment)” as the standard lending conditions for the lending of fund for the
equipment to SMEs At the same time, it also needs to approve to establish the further
more favorable conditions regarding each of the above-mentioned items such as the
lowering of the ratio of own fund or interest rate, or the extension of the repayment period
1n case 1t 1s politically necessary to grant further more favorable conditions

3) Decision of object and conditions of lending

Although 1t will be necessary to confer with the related department and divisions in the
Municipal Government, 1t 15 necessary for the City of Hangzhou to decide to what sort of
requirements for the fund for the equipment by SMEs (There can be various requirements
such as the modermzation of equipment, remnforcement of production capacity, matters
related to the protection of environment, encouragement of labor-intensive enterprise, etc )
it will respond, and also decide whether 1t will apply to the fund rassing for the equipment
necessary to the above requirements the lending conditions further more favorable than the
standard lending conditions, and 1n that case, for what and how favorable conditions the
city will grant to the SMEs.

Note. In Japan, the funds for the “modernization of the equipment” have been lent on
the favorable conditions since 1950°s when the promotion of SMEs started to be
appealed. Even today, the funds for this “modernization of the equipment” can
be applied with the favorable lending conditions.

C. Establishment of the credit mortgage orgamzation

1} Background and reasons
The reason why the commercial banks who are the users of the current credit mortgage
companies do not use them 15 that the users are uncertain of the subrogation capacity of the
credit mortgage companies  In order to wipe out the uncertainty, 1t 1s necessary to clearly
show the backup measures such as the reinsurance by the Municipal Government.

2) Establishment and improvement of a business corporation
It can be considered to integrate the existing credit mortgage companies to make them a
more substantial organization, but 1t seems to be considerably difficult to integrate those
companies which are diversified in their investment relations and businesses carred on and,
moreover, have accumulated their results of guarantees in vanous fields. The method of a
business corporation, from which wvirtually the same results as the integration can be
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obtained and further benefits may derive, is considered to be suitable to the cwrrent
situations of Hangzhou.

In other words, a “business corporation” should be established as the “saucer” for the
reinsurance under the leadershp of the Municipal Government, let each mortgage company
invest or participate in the corporation, and compose the guaranteed habilities of each
participating company with the limited jont and several habihities of cach company (Refer
to the figure below.)

Investment _i
Muncipal Reinsurance Business
Govemnment “} corpotation
Supervision
3
- = —
E|E|E
El & |8
sl g | ¥
= T
- o
[-%
4
Mongage Mortgage Mortgage Mortgage Mortgage
company company company company company

Note: The above-mentioned business corporation will be feasible by the utilization of
the existing “Small and Medium Enterpnises Service Center”

Figure 5.3.2 Business corporation as a “saucer” of reinsurance

By implementing the above system, 1t 1S considered that the effect brought about by 1t will
be tremendous as mentioned below and, without fail, it will obtain of the rehance of the
users and contribute to the promotion of SMEs 1n Hangzhou. (D The total amount of the
capital of each company will be virtually the basic asset of the said corporation and it will
be possible to raise the limit of the amount of acceptable guaranteed liabilities. @ In case
a certain company 15 unable to subrogate, 1t will be met by the basic asset of the
corporation umit as the jomnt and several liabihity of each participating company and the
subrogation capacity will be increased. @ It will be possible to realize the exchanges of
information among the participating companies, standardization of the credit judgment
criteria and raising of the credit examination capability @ In case the subrogation cannot
be made with the basic assets of the corporation umits, the remnsurance system of the
Municipal Government will work, and consequently 1t will be possible to give a sense of
security to the users.

In the event that 1t 1s found that the composition of limited joint and several habihties
might not be legal 1n the light of laws of China, or the agreement among the companies can
not be obtained because the amounts of their capitals widely differ from each other, this
method will work sufficiently even 1f the composition 1s ehmunated from it.

In other words, 1n this case the above-mentioned effect @ will not directly function, but
1t will be possible to utilize the surplus power of subrogation of the mvesting (contributing)
or participating companics
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Reference
Measures to utilize the Small and Medium Enterpnises Service Center

Currently, as an organization to provide various services to SMEs in the Hangzhou, a
business corporation mamed the “Small and Medium Enterprises Service Center” is
carrying on business. For reference, a method to build up a reinsurance organization
under the leadership of the Municipal Government by utilizing this business corporation
without establishing a new business corporation 1s described below.

a)  Establishment of reinsurance foundation

We hear that the “Small and Medium Enterpnises Service Center” is carrying on business
with a support of 800 thousand yuan obtamned from the Municipal Government. In
starting the reinsurance business, 1t 15 necessary for the Service Center to establish a
separate account named “Small and Medium Enterprises Reinsurance Foundation (tentative
name)” and divide it from the accounting related to the other business carried on by the
Service Center (because, 1n case of an increase in capital, the nature of the fund for the
remsurance will possibly become unclear). The Service Center will be positioned as the
secretariat which performs the work of controlling this Foundation

b)  Participation by the mortgage companies n the Foundation

The mortgage companies which desire to have the reinsurance of the Municipal
Government needs to contribute to and participate in this Foundation. (Principle shall be
established providing that the Municipal Government will not reinsure any mortgage
company which rejects the contribution or mvestment and participation.) In participating,
the participation fee shall be collected and all the participation fees of the companies will
be separately reserved as the reserve of the Foundation. (In case a mortgage company is
to contribute money, 1ts amount shall be the same as the case of participation )

¢}  Amount of the Foundation

For the time being, the amount of the Foundation shall be 500 million yuan (if all the
existing credit mortgage companies contribute and participate, nearly the same amount as
that of the limuit of amount of acceptable guarantee of eight companies (5 times as much as
the capital)), which will be contributed by the Mumcipal Government, credit mortgage
compames and excellent corporations which approve the establishment of the Foundation.

The minimum amount of contnbution or participation money shall be an amount varied
accordance with the scale and capacity of each company, that may be, for instance, 10% of
the amount of capital of the company.

d)  Personnel for controlling work of the Foundation

Although 1t depends upon what extent of work (what extent of examination of the
applications for the remnsurance, etc¢ ) the Service Center will perform as the secretanat of
the Foundation, the controlling work itself would require only two or three full-time
staff-members to be assigned  Their personnel expenses shall be met by the revenue from
the premiums on reinsurance.

e) Settlement of account of the Foundation

The accounting related to the reinsurance works shall be made a separate and independent
affair, the profit obtained from the reinsurance works (premiums minus personnel
expenses) shall be reserved as the reserve of the Foundation, and when the reserve
accumulates to a handsome amount, 1t shall be turned into the Foundation to strengthen 1t
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) Coordination of works with the state-based reinsurance organization

A state-based reinsurance organization is being considered to be established and will have
been established in due course, but the details of 1t are currently unknown. If Hangzhou
will have estabhshed and be operating a reinsurance orgamzation as mentioned above,
whatever measures will be able to be taken at the time when the state-based reinsurance
organization has been established and is operated, and 1ts details have become known In
other words, amending the Hangzhou’s remnsurance acceptance works taking into account
the reinsurance acceptance conditions of the state-based reinsurance organization will be
sufficient.

3) Conditions of guarantee and reinsurance, etc.

a)  Rate for guarantee and premium on reinsurance Together with the clanfication of
the participation by the Municipal Government as mentioned above, the lightening of
the reinsurance acceptance conditions of the credit mortgage companies and
establishment of low premium on the reinsurance by the Municipal Government are
indispensable to increase the convenience to the users.

Of the current conditions of guarantee acceptance, the rates for guarantee are widely
different among the companies, and some companies collect high rates. It 1s considered
to be necessary to umfy the rates at about 1% per year, and to reduce the premmums on
remnsurance to a half of the rates for guarantee

b)  Coverage rates of guarantee and reinsurance

The coverage rate of many credit mortgage companies 1s currently 100%, but when the
credit mortgage organization is completely established and 100% of guarantee becomes to
be covered, the commercial banks will be apt to easily perform the credit examinations of
enterprises and to allow lending based on the so-called mortgage principle relying upon
guarantees like 1n Japan  Therefore, it 1s desired to have the commercial banks bear a part
of the credit risks, or lower the coverage rates, for example, to 75%.

