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Summary findings
‘Itoh and Urata examine how Japan’s public and private
sectors support small and medium-size enterprises
(SMEs). They focus on technical, financial, and
marketing assistance. -

Their findings are based on a survey of 107 firms: 40
that produce silverware, 33 engaged in synthetic textile
- weaving, and 24 that manufacture auto parts. Each
sector represents a distinctive form of industrial
organization, but they also share several characteristics:
Each industry is concentrated in a particular region, each

involves close subcontracting relationships, and each has
~ overcome difficulties and achieved a certain measure of
industrial success.

Technical support for these SMEs came largcly
through private channels, including parent firms,

~ equipment suppliers, and other firms in the same line of

business. Public institutions played only a subordinate
role. Marketing support also came largely from parent
firms, trading companies, and other private sources.

Producers of intermediate goods in particular — such as '

auro parts and synthetic tcxnles — relied heavily on
~ subcontractors.

Most loans for Japan's SMEs were provided under
competitive market conditions but three sources of -
directed credit — loans from spectalized parastatals,
loans channeled through local governments, and loan -

_ guarantees — accounted for about 20 percent of all SME

borrowing and 35 to 60 percent of investment

‘borrowing. Default rates averaged less than one-half of

one percent of outstanding loans, and real interest rates -
were positive. The majority of firms surveyed used and
valued directed credits. The smallest firrns in pamcular

7 valued them.

Public institutions complemcntcd the private .

' marketplace in all three areas. Public technical and
* marketing support helped create and maintain private

networks. In finance, Japan successfully embedded

- directed credit in a well-functioning, predominantly -

private, competitive, and prudential financial system.
Through parmerships, public support continues to play
both a direct and an indirect role in suppomng the
developmcnt of SMEs in ]apan.
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~ Motoshige Itoh and Shujiro Urata
University of Tokyo and Waseda University

Th|s paper has two main object'ves. The flrst is to analyze how Japan s small’ and
medlum enterprlses lSMEs) developed over tlme, focusrng on their acquisition of technologrcal
capability, marketlng -..apablllty, and fmanmal resources The second is to examine the public
sector’s role |n assrstlng SMEs to acqmre these techno.ogical and marketmg capabliltles and
financial- resources. : ' . ' : ' :

' . We began by Iooking through publlshed statlstics and studres to analyze past SME
rperformance and support policies. Then, between July and December 1992, we conducted
' intensive interviews W|th SMEs in three target industries based on common survey questions.

At the natlonal level, we lnter\newed officials from MITI the Small and Medium Enterprise

o Agency under MITI, and public financial rnstltutlons. We also interviewed off-c:als from local

government, chambers of commerce, and mdustry assomatrons. These discussmns contlnued

throughout the period of our research in order to deepen our understandmg of the rndustnes ,
7 lnvolved and cross—check our flndlngs. L

The three mdus:trles selected for thls analysis — the silverware mdustry, the synthetlc '
- fiber—weavmg industry, and the auto parts rndustry - represent three dls_tmct prevalent types
of industrial organization in Japan. Despite differences in industrial 'organization, ‘the industries

share several common characteristics. First, each is geographically concentrated. This
characteristic is important not only because SMEs in the same industry are often focused on

a particulargeographic area but also because SME policies are often applied by region. The

following industry-region pairs were selected for our analysis: silverware~Tsubame, synthetic

fiber-weaving--Fukui-Ishikawa, and auto parts—Ohta. A second similarity is that each industry

has a close subcontracting relationship with parent firms or trading houses. As we snall see,

" close relationships of this kind are a pervasive feature of Japanese SMEs. The third reommon

- A large number of studies on SMEs in Japan have been published in Japanese. but only a llmrted number have been
publlshed in English. See, for example, Kaneda {1980}, Yokokura (1988}, and Berry and Mazumdar (1991).



feature is that these industries have all survived difficult times and proven themselves
successful. A study of such successful cases helps to |dent|fy |mportant factors Ieadmg to
~the development of SMEs.