Also, 1t 1s necessary to make the coverage rates of reinsurance a certain fixed rate (for
example, 70 to 80%) 1n order to brake the easy acceptances of guarantee by the credit
mortgage companies.

c)  Establishment of the system for examination of proposed matters

As previously pomted out, the existing credit mortgage companies have very small
numbers of staff-members, and 1t 15 extremely doubtful whether they are performing strict
examunations of the proposed matters. In order not only for themselves to avoid the credit
nsks but also for the commercial banks, which are the users, 1o be abie to utilize the system
with a sense of security, it is necessary to establish the examination system, by taking such
measures as increasing the number of examining staff-members and reimnforcing the
contents and method of examination of the proposed matters.

As for the contents and method of examination of proposed matters, 1t is desired to
dispatch the examining staff-members together with the staff-members of the
government-related banks specializing 1n financing for SMEs to a foreign country and let
them receive traming on the contents and method of the examnation of the proposed
matters by the OJT method at a foreign credit guarantee association or a financial
mstitution for SMEs

d}  Others
It 1s necessary to concurrently consider the mtroduction of the system that the subrogation
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and payment of remsurance money require the lapse of a certain amount of time after the
occurrence of an accident requiring guarantee or insurance for the purpose of having the
commercial banks and credit mortgage companies, which are the users of the guarantees,
bear a reasonable extent of responsibility.

Reference:

In case of Japan, the subrogation by the Guarantee Association 1s to be made based on the
request of the bank “in the event that the situation of an unpaid debt or delay in repayment
lasts for a period exceeding 90 days” (stipulated in the insurance contract), and the
reinsurance money 1s to be paid “in one moth after the subrogation™ (stipulated in the
remnsurance contract). During the periods, the bank and credit guarantee association 1s
obliged to use their efforts to collect the debt of the debtor and report the resuits of the
collection to the parties concerned.

5.3.5 Investment foundation

We made an analysts of the status-quo and proposal in “4.2 Status-quo and development of the
risk investment foundation™ (4.2.6)  The proposal is as follows:

(1) The necessity of the well-balanced measures including a. Structuring of a support policy
system, b. Formation of venture business groups, c. Development of the venture capital and
related market, d. Structuring of a consulting support system, and e. Structuring of a
collaboration system among tndustry, academy and government, all of which are components of
the growing of venture businesses.

2) Strengthening of the role of the Economical Commission for the purpose of the
advancement of not only the high-tech industries but also the corporations connecting to the
traditional industries

(3) Restructuring of the collaboration system among industry, academy and govemment.

4) Establishment of the limited partner system to strengthen the measures of direct finance
support by the Small and Medium Enterprises Service Center.

(5) Utilization of the private equity investment,

Of the above measures, a proposal regarding (4) and (5) 1s made as follows:

1. Deliberation of the establishment of the limited-partner-type venture capital

The Iimited partnership (LPS) 1s composed of the limited partner (investor) who takes the
limited responsibility up to the limit of the contribution and profit gained from it and general
partner (investment executor and operator) who takes the unlimited responsibility, and founded
and operated by one ore more general partner(s) and one or more himited partner(s). The
general partner has the nght to participate in the management, but the limited partner does not
have the right. By introducing this method, the fund raising will become easier.

(hH Background and past circumstances

It 15 desirable to utilize the affluent private-sector funds in Zhejiang Province, concentrate the
sectonal nisk investment foundations previously scattered to one location in terms of information,
and promote the joint ownership of mformation, nisk sharing and improvement of the investment
efficiency. To that end, the Hangzhou Municipal Small and Medium Enterprises Service Center
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planned the establishment of a venture capital as a model undertaking, and the Japan
International Cooperation Agency (JICA) adopted 1t as a pilot project. In addition, in the “Some
comments for the promotion of the venture investment business in Zhejiang Province™ which
was announced by the Zhejiang Provincial Government in November, 2000, 1t 1s recommended
to establish a limited-partner-type venture capital as a new tnal

(2) Purpose

To aim to found a limited-partner-type venture capital for the first time 1n China and to be a
model mside and outside of the Province.

(3) Results

®Structuring of a mechanism to shift from the governmental fund-led financing to the
private sector-led financing, and 1ts ripple effects to inside and outside of the Province

@ Strengthening of the function to support venture businesses by the Small and Medium
Enterprises Service Center

4) Contents (Refer to the figure below)

(DOperational policy
a.Investing area  Investment will be made under the leadership of the private sector funds
in the enterprises in the Greater Hangzhou area

b. Investing policy: The investments will be focused on the expansion stage at
the beginning, and then the investments to the early stage will be gradually exploited.

¢ Capital:  Within a scope of 10 million to 20 million yuan. Each fund scale will be
around 30 mullion yuan.

d. Composition of stockholders. Those with (D) public funds, @ business
corporations, (3 Angel, and@) Others.

e.Portfolio: The diversified investments will be made to different categories of industries
and stages of growth. The amount of the investment per enterprise will be limited to 10%
or less of the fund size.

f.Recovery of capital: Importance will be attached not only to IPO but also to the sale of
stocks remaining unlisted

(@Organization and practical works
a The general partner side will start under the organization of “XX Limuted Liability
Corporation” based on the Company Law of China. It will adopt the project
responsibility system and the project teams will consistently follow the targeted matters.

b. The examinations of enterprises will be performed from the viewpoint of both
quantitative and qualitative aspects The guantitative analysis will focus on the financial
stability, and the quaiitative analysis will attach importance to the market analysis and
business strategy analysis through the check sheet method.
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Figure 5.3.3 Image Chart of the Business Operation

(5) Major implementing organizations

Related organizations including the Hangzhou Municipal Economical Commission and Small
and Medium Enterprises Service Center

(6) Implementation schedule
It is desirable to implement by December, 2001.
(7 Economic benefits

(DContribution to the capital of the Government: 10 million yuan (10%)
@ Contribution to the investment fund of the Government: 10 million yuan (10%)

(8) Points to be noted and problems

(DSecuring of three to five venture capitalists

@Although the Investment Foundation Act is expected to be approved within 2001, it is
desirable to start the business by the methods of general partner system (company type)
based on the “Some comments related to the promotion of the risk investment in Zhejiang
Province” until the said Act takes effect, and at the time of the business becomes on the
right track to some extent, to shift it to the limited partner system.

@ The collaborative relation with the existing venture investment related organizations
should be established as early as possible.

2. Establishment of the private equity investment market
(1 Background and past circumstances

In the stock exchanges inaugurated in Shanghai and Shenzhen during the early 1990’s, the
number of listed-stock corporations has reached 1,000-plus, and most of those are state-owned,
large-scale corporations, and the exchanges have been kept at a distance by small and medium
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venture businesses. As an exclusive market for venture businesses, the “Business Creation
Stock Market”, the China version of NASDQ, 1s expected to be established at latest within
2001, but it will be “a prize beyond their reach” to the venture businesses in Hangzhou for a
certain period to come, because the conditions of listing stocks in 1t are severe

Under the circumstances, it is considered to be an urgent necessity to establish an exchange
market for unlisted stocks making the “Hangzhou Municipal Property Right Trade Center” a
parent.
(2) Purpose
To promote the private equity investment in the exchange market for unlisted stocks
3) Results
(DImprovement of the capital transaction environment for venture businesses
(@)Promotion of the disclosure related to the management situations of venture businesses
(4) Contents
(DStrengthening of function of the Hangzhou Municipal Property Right Trade Center
a.  Additional establishment of the function of transaction of unhsted stocks

b  Strengthemng of the business cooperation with the Shanghai and Shenzhen Property
Right Transaction Centers

c. Rearing of specialists and advancement of the ability to assess unlisted stocks

Assignment, transfer to other name, pawnage, mortgage function of equities, assets,
etc. of SMEs

@ Acquisition of membership right 1n the Shanghai and Shenzhen Property Right Transaction
Centers under the leadership of Hangzhou Municipal Small and Medium Enterprise
Service Center

@ To place information on the unhsted stocks transactions on a Web site 1n the “Small and
Medium Enterprises Information Network™

(5) - Major implementing orgamzations

The related organizations including the Small and Medium Enterprises Service Center and
Hangzhou Municipal Property Right Trade Center

(6) Implementation schedule

Should be implemented as early as possible within 2001
N Economic benefits
8) Points to be noted and problems

(DRecogmnition of the unlisted stocks exchange markets 1s lacking

@The reanng of talented persons 1n the unlisted stocks assessment field is an urgent
necessity.
@Shortening of the investment negotiation period

@ Venfication of the intellectual properties owned by the enterprise to be invested i
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5.3.6 Rearing of talented persons in SMEs

(h Background of the target

In China, it is now the period of transferrnng into the market economy, and the attaching
importance to the SMEs promotion pohcy has just started, and almost no countermeasures has
been taken by the Municipal Government 1 the area of rearing talented persons for the
managers and employees of SMEs.  The talented persons 1n enterprises comprise so important
an element that it is said, “An enterprise 1s nothing but the persons working in 1t”, and affect
the prosperity and decline of the enterprise.

It is necessary to implement the systematic program for rearing talented persons, which 1s now
carried out only in a limited number of enterprises such as those of a scale of over 1,000
employees, in SMEs as well under the supports of the Municipal Government, and build up a
wide-based pyramid of human resources to establish the economic infrastructure of Hangzhou

(2) Problems in the status-quo

The tramming programs for the employees of SMEs are mainly conducted through the OJT
within the enterprises and most of them are not systematically or orderly performed.
Accordingly, it seems that the programs are poorly-designed makeshifts to both trainers and
tramees and do not include any substantial, practical contents of education aiming to raise
talented persons. Checking the result of the questionnaire, we find many rephes saying that
the tramming 1s given by means of OJT, but 1t 1s considered that, m fact, the OJT 15 nothing but
nominal, and only the minimum necessity about how to do the jobs is being taught
symptomatically

(3) Points to be noted for working out the implementation plan

In order to effectively implement the reanng program for talented persons, it is necessary to
work out an implementation plan for each concrete theme of countermeasures. In working out
such plans, 1t 15 necessary to keep in mind the “Reality”, “Immediate effect”, “Beneficial
effect” and “Non-profit and non-loss” The reality will be raised by effectively using the
existing facibties as far as possible and minimizing the amount to be invested the
implementation  In order to make the SMEs which lacks in surplus manpower and negative 1o
the ‘training of employees outside the enterprise positively participate in, it is the key that “the
immediate effect can be expected from the participation”. In addition, if a good program 1s to
be implemented, 1t cannot expect the participation by many trainees unless the extent of the
public recognition to the program is raised. Further, if a traiming program is made a
profit-making business, 1t could cause the decrease in participation.

4) Concrete countermeasures
1) Purpose

To improve the personal disposttion of the managers, employees and technicians of SMEs.

2) Effects of implementation of concrete countermeasures

The advancement of the management control level of the managers, morale of the
employees and technical level can be sought.

3) Contents of concrete countermeasures
As the concrete countermeasures, the tramming programs fitting each group of trainees
should be proposed separately for enterprise managers, general employees and technicians
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a)  Training of enterprise managers

(D) The themes of traiming of enterpnise managers n the aspect of control shall be the
management techniques including the management basics, accounting, labor
management, sales, purchasing of materials, etc. (1 course, 6 hours). The number of
courses varies according to the themes

@ In addition, training program on new technologies shall be planned and implemented
To the managing officers of SMEs, the leading-edge technologies available in the
region, for example, the automatic controlling (sensor and programmable controlier),
CAD, CAM, laser beam machining, thermoplastic materials (high polymer materials),
NC equipment, etc. shail be introduced. As themes related to the international-level
technologies, the lecture meetings (lecture of one to two hours) will be held with
regard to biotechnology, micromachine, ceramics, superconductor, fuel cell, artificial
mntelligence, etc. In addition, the reporting of the model example of SME shall be
planned and implemented.

The Industnal and Commercial Managers Training program (number of seats: 60)
currently conducted by Zhejiang University has 8 divisions of 36-hour courses per
year utilizing Saturdays and Sundays and participated 1n by enterprise managers and
management officers of large-scale corporations has achieved good results  This
program should be opened to the managers of SMEs. If this program 1s to be an
undertaking to support SMEs, 1t is desirable to subsidize an amount equal to a half or
so of the training fee at the ime when they have finished the training.

b)  Traming of general employees

(D The employees related to general affairs divisions shall learn the accounting and labor
management

@ The workers at the production sites shall learn the production control of basic contents
and at the same time, receive the traiming focusing on quality control as the most
important theme of the production control

@ The small-group activities training for the leaders in the production site shall be
conducted to improve the production. The small-group activities can let the trainees
have a sense of achievement 1n their jobs and improve their will to work.

@ The persons in charge of sales shall be trained to acquire the method of marketing.

¢)  Trammng of technicians

The training shall let the techmcians improve their current technologies and acquire the
related new technologies. In addition, the traiming shall be conducted with regard to not
only the specialized technologies peculiar to the production but also the production control
technologies (process control, material control, outsourcing control, quality control, safety
and hygiene control, etc.)

The traming should be conducted discerning the concepts of general workmen, skilled
workmen, techmcians and researchers  The traming on the technology specialized 1n the
production shall be a course of five days at one time including practical exercise, and the
tramning on the production control technology shall be a course of two days for one theme,
The quality control training, however, shall be a course of five days including practical
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EXErcise.

The skilled workmen shall be let learn the theory of the works in which they are engaged,
and shall be reared as skilled workmen. The technicians shall leamn the theory of an upper
grade and recerve the practical traimng (exercise) and acquire the ability to step into the
researches 1n the specialized fields

4) Major implementing orgamzations and other related organizations
a) Traming of enterprise managers

The training shall be conducted mainly by the Smali and Medium Enterprises Technology
Creation Promotion Center placed at the core by utilizing the network of the Technology
Creation Promotion Center (Collaborative and Cooperative Corporation, Wanxiang Control
Information, Duanq: Control Information, etc.) and obtamning the cooperation of the
Federation of Industry and Commerce Education Board and Township Enterprises
Administration and Education Board, and widely calling for the participation.

b) Training of general employees
Same as the traiming of enterpnise managers.
¢} Training of technicians

Shall be conducted mainly by the Admimstration of Labor obtaining the cooperation of the
Federation of Industry and Commerce and Township Enterprises Administration.

The conceptional chart of the related organization concerning this rearing of the talented
persons is considered to be as follows
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Vice Mayor of Hangzhou

$mall and Medmm
Enterprises Development
Leading Group

Economcal Commission

Department of Small and Medium Small and Medium
Small and Medium Enterpnses Service Enterprises Technology
Enterpnses Center Creation Promotion Center
Member Member Member Member
Administration of Labor Education Board Federation of Township
Department of Development Industry and Enterprises
Professional Skiils Commerce Administration
Supporting member Supporting member
New Technology Zhepang Unmiversity
Trade Center

Figure 5.3.4 Relations chart of the rearing of talented persons

5) Implementation schedule

The training programs shall be planned, drafted and implemented as soon as possible, after
coordinating with the related organizations.

Trainees In one year  [n two years In three years Fourth year
Managers Planning Implementation Continuation

General employees Planning Implementation Continuation

Technicians Planning Implementation  Implementation
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6) Economic benefits

Most themes of tramning cannot help relying upon external instructors (teachers of
universities, specialists mn the domestic prnvate sector and/or foreign specialists)
Generally speaking, a domestic mstructor shall be paid with about 1,000 yuan per day, but
for the training at higher levels more expenses must be considered Collective tramming
(lectures on general themes, etc.) can be implemented by renting a hall in a hotel, but the
technological training cannot be conducted in the same manner.