Small and medlum enterpnses (SMEs. defmed as enterprises wrth less than 300 :
employees) occupy an important posmon in the Japanese economy There were approxlmately
6.6 million SMEs in 11989, or 99 2 percent of the total number of non-prlmary sector'

) establrshments in Japan. SMEs employec 40 million people, accounting for 80 percent of non-
prlmary sector employment. Small SMEs, (deflned as enterpnses with less than 20
employees), play the dominant role. Japan has some 5 raillion. small SMEs employing 15 -
million people; accounting for 7_6.8 and 31.3 percent of the respective SME totals.z Many
SMEs manufacture parts and'components used in the production of final products by Iarge
- firms. It is therefore not possrble to fully understand the economlc success’ of the Japane:.e .
economy without recogmzmg the role of SMEs.? 7 ' _ ' '

The Japanese government s recogmtron of the |mportance of SMEs in the Japanese'
) economy, as well as of thelr relatlvely disadvantageous posrtlon vrs—a-vus Iarge frrms, led 10 :
active SME promotion pollcles in the post-World War il perrod In the early post-Wor!d War B
Il period, heavy and chemlcal mdustnes were heavrly promoted and the baslc pnncrple behind
SME pollcles was to protect SMEs from the large ﬁrms. By the mid-1 9505 this principle had
7 changedfrom protectron to promotion and modernlzatlon Behlnd the change in emphasis was
- the ‘productivity disparity between Japan's Iarge firms and SMEs which the qovernment
' wanted to eradicate in order to ach:eve further economic expansron

As the Japanese economy matured after a period of raprd economlc growth in the -

19505 and 1960s, the objectwe of SME policies changed agarn “In the early 1970s, the

emphasrs of SME policies shifted ,from encouraging growth-onented, larger-scale production

2Batween 1957 and 1989 the number of SME establishments in the non-primary sectar increased by 1.9 times, from 3.5
million to 6.6 million. The increase was most notable in the 1960s, when the Japanese economy experienced rapid growth.
Over the same period, employment at SMEs increased by 2.4 times. The magnitude of increase in the number of establishments
as well as in employment was greater for large firms, leading to a decline in the shars of SMEs in the non-primary sector in both
indicators. The observed decline in thoe share of SMEs in economic activities during the post World War |l period reflects an
mcrease in the scale of their operations. {Prime Mrmstar s Office various issues.)

3 The changes in the positicn of SMEs in manufactunng are of particular interast, as the share of SMEs in manufactunng
employment declined from 73.5 percent in 1957 10 69.0 percent in 1969 befora increasing to 73.5 percent in 1978 and further
to 74.4 percent in 1989. The decline in the shara of SMEs from 1957 to 1969 is due to a rapid expansion in such scale-oriented
~ production as iron and steal. In contrast, the incraass in shars that followed reflacts a shift in manufacturing production from

scale-oriented, material-hased manufacturing to process-oriented, component-based manufacturing such as electric machinery.

2



| supporting to high quality, infcrmation-rintensive' production. * Moreover, since the ,1970-s, .
policies'have encouraged SMEs to shift from declining togroWingsectori and to cope with
rapidly 'ch'anging economic developments such as yen appreciation, two oil crises, labor
. shortages, and envrronmental problems. - 7 '

SME policies in Japan are basrcally formulated at the central government level, at MIT! :

: and its subordinate Small and Medium Enterprise Agency. These pcllcles are then implemented

, mamly by local govemments, pubhc mstntutrons, and semr-publa- institutions (Table I}, Most
institutions have natlonal-prefectural Imkages The central body for the formulation of SME
“policies is the Chusho Kigyo Seisaku Shmglkar [SME Pollcy Councul], whlch CODSIStS of
o representatwes from busmess, academia, Iabor unlons, journalrsm, and the Housewrves
' Federatlon, among others. . ' ,
Instruments applied to carry out SME pollcles mclude fi nancral tax-subsrdy, and
regulatory measures. Financial measures will be dlscussed in more detall in Sectnon Vi, so we
wrll descnbe only tax subsidy and regulatory measures here. 7 ' |
SMEs may take advantage of preferentlal corporate tax treatment and specnal
deprecratlon allowances. Subsidies are provrded ‘to actlvntles such as res_earch and
development, and managerial training. There are also various'laws intended to protect'SMEs. |
For e)tample the Law on the Prevention of Delay in 'Pavment'of Subt:ontracting Charges and
'Related Matters (Shrtauke Dalkrn Shrharal Chien-to Boshi Ho) was enacted in 1957 to protect '
subcontractrng SMEs from such unwarra, ded busmess practices as delayed payment by parent
“firms.* ' '
Even at |ts peak (ln 1970), just over half of one percent (0.61 percentl of the natlonal 7
o budget general- account was allocated to SME measures The SME allccatron was srgmﬁcantlyri _
higher in the Fiscal Investment and Loan Program (FILP), in which SMEs consmently,recewed
more than a 10 percent share, with a high of close to 20 percentin 1980. In 1-980 , ¥4 500
billion was allocated to SMEs through the FILP compared with ¥1 95 bnlllon through the general
budget ' '

* In fiscal 1991, the Fair Trade Commission investigated 71,603 cases and fcund 1,549 violations of the law. Of those cases
1,503 have been processed. In 1,492 cases, wamlngs were given nnd no action has yet been taken on the romammg 101
_ cases. [Fair Trade Commlslon {1992) .