The most significant problem of SMEs 1s the human resources, and if the problem 1s
dissolved, the management of SMEs will be improved consequently contributing to the
expansion of employment, growth of GDP and increase 1n tax revenues.

7) Particulars to be noted and problems in implementation
- Since the tramning programs for SMEs are considered to be the programs to revitahze
the economy of entire Hangzhou, 1t is desirable that the city shall bear a half of the
training fees.

« In implementing the training programs, the trainees shall be called for while making
it possible for the candidate trainees to fully understand the level of traming contents
in advance.

The traimming programs for the mainstay technicians of the enterprises are given at techmcal
schools, but those programs seem to be the retraimng of the skilled workmen rather than
traiming of techmicians. The cause of this might be found in the training facilities
(equipment) and lecturers group.

5 3 7 Education of small and medium enterprise advisors and estabiishment
of an advisor system

(N Background of the proposal:

As a result of the questionnaires to 52 enterprises n the survey this time, there are many
enterprises pointing out lack of human resources first. While 1t is important to solve the
problem by training their managers, employees and engineers, 1t is impossibie for the small and
medium enterprises to retain all the necessary human resources in-house due to the size-related
constraints, and so 1t 1s necessary for them to have human resources capable of cooperation
outside. Among the managers of the enterprises that we visited this time, there are those who
understand that modernization of management techmque is necessary to cope with the shift
toward the market economy and those who have knowledge of the management technique
academically. Nevertheless, they cannot apply it to their own enterprises.

In the investigation this time, there are some enterprises in light industries and so on that only
recerved guidance on management, not necessarily having recerved guidance on production
technology since the enterprises produce different products However, all the enterprises that
we visited seriously addressed the problems pointed out by the survey group members, and so
we could yield reasonable results

In addition, the persons in charge thereof from the Department of Small and Medum
Enterprises and the companes 1n the related industnes, teachers and graduate students of the
Management Department of the Zhejiang University participated in the diagnosis of the
enterprises. And they expressed a wish that the diagnosis like this time will be continued at a
meeting on diagnosis and guidance held at the end of the second fieldwork.
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From these matters, 1t was confirmed that diagnosis and guidance are meanmgful to provide
solutions to the internal factors that the small and medium enterpnises of Hangzhou has.

The importance thereof is also recognized in China, and the National Technology Commuttee
1s maintaining the small and medium enterprise diagnoser (diagnosis master in China) system.
It goes without saying that this 1s meaningful. However, it takes some years to educate the
small and medium enterprise diagnosis masters It 1s desirable that the city of Hangzhou having
shown the actual results of the diagnosis and guidance should establish an (half year) advisor
system that requires a short period of education.

We proposed the education of small and medum enterprise advisors as an urgent issue based
on the above situation.

(2) Contents of the proposal:

In order to conduct diagnosis and guidance of the small and medium enterprises, traveling
services and a consultation office for enterprises by the small and medium enterpnise advisors
should be provided For that purpose, it is necessary that urgent measures for education of the
advisors be taken.

The small and medium enterprise advisors must have enough knowledge to be expert advisors
for those who visit them for consultation and to visit the enterprises for guidance. If the
consultation is too techmcal, they can inform the visitors of the results of investigation later,
and they can find experts and have field guidance performed according to the circumstances.

As for the traveling services, they should penodically visit the registered small and medium
enterpnises to perform guidance for improvement while checking the actual fields in terms of
technology, production, management and so on.

Training given by the advisors consists of (D enterprise management tramming and @
manufacturing training,.

(DEnterprise management advisor:
What an enterprise management advisor must learn at the minmmum is financia!
management (bookkeeping, financial analysis and funds statement), inventory control,
_progress management and quality control.
A period of traiming for the small and medium enterprise advisors is s1x months. A half of
the traimng 1s a practice period. Experts having experienced practical guidance should be
hired for the practical guidance. In addition, the trainees should not be allowed to become
the advisors just by attending the training, but they should be evaluated by conducting a
practical test
It 1s expected that those who are recogmzed by the city of Hangzhou as the small and
medium enterprise advisors be given a qualification of the Hangzhou city small and
medium enterprise advisor and socially recogmzed. In addition, it will be necessary to
obligate them to attend a course by an expert twice a year (one day each ume). The
advisors are registered and not government officials in principle.
While the small and medium enterprise advisors are only trained on four subjects such as
financial management for the time being, the future tramning will expand to the fields of
acquiring knowledge of personnel management, material purchase management, sales
management, production contro! and information processing
The small and medium enterpnise advisors should be economically well treated in order to
arouse their enthusiasm, and the small and medium enterpnses conducting accounting
transactions based on guidance of the small and medium enterprise advisors should receive
an economical favor in one form or another.
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@Training on manufacturing for the advisors

Jt should be considered that capable advisors be educated to achieve results of fostering
the small and medium enterpnses in the city of Hangzhou by preparing a practical
curriculum. Here, we propose to conduct a practical traming of manufacturing.

In general, 1t is considered that the supporters and advisors of business administration are
centering on desk work and are hardly practical. To support and guide enterpnses engaged
n manufacturing of products, convincing support and guidance can only be given by those
who experienced the manufacturing of products. The main types of industry in the city of
Hangzhou are machinery, electronics, textiles and general merchandise. And 1t seems that,
other than general production control technology, design, cutting, press, sheet metal,
welding, control and so on are considered to be common basic technologies among them 1n
the field of working technologies (manufacturing technologies). The working technologies
that the small and medium enterprise advisors should practically learn accordingly are
design, cutting, control and measurement.

In order to educate the small and medium enterpnise advisors who can achieve remarkable
growth 1n the future, classroom study and practice of design, cutting, control and
measurement should be incorporated 1n the six-month tramning period in addition to
production control

* It is necessary to teach CAD that will certainly become a central technique of design
in the future. Today, low-priced and practicable CAD and CAM are available, and
there 1s a design method capable of designing with a sohd type, which also has good
operability. Moreover, the data format must be IJES or DXF that is international.

* Cutting 1s a starting point of the working technologies, and 1f designed data
(electrically processed data) 1s supplied to an NC (numerical control) finishing
machine, a work piece per design 1s cut out. What they should learn here 15 that, at
the stage of working what has been designed on a desk, there are a number of
factors to be considered i working.

* Control 1s used 1n every part of a manufacturing machme. If a circwit training
flexible board 1s used in order to acquire basic knowledge for learning electronic
control, a simple expenment on automatic control can be conducted with a
programmable controller (very commonly used for control, and often called a
sequencer (a product name of Mitsubishi) i Japan). Experiment by using the
programmable controller with a small number of terminals makes 1t easier to
understand and low-cost,

* Measurement 1s essential for evaluation of a work piece. Process improvement and
product development are conducted by feeding back measurement results to a
design department or a preceding process, which s an important technique required
of the advisors.

(3) Costs of operation
Instructor costs:

In business administration, 1t requires total 6 persons/month for a half-year tramning course at
the first stage, with different instructors for the respective subjects, to perform three months of
classroom study and three months of practice 1n the four subjects of financial management
(bookkeeping, financial analysis and funds statement), inventory control, progress management
and quality control
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At the next stage, personnel management, matenal purchase management, sales management,
production control and information processing and so on are conducted lhkewise. The
\nstructors should mainly be teachers from universities, and the practice should be instructed by
those who have actual experience of working in a factory Machinery and materials are required
for training on manufacturing.

A list of equipment required for operation of the small and medium enterprise adwvisor traimng
center 1s as follows.

The facilities can be used for traiming of umque technology (a specific technology called CAD,
for instance) engineers and can also be exploited as a public examination place to be entrusted
with requested examinations.

Table 5.3.4 Equipment for practical exercise of
“manufacturing of things” for management-advisors

Design training-related

Cutting traiming-related

Control traiming-related

Measurement traiming-related

CAD, CAM (low level)

Simple NC machine

Circuit traiming flexible board

Micrometer, caliper and gage

PCs (ordinary)

Programmable controller

Universal testing machine

Oscilloscope

Measunng microscope

Equipment to be added as a techmcal traming center and an examination place

CAD, CAM Three coordinate measuring
(ntermeduate level) 3 axis machinming center LCR bndge machine
PCs (RAM256MB or Spectrum analyzer Scanming electron microscope
more)

Surface roughness tester

Universal testing machine for
textiles

An estimated cost of practice equipment for advisors in the case of 10 trainees 1s
approximately 17 million yen at the low level, and approximately 56 million yen at the
intermediate level. Required building area will be 1,3 10m’ at the mimmum, and 1,700m’ or so
to make allowance

The required machinery, matenals and building are itemized as follows
Effects of operation

Then enterprises will improve their profits through streamlined management, and the
mumcipal government will have brisk economic activities of the enterprises, which will
consequently increase the tax amounts. From this viewpoint, it is necessary to provide a
qualification to the tramees and actively make use of the advisors by exploiting them in the
cases of financing and so on.

Itermzation of the required machinery, matenals and building
1) Design and cutting traimng
We propose the low level and the intermediate level for the design and cutting.
{a) Combination of CAD, CAM and NC machines (low level}
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CAD (low level) Zuno RAPID 3D ver.5 100,000 yen
{Fotolon Co , Ltd.)

Simple NC machine with CAM MODELA MDX-15 260,000 yen
{Roland)

PC-related 1 set 200,000 yen

For 10 trainees Zuno RAPID 3D 10 sets
MODELA 5 pieces
PC 11 sets (including one for the instructor)

Subtotal calculated based on 10 trainees
100,000 yen x 10 sets x 260,000 yen x 5 sets x 200,000 yen x 11 sets = 4,500,000 yen

(a) Combination of CAD, CAM and NC machines (intermediate level)

CAD (an intermediate-level product) Rhinoceros 200,000 yen
(Real Factory)

CAM 1 set 1,000,000 yen

Cutting machine (NC fimishing machine) 1 piece 4,000,000 yen

Cutting machine-related equipment 6,000,000 yen

PC 1 set 200,000 yen

Subtotal calculated based on 10 tramnees

200,000 yen x 10 sets + 1,000,000 yen + 4,000,000 yen + 200,000 yen x 11 sets +
6,000,000 yen = 1,520,000 yen

2 Control training
Circuit traimng flexible board 1 set 500,000 yen
Programmable controller’ 1 piece, a small one (50 terminals or so) 100,000 yen
Oscilloscope: 1 set 500,000 yen

Subtotal calculated based on 10 trainees
(500,000 yen + 100,000 yen + 500,000 yen) x 11 = 1,210,000 yen

3) Measurement training

Two cases are thinkable as to the measurement training

(a}
Universal testing machine: 1 piece 20,000,000 yen

Measuring microscope 1 piece 4,000,000 yen
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A milling machine and a shirnng are necessary to create specimens for the unmiversal
testing machine.

Milling machine 3,500,000 yen
Shirring 1,500,000 yen
Subtotal 29,000,000 yen

(b) As the universal testing machine and the measunng microscope are expensive, the
following 1s calculated by replacing the practice equipment with a caliper, a micrometer, a
dial gage and a thickness gage.

Caliper. 1 piece 5,000 yen
Micrometer: 1 piece 8,000 yen
Dial gage : 1 piece 10,000 yen
Thickness gage and so on" 1 piece 10,000 yen

Subtotal calculated based on 10 trainees (including ones for the instructor)
(5,000 yen + 8,000 yen + 10,000 yen + 10,000 yen) x 11 = 363,000 yen

Traming center building area (estimate):
We considered the following purely as advisor trammng facilities without a function of a
public exarmnation place.

Classroom 100m?

Meeting room 200m*

PC room 200m’

Control practice room 200m* 1ncluding a closet for storing the practice
machinery and materials)

Measurement practice room 100m> (the universal testing machine and the
measunng microscope can also be instalied)

Office 100m’

Locker room 50m’

Warehouse 100m’

Lobby 100m’

Tolet, passages and so on 160m’

Total 1310m’

In the case of nstalling a full-scale NC finishing machine, 1t requires 400m’ since a
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general purpose lathe milling machine, a dnlhing machine and a sawing machine must be
installed.

{Summary)

The combination highly likely to be implemented 1s as follows.

Practice equipment:

16,963,000 yen in the case of using MODELA (4 5 million yen), 11 sets for control
traning (12.1 muillion yen), and replacing the expensive universal testing machine for the
measurement training with a caliper, a micrometer, a dial gage and a thickness gage
(363,000 yen) and so on

Thinking of the future, however, it 1s desirable to conduct investment of total 56.1 million
yen, that 1s, 15.2 million yen (intermediate-level CAD, CAM and NC machines training),
12 1 million yen {control training), 29 million yen (universal testing machine training).

While the total floor space of the building is 1,310m’ according to the mimmum plan, 1t
should be 1,710m’ thinking of the future

(4 Small and medium enterprise guidance system

The small and medium enterprise advisors will engage 1n advisory activities for visitors and
visiting guidance. An implementation plan for effectively exploiting these 1s required. The
following is a draft proposal

Draft proposal of the implementation plan toward promotion of the advisor system

The following should be conducted in order to implement this system. (D Seting up an
implementation preparation commuttee and estabhishing guidance objects for enterprises, @
estabhishing an advisor qualification system, @ reviewing the system as to use of the advisors,
@ listing supporting enterprises, (& forecasting demands and planning concrete service
contents, B laymg down a draft implementation plan and maintaining an operational
orgamzation and system, (7 calculating a consideration and operation costs for the service, &
securing an operation budget, & educating adwvisors, (0 starting guidance and creating an
evaluation program.

Setting up an implementation preparation commuttee and establishing guidance objects
Implementation preparation commuttee

Secretariat  Department of Small and Medium Enterprises of the Hangzahu Municipal
Economical Committee as the secretanat

Chairperson Municipal government representative

Directors.  Department of Small and Medium Enterpnises 1, Labor Administration 1,
Education Administration 1, Federation of Industry and Commerce 1,
Promotion Center of Technology Creation 1, Small and Medium Enterprise
Service Center |
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5.3.8 Survey on management of small and medium enterprises and preparation
of management/cost indexes

(1) Background and reason

When managing an enterprise, 1t is very important for the enterprise, in making a management
strategy, to know what position it has compared to others in the same trade, that 1s, 1its
precedence and weak points 1n management.

On the other hand, 1t is essential for the administration to grasp the actual management
conditions of the small and medium enterprises in terms of planning measures therefor and also
guidance and control thereof, and yet, 1t has not grasped the actual management conditions of
the small and medium enterpnises of a certain size or smaller.

(2) Objects

1)To grasp the actual management conditions of the small and medium enterprises by
calculation, and acquire management/cost indexes by the types of industry and the sizes
based thereon so as to support their securement of managerial resources.

2)To grasp and exploit the actual management conditions of the small and medium
enterprises so as to plan appropriate measures therefor

(3) Results
1}1t will be a guideline to their own improvement in management and management plans,
which will be helpful to improvement in their enterpnise structure by their own effort.

2) 1t can be exploited as a guidance gwideline in gumiding and diagnosing an enterprise and as
cnteria of enterprise evaluation n the case of conducting assistance such as financing or

leasing.
3)It can be exploited as basic materials 1n planning measures for the small and medium
enterprises.
(4) Contents (see Expenience 1n Japan)

1) Survey the actual management conditions of major industries of the city.

2) Regarding at least the priority growth industries among the major industnes of the city,
management indexes wherein various ratios such as B/S are collected by the types of
industry and the sizes and manufacturing cost indexes wherein component ratios by cost
items are collected are prepared and periodically issued

(5) Main operation agencies

Department of Small and Medium Enterprises, Smali and Medium Enterprises Service Center

(6) Operation schedule

It 15 necessary and possible to 1mplement 1t at an early stage (it is necessary, however, to
continue to operate 1t periodically every year).