I Industrial Oraanization and the Role of SMEs in Japan

| Industry structure shapes what kind of support SMEs receive from other firms. SME
marketing activities are supported by parent firms and trading houses with which SMEs often
have close transactional relationships' SMEs also recei\re support for acquiring technological
capability from competing firms in the same local productlon networks, from parent '
compames, and from firms supplymg equlpments and materlals
This section beglns with an overvrew of the determmants of mter-flrm relatlons,'
' followed by a detailed look at the patterns of such relatlons in the three chosen mdustnes.
"~ The final sectlon summanzes some dlStlnC‘t features of inter-firm relatlons and their |mpl|cationf

for SME support pollcles.

-1, Overview ]

When one looks at the whole production'process of a commodity, from the upstream
,Ievel ‘of raw matenals to downstream dlstrlbutlon, one generally observes a- number of
processes involved in producmg that particular good. Take, for example, a svnthetlc fiber '
7 ,product. In th|s mdustry, the reqwsnte processes include. the productlon of materials by
| chemical compan:es twustlng and smng, weavrng, flnlshlng, and apparel maklng Products
like automobiles and home electronic appliances consist of many parts, {e.g- more than 30,000 '
'parts lor automobiles), and each part'requiresa different production process Even products
||ke sdverware and housewares, which look qurte 5|mple in their flnal forns, actually go
through many productlon processes 7 7 '

Inter-firm relatlons between seliers and buyers of intermediate goods are often quite
| complicated. Information is exchanged between the firms involved in the transactlons, and
. cooperative behavnor becomes necessary to establlsh efficient transactional relations.

Asymmetric information and conflicts of -mcentlves between firms can make it difficult to

establish efficient transactional relations. ‘These problems can be solved neither by vertical
, integration, in which these problems are solved 'as internal allocation problems inside a firm,
nor by complicated mter-flrm contractlng mechanisms. | . '

In Japan, the problems seem to be resolved by lnterflrm contracting rather than by '

vertical integration, at least in comparison to other industrialized natlons ‘such as the United



- States. This reliarice on honQintegration solutions creates considerable opportunities for SMEs
to play |mportant roles in the soclal division of labor. While we do not have space here to
discuss fully why many Japanese mdustrles choose non-lntegratlon solutlons, some of the key

,reasons mclude. ,

®  Homogeneity of populatlon' Since the Japanese economy consists: ot a homogeneous
§ population with the same historical and cultural background, it is relatively easy for
firms to engage in complicated transactional relations. A.s explained in the literature
- on game theory and information economics, in repeated and multiple inter-firm
relations, firms can form cooperative transactional relations based on such mechamsms 7

~ as reputatlon, hostage, and pumshment. :

o High economrc groyvth: Many of the so called' Japanese-style transactional relations
(such as the subcontracting system, main bank system, and lifetime employment
system), emerged and expanded during the country's high. growth era, from the 1950s

through the early 1970s. When an economy is growmg rapldly, cooperatlve, :

transactional relations form ‘more easﬂy

® Geographical concentration: The formation of local production networks -- that is, the -
concentration of many SMEs in narrow regions with highly interdependent interactions
among SMEs, parent firms, and trading houses -- is the most important aspect of the
- pattern of SME industrial organization in Japan. Very high population density makes
it easy for firms to find business partners with which they have repeated transactional
_ relations; public institutions also played a key role in enhancnng the function of Iocal

- production networks.

® Legal structure: It is often useful for larger firms to delegate various minor processes
of production to smaller firms through subcontracting transactions. This separation’
allows larger firms to apply different wage conditions for main corporate entities and
for subcontracting firms. In this way, larger firms can also enjoy the advantages of
various SME support pollcles, including tax preferences applied to subcontracting
relatuons.

ll-2. Automobile In : An Example of
The autorr\obile -industry'provides a classic example of the role of subcontracting.

According to one study, 55.9 perceht of the SMEs in Japan were inyolved in subcontracting

relations in 1987.%5 As shown in Table ll-1, the ratio of internal to total production' of large

50On thls pomt see Klein, Crawford and Alchian [19738] and Itoh and Matsui [1 987]

® These numbers change conmderably dependmg on the definition of subonntractlng relations. The defrnmon used in this
- flgure is not clearly stated.
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~-auto assembling flrms tends to be usually low In Japan.’ The mternal productlon rate of the
Japanese auto producers is around 30 percent, whereas the flgures are hrgher for U.S.
producer General Motors (GM). The production structure of the Japanese motor vehicle
inclustry-is sometimescalled a "pyramid” or "multi-tier structure.” An assembler has direct

transactional relations only with first tier subcontractors (suppliers); first tier subcontractors