Procedure. (0 Preparing and mailing the questionnaires & Collection of the questionnaires
by a person mn charge & Calculation and analysis @ Prepanng the management and cost
indexes

{(H Economical benefit

It 1s feasible with relatively small amounts of money although preparation of the questionnaires
and calculation cost are required
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(8) Points of consideration and problems

1) Whether or not 1t 1s possible to obtain correct data. When conducting the survey, correct
data should be obtained through the Industry Commercial Administration or the Chamber
of Commerce.

2) A certain collected batch of data by the types of industry and the sizes 1s required.

Expenence in Japan
In Japan, the Small and Medium Enterprise Agency conducts a survey for the sake of
preparing the management and cost indexes as to the industmes of construction,
manufacturing, sales (wholesale, retail, eating and drinking), transportation,
communication, real estate and service with cooperation of the administrative divisions of
Japan every year.
As for manufactuning, 1t surveys 141 types of industry of the small and medium enterprises,
and as for the management indexes, it collects various ratios by classifying the data by the
types of industry and the sizes (1 to 20, 21 to 50, 51 to 100, and over 100 employees).
Moreover, as regards the cost indexes, 1t collects the average cost amounts per enterprise,
component ratios of total cost and so on regarding manufacturing costs (direct costs 5
items, indirect costs 10 1tems) and sales/admimstrative costs (sales costs 8 items,
admimstrative costs 9 1tems) by the types of industry.

5.3.9 Maintenance of facilities for technical development

(1) Background of the objects and purposes

Hangzhou has the machinery electronics, textile, food and general merchandise industnies as
their traditional industnes, and 1t 15 forming a place where the industries are accumulated
Moreover, maintenance of the High Technology Industry Development Area is underway so
that the regional industries are increasingly becormng high-tech. Generally speaking, however,
even the high-tech industries cannot help relying on the manufacturing technologies of the
so-called traditional industries as to hardware (parts, equipment and so on), ranging from a
practical working technology to one requiring theoretical clanfication. In the case of the small
and medium enterprises, many of them need a solution to trouble in terms of practical working,
and yet they do not have the equipment maintained to grasp the problem, and so 1t 1s not easy to
obtain information (data) that 1s a base for solution of the problem. The important information
for solution of the problem 1s the basic data on physical properties However, most of the small
and medium enterprises engaged in manufactunng only have a caliper and a micrometer when
it comes to length measuring machines This shows that there 1s a limit to data collection for
the sake of extracting and analyzing the problem on working, and besides, there are too many
cases where 1t 1s difficult to grasp the problem, so that 1t seems that they are not at the stage
capable of proceeding to technological improvement. In addition, there few small and medium
enterprises having the testing equipment for material physical properties that 1s an 1mportant
1ssue 1n working. Manufacturing without grasping the physical properties of the matenal to be
worked 15 manufacturing wherein making inferior articles 1s admitted in a sense. In such a
situation, it 1s impossible even to grasp the cause of the probiem accurately as to which of the
working equipment, the working method and the matenal is wrong, and so measures for
elimination of the problem cannot be taken.

While there are many evaluation factors for a technology such as precision, productivity,
functions, design and safety, the technology that is problematic in the manufacturing
enterpnises in Hangzhou 1s the problem of product precision
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(2) Concrete countermeasures

1) Effects of the project operation
+ Operation of a matenal test, a parts test and a product function test allows the small and
medium enterprises themselves to grasp a clue to the solution of the problem, and the
technical solution of the problem will improve the product quality and productivity

+ Users of the facihities can be supported for technical development by the engineers
stationed there and also obtain new technology information

» An operation guidance on the equipment that the enterprises are planning to 1nstall or
have installed but 1s not sufficiently exploited can be given by the engineers of the
facilities

2) Contents of the project
- Set up testing, research and development facilities targeting machinery {(including
molds), electronics and electnicity enterpnises, and light industry related to the
traditional industrial technologies (however, 1t excludes electronic circuit technology).

« The matenal test, product function test and working technology test will be conducted
at the testing, research and development facilities

* An incubation room 1s provided in the joint testing, research and development facilities.
Income from the incubation room should stabihize operation of the facilities

(1)  Maintenance of the facilities

The small and medium enterprisers make an investment to maintain metal-related testing
equipment and working equipment and also station operators of measurement equipment
As for the maimtenance of the facihties, Hangzhou City will totally support 1t with a
subsidy.

@  Users

The users of the facilities are the investors and also other enterprises. The incubation
room will accommodate and incubate the enterpnses related to the testing equipment and
the contents of the research and development of the testing, research and development
facilities

@ Installed equipment

As the instalied equipment belongs to the joint facihities for machine part and product,
electric part and product enterprises and various mold enterprises, the equipment
concerned will be as follows approximately.

{Measurement and testing equipment)

A three coordinate measuring machine, a tensile testing machine, a fnction testing
machine, a form measuring machine, a surface roughness tester, a friction gage, a
reading microscope, a scanning electron microscope, a gear measuring machine, a laser
cdigitizer, and an environmental tester (vibration, heat resistance)

{Design facihities)
CAD, CAM, flow analysis simulation software, structural analysis simulation software

{Working experiment equipment)
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Three axis NC machining center (medium and small) and test material effects, general
purpose machines for preservation and maintenance of equipment (a lathe, a milling
machine, a sawing machine and so on)

@  Funds for maintenance of the facilities

The joint testing, research and development facilites will be mamtamed by the
enterprises and individuals supporting the import of the mstallation, and a stock company
in which the Hangzhou Municipal Government invested, provided that the investment by
the government is a third or less of the total investment.

(®  Personnel plan

The organization 15 compnised of a president, a vice president, a general affairs
department and a testing and research department. The general affairs department has a
person in charge of accounting (concurrently the vice president), a person n charge of
personnel management and general affairs and a person in charge of sales (concurrently the
president). The testing and research department has four persons for testing and
development, two persons for CAD and CAM, and two persons for working equipment, so
that there are eleven persons in all including the president at the time of foundation.

®  Management plan

When making a business plan, a table wherein annual income and expenses, that 1s, a
funds flow plan can be understood as a list is created and closely reviewed. In particular, a
capital investment plan must be incorporated in the funds flow plan (see Business plan -
funds statement (1llustration)).

As the operation seems difficult without expecting a subsidy, the municipal government
must stipulate the rules related to these facihties as an ordinance

3) Main operation agencies
Hangzhou City (Economic Commission), those interested of metal working-related
machmery (including molds), electronics and electricity enterprises and the small and
medium enterprises engaged in hght industry.

4) Operation schedule
Collecting the investors, the nstalled equipment, the personnel plan, and review of the
operation method 1 year
Maintenance of the facilities/installation of the equipment: 3 years

Table 5.3.5 Maintenance schedule of the testing and technology
development support facilities

Year
Ist year 2nd year 3rd year
Contents

Preparations for foundation/
foundation of the enterpnse

Review of operation and installed
equipment

y

)

Masntenance of facihities
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5) Economical benefits
+ Quality improvement, technical improvement and development of the small and
medium enterprises will evolve so that they will receive more orders and their markets
will expand, leading to improvement in their management.

« It will lead to maintenance of the condition that makes entry easier for the large
enterprises and the foreign enterprises requining cooperative enterprises.

6) Ponts of consideration and problems 1n operation
« It is necessary to sufficiently review how to raise the operation funds in order to
perpetually operate 1t.

« Leadership is necessary to collect the investing enterprises, and the operation must be
planned so that there is a menit for the investors.