" with second tier subcontractors; second tier subcontractors with third tier subcontractors, end
. soonina pyramld-llke structure. A MITI study of the subcontracting relations of a Japanese
| automobile producer 1Ilustrates the resulting pattern (see Table 1I.2). o
The automobile . industry in Ohta is structured in pvramrd-style, wrth Fuji Heavy
Industrres on top as an assembler Although there is no one-to-one correspondence between :
: the size of a firm and the type of a subcontractor, hlgher-tler subcontractors'are generally
larger than Iower-trer subcontractors. A survey. of subcontractors for Fuji Heavy Industrles
conducted by Ohta crtv found that the average number of emplovees for the first-tier, second- '
tier, and third-tier subcontractors are, respectlvely, 258 (range 35 to 1850), 24 l5 to 78), and -
611 t030)°
' - In 1989 there were 73 establrshments in Ohta's transport machlnery sector.® (Table li-
3). Among them are two assemblers, Fuji Heavy Industries and Nissan Diesel. Assumrng 100
'employees as a cut-off 'point for first- and second-tier subcontractors, 11 ,establishments. or

around 15 percent of the total, are first-tier subcontractors This makes the number of

. second- and third-tier subcontractors around 60, or 82 percent of the total 10 Among the 60

second-tier and third-tier subcontractors, it may be plausrble to assume that 10 to 20 are
second-tier subcontractors and 40 to 50 are third-tier subcontractors, assumlng 30 employees ,
as a cut-off point. Desprte the large number of second and thrrd-tler subcontractors, they

account for only 5 percent of total value added for the mdustrv

-7 By the ratio of internal production we mean the share of value added to which assemblmg firms centnbute, compared to
the total value added for the automabile industry. ’

o Ohta city office, internal document.

- 9 Lack of deta:led statistics precludes one from isclating the automobile and automobrle parts lndustrv from the rest of the
" transport machinery sector.

° The cut-off point of 100 employees forrthe first-tier and second-tier subcontractors and 30 employees for the second-tier '
and third-tier subcontractors is based on a survey conducted by the Ohta city office of subcontractors for Fuji Heavy Industries.’
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Both Fuji Heaw Industries and Nissan Diesel have their essemoly,plents in Ohta. In
‘Gumme prefecture, whers Ohta is located, Dalhatsu and Hino also have assembly plants.
Missan, Honda, and Isuzu operate assembly plants In nelghboring prefectures. These near-by
-assembly plents' offer abundant business opportunities for the auto parts producers in Ohta,""
_Although Fuji heavy industries dominates. (A sample survey conducted b'\r the Ohta city office
in 1992 revealed that 50 parcent of 36 subcontractlng parts suppliers listed Fuji Heavy'

'lndustrles as their major sales partner)
Desplte the dependence of local Ohta auto parts suppllers on Fuji I-Ieevy Industnes they N

o also have extensive busmess relatronshlps with assemblers outside of ‘Gumma. Through'

- divarsification, parts supplrers attempt to minimize the costs of busmess fluctuatlons_

associated with a partrcular assembler, while assemblers seek to procure parts from the most
| -efficient suppllers Overall the transactional relatronshlp between subcontractors and their
~ parents in transport machrnerv productlon is not as rrgld as the relatronshlps observed in the'
~ electronics industry, which also follows a pyramid-style subcontracting pattern.'_’ The average
number of parents per subcontractor has risen from 4.8 in 1 990 to 5.3 in 1992, Similarly, over
" the same period, the share of subcontractors whose seles-dependence on.their primary parent
firm exceeded 80 percent, dropped from 36 percent of subcontractors to 30 percentt“‘_' In
particular, dependence on Fuiji Heavy Industries is dropping rapidly, as the share of Ohta -
subcontractors that transact with F‘uji Heavy Industries “declined from 84.4 percent in 1990
to 49.5 percent in 1992, o ' . ' | o

‘The degree of dependence on single parent firm differs between the first- and second- N

 tier subcontractors. First-tier subcontractors, generally with higher technological capabilities, -

produce hign quality parts that could be sold on theirown. Thus, a survey of subcontractors

“The size of their potentral market may be indicated by the fact that the number of workers at these essemblrng plants in o

Gumma and its three neighboring prefectures amounted to over 30,000 m 1987 or approxlmatelv 20 percent of overall
employment at assembly plants in Japan. . .

"“The following statistics attest to this observation. The average number of parents per subcontractor for transport machinery
- is higher at 5.3 than that for electric machinery at 4.4, implying that subcontractors in transport machinery raly less on one
particular parent (Ohta City Office [1992]). This point may also be observed in the degree of dependence of subcontractors on
parent firms for their sales in these two sectors. In transport machinery, those subcontractors whose dependence on their main’
parent firm (ie the firm taking in the largest sales) exceeds 80 percent, account for 30 percent of the total, while the
corresponding ratio in electric machinery is significantly higher at 50 percent .

13 Onta City Office {1990 and 1992).

* Ohta City office, Internal document.



associated with Fuji Héavy Industries (conducted by the Ohta city office)'found the sales
dependénce ‘of first-tier subcontractors on parent firms to be 43 percent, while the
‘corresponding ‘number for second-tler subcontractors was a much higher 75 percent.'®
Although the statistics are not avallable, this dependency appears to be even greater degree
for the thlrd—tler suppl:ers.

l' .V war i - .' N . oy e . .
' Many of Japan's SMEs have 6rigins in Japan's traditional craft activities. Often thése,
craft-based industries Were concentrated in a partiéular geographic locality, where various
factors such as natural environment and merchant activity- contributed to the area's
development. Many of Japan's local prodiuction areas can be traced back to the Edo périod |
' (1603-1867) whenrha'ndircrafts and local produce from around the country were brought to

central economic areas such as quYo and Osaka for sale. Tsubame city tV:arnr be classified as
~such a case. Located ‘nearby ‘a copper mine, Tsubame. became a center of nail-making,, a
 traditional handicraft industry in the feudal period. In ér subsequent section, we vﬁli examine
how Tsubame's SMEs evolved from traditional handicraft prbducefs ‘1o éuppliers of
contempbrafy silverware and housewares. The presenf section detéils the inter-firm relations
within which Tsubame SMEs currently are embedded. |

Tsubame city is the center of silverware production not only in Japan but _alsor in the

world.'® 'Ther basic silverware productidn process has remained the same since the start of
mass production in the early 19005. A typicél _production process for silven)vare and
housewares, shown in Figure -1, requires a number of subprocesses.' Only a few firms

undertake the entire production process, while most focus on just one or several of these

% Ohta City Office, Internal document.

“Aconrdmg to estimates by the Japan Metal Flatware Industry Association, world silverware production amounted to 200.
million dozens in 1985, of which 59 mllhon dnzens. or approximately 30 percent, were produced in Japan

‘7For forks and spoons, a metal sheet is first cut accordmg to the required shape {shearing). -Then the part other than the
handle is thinned with the use of a rolling machine (ralling). After the rolling process, the handle is cut exactly according to the
shape that one sees in the final product {punching). Up to this point, the material is still flat. The material is next given its
three-dimensional shape by the press machine Ipressing}. For knives, the edge-making process is required as well. Finally,
polishing is carried out. Each of these processes requires a number of subpracesses. For example, there maybe up to four steps

" in polishing: rough polish (machine-operated), rough electric polish, finishing electric polish, and finishing polish {manual).

8The preduction process of housewares is basically the same as that for silverware. One major difference, however, is '
welding,_ which often takes place in housewares production but not silverware production.
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'processes, with the production system organized as a pyramid-style schontracting system. '
~ This pyramid style of production, which relies heavily on subcontractors, is well-suited to
Japanese-style sﬂverware production, in which a vanety of sllverware is produced in Ilmlted
quantities. ,

~ Parent firms, which receive orders for final products from trading houses or which
engage in the production of final products at their ouvn risk, consign several processes to the

~ first-tier subcontractors. whnch m turn consrgn some processes to the second-trer,

' _ subcontractors. F‘rst-tner subcontractors are generally engaged i in such processes as sheanng,'

-rolling and otherractlvrtles except for polishing. Second-tier subcontractors mamly specialize
in palishing. The relationship among the parent firms, fi rst—t|er subcontractors, and second-tier
subcontractors is quite flexnble, smce subcontracting arrangements are not formulated on an
_exclusive one-to-one basis. ' , L

The silverware and housewares industries had 148 and 127 parent firms, respecti\relv,
in 1991 accordmg to statistics reported by the rrty ofﬁce (Table II-4) There were 182 and
265 - first-tier subcontractors, respectlvely, plus 1014 second-tler subcontractors, who
speclallze in polishing for both silverware and housewares. Parent firms often undertake '-
subcontractmg busmess for other pa arent or tradmg firms. Parent firms range in 5|ze from smallr
- firms with only one emplovee 10 medlum-3|zed firms wmn more than one hundred employees,
- while first and second—trer subcontractors on average employ Iess than ten people.“’
- Parent firms purchase mputs (such as stainless steel from metal producers) and inspect
fi mshed products. Since the quality of silverware depends largely on the quality of materlals.
silverware producers, especially the large ones, actlvely engage in the development of new

materials. Smaller silverware manufacturers generally purchase materials from trading houses.