« As for installation of an injection molding machine and flow analysis simulation
software related to injection molding of resmns, and a press machine and structural
analysis software for testing and research of a low-profile press mold and so on, an
installation layout will be reviewed and yet they will be installed according to the actual
condition of operation.
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Table 5.3.6 Business plan - funds statement (illustration)

Income and expense calculation

1st year 2nd year 3rd year

Income

Requested test

Testing equipment usage fee

Requested working test

Expenimental finishing machine usage fee

Incubation room usage fee

Technical gmdance fee

Other

(Total A)

Expenses

Research worker personnel expenses

Admimstration department personnel expenses

Testing and research materals

Testing and research consumables

Electricity, gas and water supply

Office supphes

Communication charges

Repairs of testers, fimishing machines and so on

Building maimntenance (repairs)

Computer software maintenance

Sales promotion costs

Depreciation expense

Miscellaneous expenses

(Total B)

Ordinary profit

(A-B)

Extraordinary revenue

(Subsidy and so on)

Extraordinary loss

Tax

After-tax_profit and loss

(©)

Income and expense calculation

Ist year 2nd year 3rd year

Income

Amount carned over from the previous term

Profit / loss after tax (C)

Depreciation expenses

(Total D)

Expenditure

Amount invested 1n buildings

Amount invested 1n machinery and equipment

Amount 1nvested i computer software, etc

Other investments in assets account

Repayment

(Total E)

Excess / deficiency of funds

(D-C})

Fund rasing

Capital

Borrowings

{Total E)

Amount carried over to the next term

{D-E+C}
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5.3.10 Producing region analysis

(1) Producing region analysis for promotion of regional industries (referring to the ball-point
pen factories in Bunsuichin)

1)  Necessity of activating regional industries.

One of the charactenstics of Zhepang Province 1s development of the regional industries that
can be referred to as a Wenzhou model. In Bunsuichin that we surveyed this time, there are
365 enterprises related to production of ball-pomnt pens. In addition, there are processing
factories for clothing buttons, synthetic fibers, tools, leather products, wool sweaters, low
voltage electnical components, mushrooms and so on. These factonies developed from street
sellers at the beginning and became a large group, now forming a wholesale market (the
4347 market). So far, they have been developing on their own without any support by the
government At this point in time, however, some of them are at a turning point. Bunsuichin
was prosperous once as a producing region of piece dyed textures for the past twenty years,
but they could not withstand the change of the economic environment so that there are only a
few sewing enterpnses and white curtain texture producing enterprises now. The reasons for
theirr decline are mostly delay in coping with the market, and so new measures (product
development, improved production technologies and so on) are required It 1s considered that
adopting an effective policy for the specific enterpnse group intensive in this region and
activating the regional industries will greatly contribute to development of the Hangzhou
City's economy

2)  Policy for region-intensive small and medium enterprises

(D A producing region diagnosis technique 1s used to comprehensively survey the actual
conditions of the producing region economic activities to grasp the characteristics and
problems thereof, so that the future direction to be taken by the producing region will be
clarified according to the structural change of the economic environment and also the matters
required for streamlined management and improvement 1 technologies of the producing
region group enterpnises will become clear. Moreover, as for execution of the matters pointed
out for improvement by the producing region diagnoss, 1t is necessary to take measures such
as financial support (in Japan, the way for sophistication financing 1s prepared as financing
in the case where there are a public sophistication diagnesis and a prospect of profitable
busingss)

@ The diagnosis tncludes the following possibilities.

- Enhancing efficiency of business activities of the enterprises 1n the producing region by
in-process/horizontal division of labor.

* Promoting sophistication of technologies by exchange among the enterprisers

* In order to guide modernization of management by controlling wasteful investments and
shanng the business, effective joint business for the producing region is reviewed
among the following vanous types of joint business, such as joint research for new
product development, maintenance of joint exammation rooms/examination equipment,
gathering and providing information, jomnt purchase of matenals, joint storage of
products, joint advertisement/cooperative sales, joint financing, welfare facilities for
employees and so on

» 1t 1s also effective for the above purposes to organize a co-op and so on. It 1s also
necessary to review a legal system for this purpose (the small and medium enterprise
co-op 1n Japan)
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3) Contents of the producing region diagnosis’
(D The producing region diagnosis can clanfy what a producing region should be and
demonstrate the characteristics as a producing region by taking measures for
implementation thereof In particular, the producing region can see in a new light the
problems that have not become tangible so as to pave the new way for promoting the
region. For instance, measures such as division of labor, more intensive geographical
location, shanng, use of brand names, and improvement in technical levels are thinkable.

@ Contents of the producing region diagnosis performance. In the producing region
diagnosis, a questionnaire on the enterprises in the producing region, a visiting survey, a
manager meeting for exchange of opimons, and inspection of an advanced region are
carried out A door-to-door enterprise visit (individual diagnosis) and overall compilation
are carried out by mviting an outside consultant.

(3 Main operation agency and related agencies' It will be centered on the Hangzhou City
Small and Medium Enterprnise Assistance Agency and the Industry Assistance Agencies
located 1n the producing region will be requested to cooperate.

@ Operation schedule: It requires three months for a preliminary survey such as designing,
distributing and collecting the questionnaire. A local diagnosis takes three months by
visiting a large number of the local enterprises. It takes three months for dialogs with a
group of enterprises during the diagnosis operation period and dialogs with them for
compilation of a report. It takes three months for compilation of a final report, and thus the
producing region diagnosis is conducted for one year in total.

® Cost and economical benefit of the producing region diagnosis: To conduct the
producing region diagnosis, at least three persons in charge of management finance,
production technology/control, and general management are required, and participation of
a specific engineer must be considered each time Accordingly, the producing region
diagnosis requires at least the personnel expenses of 3 (persoms) x 12 months = 36
(person-months).

Thus producing region diagnosis allows the regional and intensive type policy for small and
medium enterprises shown 1n 4) to be established and promoted.

(& Ponts of consideration and problems in operation

+ Results of the producing region diagnosis cannot be expected, even if cammed out,
without cooperation of the local enterprises. Before conducting the producing region
diagnosis, the effects thereof should be publicized by conducting several individual
diagnoses.

+ It is necessary to make it well-known that the producing region diagnosis 1s not
intended to reinforce mumicipal control over the producing region but to create
voluntary challenges for the producing region enterprises

+  (Summanzing the producing region diagnosis, trade diagnosis and grouping
diagnosis (these are called group diagnoses) in Japan, 1t can be said that these
diagnoses are often used as opportunitics to engage in the joint business and joint
facilities installation business recommended by the government 1n order for the trade
to be financed on their responsibility as a group.)

4) Applying the producing region diagnosis to production of ball-point pens in Bunsuichin,
Tonglu Prefecture
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There 1s a ball-point pen factory in Bunsuichin included in the enterpnises to which the
enterprise diagnosis and guidance were given this time, which led to discovery of a group
of ball-point pen enterprises. And importance of coping with the group of enterprises as
well as streamlining of each enterprise was recognized For this reason, we conducted the
questionnaire survey on several compames other than the subject enterpnses and also
visited them In addition, we especially held a seminar in Bunsuichin as requested by the
government of the region The staff members of the Department of Small and Medium
Enterprises also joined the seminar. As described above, Bunsuichin 1s actively trymng to
modernize the group of the ball-point pen enterprises. Accordingly, it is desirable to
conduct the producing region diagnosis of the Bunsuichin ball-point pen enterpnise group
to clanfy therr problem and countermeasures so as to take supporting measures as the
Hangzhou Municipal Government including fostering of a co-op.

(D Status quo of ball-point pen production in Bunsuichin, Tonglu Prefecture

365 companies with 11,000 employees are engaged in ball-point pen production at present,
and so Bunsuichin 1s called "the source of pen production " While some of them expanded
management scales, majonty of them are small enterprises of domestic industry. As the
following table shows, their output has expanded and export quantities are also large.