The following numbers indicate the importance of subcontracting in the silverware industry. In 1990 as many as 41.5
percent of the firms in the industry consigned work to other firms; for medium-sized firms with 20 or more employees, 96.2
percent had such arrangements [Small and-Medium Enterprise Agency {1990], pp. 58-59). The share of all firms engaged in
subcontracting was 68.9 percent, whrlo the correspondmg share for firms with less than 20 employees was higher at 74.3
percem.
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II-4, Fukui-shil : G lex Vertical Relations in a Svnthetic Fiber Textiles | I Jucti

As with other textile materials industries, the syr\thetic fiber industry is made up of
many tasks, from the upstream production of yarn by large chemical fi rms to the downstream
" production of apparel ‘Simplifying, the production process comprises five steps — (1 materlal
“production by chemlcal firms (through which yarn is produced), (2) yarn processrr'g such as
- twisting and sizing, {3} weaving, (4) dvemg and flmshang, and (5) apparel making.

" Production steps (2), (3), and (4) take place in Fukur ishikawa. Table II-5 shows the
size dlstrlbutlon of weavmg firms in terms of the number of Iooms in the two prefectures. A
large number of weaving houses have 50 looms or Iess. These are very small-scale firms,
mostly family-run, with less than 10 workers.' However, even the larger finns with more-than '
100 looms are classified as SMEs 'since theay employ less than 300 workers. ,

Figure 1I-2 rllustrates the transactional relationships within the synthetic flber textlle '
industry. There are several important players: chemlcal rcormpames producmg yarn, Vlarge,
: rtrading houses, local wholesalers, and weaving houses. The position of weaving houses in
~ Japan's synthetic f' ber textile industry is quite r:lifferent from that of weaving houses in other
textlle industries in Japan or from the weavmg sector for synthetic fiber mdustnes in other
_countries. Much of the weaving process takes place under weavmg service fee contracts with
chemical compames, trading houses, or local wholesalers. - '

A service fee contract operates as follows: Either chemlcal compames or tradlng
houses supbly yarnr to Wea'ving houses, ,v.vhor re‘turn the woven textiles to them after the
weaving and dyeing is finiShed; Weaving houses are baid service fees based on the amount
-of woven textiles they produce. Sales risk is covered by either the trading houses or the
chemical industry. This contractual form was common h-i_storicralrly in the traditional silk
weaving industry, {out of V\rhich Fukui-lshikawa's synthetic fiber industry evolved). The
practice became increasingly dominant after Werld' War I Thus in 1955 54% of Fukui-
Ishikawé's textile producﬁon was by fee contraet. By 1989, this share had risen to 84%

suggesting that Weaving houses in 'Fukui'-lshrikawa have increased their dependence on -
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chemical companies and tradlng houses for risk-taking, techmcal support and sales of thelr :
products 20
lt is necessary to dlstmgmsh between cases in whuch weaving houses transact directly
with chemical companies and cases in which weaving houses transact with trading houses or
- wholesalers.’ When weaving houses transact directly with chemical comparlies, the processr
is called "maker chop” in Japarlese, which rneans the products are under the contrdl 6f the
chemical companies. When weaving houses transact with trading houses or local wholesalers,
the process is called "unbra,” meaning non-brand products.? o ,
"Maker chop",products are given the brand names ofr the large national chemical
companies.2® These firms are heavilyr involved in the marketing rof théir products, both textiles
- and final goads. Only weaving houses with ar reputation for,sophist'icated weaving skills are 7
invited to be members'of production networks under chemical companies. The weaVing fees
runder "maker chop” contracts are generally higher than those undér "'unbra" contrécts.
Chemical cdmpanies have beer\ nurturing keiretsu weaving houses and have introduced a
senes of new materials to the market in an attempt to improve competltiveness.
' The textiles produced under "unbra™ contracts are not national brands. Since tradmg

houses and wholesalers purchase yam from chemical companies, the material they use is not

the most advanced. The weaving houses in this production network are relatively small énd -

have less technological skill in dealing with new materials than weairing houses under "maker

chop” contracts.

internal documents, Fukui and Ishikawa ———, All 33 firms we interviewed made this kind of contract either with chemical
companies or with trading houses. In fact, 66% of the firms we interviewsd answered that 100% of their praducts were
produced tnder fee contracts. For the remainder, 10 to 30% of their pr--ucts are sold to third parties (through trading houses} -
with the risk taken by weaving houses. Thrs is qurte different from, say, the wool product industry, where weaving housas are
more independent.

BThe term "trading houses” here means large tradinﬂ companies {sogo shosha) such as C.ltoh and Marubeni, while the term
V"whulesa!ers" means local trading companies. It is not necessary to distinguish between the two for this disqrssfon.

ZThere are some differences between Fukui and ishikawa. In Ishikawa there are several large local wholesalers, so "unbra®
is more common than in Fukui. Since local wholesalers were very influential-in Ishikawa, they orgar ‘ze the local weaving houses
under their control. Thus national trading houses and chemical companies have difficulty gaining direct access to these weaving
houses. The local wholesalers purchase yam from several chemical companies so that they do not depend heavily on one
particular company. National trading houses such as C.itoh and Marubeni are more influential in the Fukui area, where they have
estzblished their own production networks. Large chemical companies have also established their own production network in
Fukui by m\ntmg weaving houses with hrgh technical skills to be members of their production networks.

”The leading chemical companies include Toray, Teijin and Asahikasei, all of which are classified as larga-scale corporatlons
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~ The distribution of weaving houses between the two types of contracts reflects the
wide Variety Ofproduct_s produced in this area. Even the firms \lvith high technical skills
involved in "maker chop" transactions also get involved in transactions_ with trading houses
or Iocal wholesalers.z‘ For firms'mainly involved in "maker chop” contracts, "unbra” contracts
are a way to stabilize productlon since orders from chemical companles fluctuate consnderably '
dependmg on market conditions. 7 , ' ,

' Most firms have business relatlons wnth more than two trading houses. There isa

_continuous flow of i mqumes from trading houses to weavmg houses about the possrbllity of
weaving various kinds of textiles. For their part, when wea\_nng houses have new product

_ideas, they go' to trading houses to find out about the potential for selling these products. ,

-5, The Importance of Industrial Or | |

As the three cases have illustrated, the Japanese economy incorporates VSMEsin' a
“number of noteworthy ways. These include: {1) widespread subcontracting in many industries
- and regions, (2) the functioning of Iocal_production' netWOrks, called"sanchi“ in Japanese, (3)
the complicated division of labor among mahy firms in the vertical flow of goods encompassing -
~ various industries, and (4} the intricate and complicated transactional relations observed
between firms. o , . ' ' .

Most SMEs depend upon the help Vof local production networks; and subcontracting
relations for survival. They sell their productsmainly to parent companies or to trading
houses, not directly to final consumers. They receive a contlnuous ‘flow of information from
- parent companies, trading houses, and rival producers. Tradmg houses and parent compames ,
even provide SMEs with financial support in forms such as commercial credits. '

"~ Under these.,circumstances, public SME support policies can be effective only' when
they are implemented through local production networks. Understanding their role can be
~ evaluated only in relation to the industrial organization surrounding SMEs. Indeed, one of the
most important contributions of public SME support policies -has been to enhance the function
of local production networks. Beneficiaries of these support policies are thus, not only,the h

SMEs that require local production networks and subcontracting relations to survive, but also

2In our sample, 27 out of 33 firms are involved in both types of contracts.
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- the Iarger firms whose competltlveness depends on the efficiency of subcontractmg SMEs and

on active interactions with the local productlon network.
. s ' isti

l-1. SME Support Systems in Tsubame. Fukui. and Ohta
As discussed- further in scctions V-V, three types of institutions generally provide
support to SMEs, regarriless'of- the' locality (See Table I-1 ). First are those institutions _
' providing functional suppart in specialized fields regardless of the industry in question, such
as public financial institutions and technical centers. These instifurions are usually operated
by either national or local governments Sector-specnflc organlzatlons, such as industry
associations, are a second type of supportrng lnStItUtIOn These are generallv private or semi-
private organizations, although they often receive some form of public support, including
‘preferential loans and tax rates. Finally, various local governments and chambers of commerce
provide generai support to alli kinds of SMEs regardless of their business activity. These city
and prefectural governments and'local ehambers of commerce _are also_generally engaged in
" coordinating SME policies. ' _ , S | " ' |
, Before we begin our analysis ofr the operation of technical,’marke‘ting, and finaneial
'support systems, this chapter will review some background -feature's of the institutional 7
' enwronment specific to Tsubame, Fukui and Ohta, followed by an introduction to the flrms
surveyed in each locallty
- ITsubame: Table III 1 shows important SME pubhc support mstltutlons for silverware -
' producers in Tsubame. Support provided by non-sector specific mstlt_utlons is often focused N
7 ‘on the silverware industry since it has a significant position in Tsu'barn'e'rs economv. A case
in point is the Tsubame Wholesalers Cooperative Association. Aithough set up to promote
wholesalers’ dealings with Tsubame products in general, this association’s major activity is
dlstrlbutlng snlverware ' ' '
Support mstntutrons in Tsubame appear to be qunte active compared to other regions,
with the city office and the chamber of commerce playing a central role. The city has a strong
information exchange network among v_ariods institutions, inoluding the city office, the