Table 5.3.7 Business results of Bunsuichin ball-point pen
manufacturing plants

Total output Export amount thereof {Taxes of the trade)
1998 265 mllion yuan 27 million yuan 25 million yuan
1999 352 mullion yuan 51 mullion yuan 35 6 mallion yuan
2000 56 mllion yuan 100 mullion yuan 50 mllion yuan

(Sales 1n 2000) 680 rmlhon yuan, output 2 billion peces, export ratic 20 percent Source

In the ball-point pen trade, the Tonglu Prefecture Pen Production Society was established
in Apnl, 1998 for the purposes of promoting friendship among member enterprises,
-exchanging information, mamntaining order and reinforcing competitiveness in the trade.
The society not only raises the management level of the members, but also exchanges
information with its upper organization, the China Pen Production Society, Shanghat Pen
Production Research Center and Wenzhou City's pen production trade in other regions and
so on while improving 1ts own tmage (According to our counterpart of the light industry
diagnosis team, China currently has neither such system as the small and medium
enterprise co-op of Japan nor a basis law). In Bunsuichin, the countermeasures are
underway, such as creating an industrial complex, mnviting traders of the intermediate or
higher classes, improving the level of technical management, creating a sales center and
inviting wholesalers to expand the markets. There is also a plan to create a Bunsm Pen
Production Technology Development Center 1n collaboration with the Zhejiang Umversity.

@ Problems

2-1) There are the following problems 1n enterprise business administration. a) Lack
of administrative ability 1s noticeable as to the size of 10 employees or so b} Techmeal
development ability 1s low, and consciousness of managers is also low c) They get n
each other's way by imitating new products or improvements In addition, protection of
intellectual properties by the government 1s not enough.
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2-2) There are the following problems pointed out as to the products. a) The ball at
the tip of the ball-pomnt pen drops out in use b) Liquid leaks from the connected
portion. ) The designs are old.

2-3) The managenal environment is as follows according to simple written
questionnaires from 13 ball-point pen manufacturing companies of a medium or larger
s1ze

a) Of the management challenges that they are currently facing, No. 1 (4
companies) 1n the aspect of funds/financial affamrs is "Although equipment funds and
operating funds are necessary, no financing source can be found," which 1s far more than
No. 2 (2 companies} "There is no profit due to low market prices.” To be more specific,
"financing" 1s more important than "profitabitity."

b) On the other hand, as for answers (a plurality of answers are allowed) to "Future
objects and plans of your company,” the following are mentioned in decreasing order of
the number of answers (U Improvement in quality, & improvement in productivity,
® new product development, @ expansion of markets and business B capital
investment, and & work environment measures To be more specific, the key to
activation of the region seems to be the demand for money including operating funds in
addition to vanous equipment funds such as those for reinforced testing and examination
equipment and ntroduction of modern facilities.

@ Comparison between taxes and costs 1n the case of the ball-point pen manufacturing in
Bunsuichin, Tonglu Prefecture

In the case of the ball-point pen manufacturing in Bunswichin, Tonglu Prefecture, 11,000
employees are engaged 1n the ball-point pen manufacturing, where the total output reaches
560 mllion yuan, the export 1s 100 million yuan, and the tax payment 50 million yuan in
2000 The producing region diagnosis 1s 3 persons x 12 months = 36 person-months, and so
1t 1s 720,000 yuan 1n the case of employing experts for 20,000 yuan a month, which 15 1.5
percent of the current tax payment While this expense will necessitate financing required
for capital equipment, the abundant Hangzhou City funds are just seeking sound financing,
and thus 1t will be advantageous to the enterprises having difficulty in financing since 1t
will be a review matenal for the financing

The producing region diagnosis 1s not conducted — contents of facilities are
unknown/demand for money cannot be measured — system financing (sophistication
financing) cannot be budgeted — no financing 1s allowed — production by the existing
facihities continues — the product challenge pointed out 1n the above 2-2) cannot be solved
— the market competitiveness lowers — sales decrease — tax income (increased value tax:
15 percent of sales) decreases.

@) The producing region diagnosis technique
4-1) Dhagnosis subjects

Groups 1n a region where those who are engaged m business belonging to the same type
of industry intensively exist (producing region), said group engaged in that business or
any busimess related thereto,

4-2) Diagnosis method
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Data of general trends related to the type of industry of the producing region is
gathered and analyzed, and a basic survey for conducting overall observation and
grasping problems as a producing region group 1s conducted, and further a basic survey
by a field diagnosis is conducted to supplement it and analyze and study it concretely
and positively, wherein structure, characterstics of the producing region group and their
problems and causes are grasped and reviewed 1n advance

a) In order to grasp the existence base and current situation of the producing region, the
charactenstics of the producing region, the number of enterprises, transition and
structural change of production, distnbution and so on, labor supply and demand,
prospects of demands for products and materals.

b) As for individual enterpnises, the management form, facilities, technical level, matenal
purchase, product sales and distribution, financial situation, cost structure, funds, income
and expense situation and personnel management situation.

¢) Furthermore, purchase trends of the producing region's products in the distnibution
mechanism and sales areas. In a field diagnosis to grasp and review the trends mn other
producing regions and overseas, as required, change of geographical conditions and the
actual management conditions of the producing region's component enterprises are
positively analyzed and considered 1n order to look into the current situation,
characteristics, problems and their causes clanfied by the basic survey and derive the
future direction as a producing region group. The subject enterprises of the field
diagnosis are selected by considering the type of industry, business conditions,
enterprise size, products, business relations and so on, and when conducting the survey,
the position and adaptability and so on as a producing region entity are investigated.

4-3) Analysis and evaluation

The following matters are analyzed and evaluated to provide a necessary
recommendation.

a) History of the producing region, the current situation, characteristics and problems,
economic environment conditions and future direction thereof that are nationally and
regionally viewed.

b) Analyzing the industnal structure, production, distribution, labor, the structure and
charactenstics of the markets and so on of the entire producing region as well as the
actual management conditions and the management level of the producing region's
component enterprises so as to clarify the development factors, impediment factors and
thewr background as an indusinal group.

¢) Setting the matters to be improved and the modernization objects of overall producing
region activities comprehensively determined from @ and @.

d) The matters to be improved as to medermization of management, improvement in
technologies, sophistication of products, facilities and so on of the producing region's
component enterprises.

5-3-48



	Chapter 4 Current status and issues of support system for business
	4.4 Current status of human resource development and relevant issues
	4.4.1 National government organizations relating to human resource development
	4.4.2 Human resource development in Hnagzhou City
	4.4.3 Direction for developing organizations and human resources

	4.5 Information network sector
	4.5.1 Environment for the inter net use in China
	4.5.2 Improvement of inter net infrastructure in Hangzhou City
	4.5.3 Current status and issues concerning IT in Hangzhou City
	4.5.4 Introduction of IT in small and medium enterprises
	4.5.5 Issues on the spread of IT among small and medium enterprises and the direction of promotion


	Chapter 5 SMEs invigorating policy and measures for invigoration
	5.1 SMEs invigorating policy and
	5.1.1 Necessity of invigorating SMEs in Hangzhou
	5.1.2 Necessity of basic policy for SMEs in Hangzhou
	5.1.3 Effects of preparation of SMEs invigorating basic policy

	5.2 Preparation of promotion plan for small and medium enterprises
	5.2.1Basicpromotionpolicyforsmallandmediumenterprises
	5.2.2 Small and medium enterprises required to heighten international competitive position
	5.2.3 Measures to small and medium enterprises of high-technology type
	5.2.4 Policy for small and medium enterprises of area concentrating type
	5.2.5 Small and medium enterprises of parts industry type
	5.2.6 primary products type
	5.2.7 Measures for small and medium enterprises of specific industry field

	5.3 Countermeasures for the promotion
	5.3.1 Establishment of an organization to support SMEs
	5.3.2 Rearing of persons in charge of measures for the promotion of SMEs
	5.3.3 Foundation of credit of SMEs and individuals
	5.3.4 SMEs financing
	5.3.5 Investment fund
	5.3.6 Rearing of talented persons in SMEs
	5.3.7 Education of small and medium enterprises advisors and establishment of an advisor system
	5.3.8 Survey on management of small and medium enterprises and preparation of management / cost indexes
	5.3.9 Maintenance of facilities for technical development
	5.3.10 Producing region analysis