‘chamber of commerce, and inddstry associations. . These institutions actively collect
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“information about the silverware industry and its needs by hosting meetings with producers.
Throogh this network, the city has developed an effective system making its needs known to
the central government. Indeed, Tsubame has long been a recipient of special central
_government assistance for local prodljction networks (Table lli-2). Strong ties between the

' industry and the central government date back to the 1950s, when the silverware industry

restrained exports at MITI's request. o o ' '

E.ngu_lﬁmlgam Whlle textlles producers in Fukuu-lshlkawa receive support from a

" number of lnstttutlons, thls section focuses mamlv on industry associations. Several voluntary

associations are organized at the subsectoral level such as the Industry Association of

Twisting Firms and the Industry Assomatlon of Local Wholesalers. More |mportant are two

Seml-publlc mdustry associations: the Industry Association of Structural Refon'n of Weaving

 Houses (Fukui-ken Orimono Kozo Kaizen Kumiai} and the Industry Association of Textile

Products (Fukui Sen'i Kyokai). Subsector irldustryr groups maintain close associations with the
' two semi—public industry associations; indeed in Fukui prefecture, many have their offlces on - '

~ the same floor of the same building. B : ' . |

' Industry assocratlons do not offer techmcal or f' nancial assistance to firms. Rather '

‘their main functlons are to improve »commumcatlon among;flrms, to assist in commumoatlon
between firms and the local and natlonal government, and to organize trade fairs, public'
lectures, and other activities for the workers of the member flrms They also collect mdustry ,
data and conduct research on foreign competitors. The small size of the associations, most

~ of which have fewer than 10 officials, precludes them from providing more exter_lswe forms
of sﬂp’port. The role of the Industry Association of Structural Reform,of Weaving Houses
differs from that of other irndustry éssociations.' Although the association has a 'n'aditioh-dating

‘back to the late 1800s (Table lll-3), since 1967 it has become the window for various public -
loan programs ondi subsidies. These public financial euppon programs have been ,used '
extensively for replacement of old machines by new equipmen't' (such as water-jet looms, air-

,jer looms, double twisting machines, and repiaFt_ype looms; see Table I11.3).

Ohta: Beoouse the small and medium auto parts suppliers of Ohta have relied most
ex’tenSiVély on financial support, we concentrate our discussion first on financial support

~ systems in Ohta, and then on other supporting institutions.
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Financial assistance in the 1950s and 1960s was provided under the 'Ma’chirnery
Industry Promotion Temporary Measures Law (1956) and the Electronic Industry Promotion
Temporary Measures Law (1 957) Support was provided to .ndustry associations as well as |
individual firms. To take advantage of this resource, a number of industry associations were
-set up in O_hta and other parts .of Japan. As of 1992 Ohta had more than 30 industry
associations, including four machinery and metal industry associations for the auto' parts
industry. Beyond obtaining public loans, their activities have been_lirnited'mainly 10 organizing
social gatherings. The Ohta Machinery and Metal 'Industry Cooperative Association, [Ohta
Kikai Kinzoku Kogyo Kumiai] is the oldest established in 1961 It has only two officials in its
_secretarlat one engaged in clerical work, and an annual budget of 7 mllllon yen, most of which
comes from membership fees from its 148 members.

, Machlnery and metal mdustry assocratlons in Ohta have not been more active in part'
because influential parts producers are already heavnlv involved wrth associations organized
under their parent firms. The Subaru Hiyu—kai association has 217 auto parts producers
affiliated with Fuiji Heavy Industries, including 70 first—tier Vsubcontractors from Ohta. At
'meetlngs, members of Subaru Hiyu-kai actwely exchange busmess mformatron among
~ themselves, and also W|th Fuji Heavy Industrles ' N , '
The presence of other manufacturmg sectors in Ohta (such as electrical machrnery and
- textiles) make it difficult for public ergamzatlons such as the city office and the chamber of
“commerce 10 focus solelv on the auto parts mdustry. Despite this lack of sectoral focus, the
Ohta charnber of commerce actively 'promotes Ohta's auto parts producers {along with other
" businesses in the region). The Ohta chamber, established in 1947, currently has 3,162
members, 23 secretariat members, and an annual budget of 200 million yen. In addition to
providing' managerial assi_stance; the chamber sends out information on SME policies to
i Vmember firms and lobbies for SMEs in Ohta. It also acts as an intermediarY*for 'SMEsr

interested in obtaining loans from public as well as private sources.

- racteristi Ei | _
Differences in size, history, and other characteristics often- affect the behavior and
performance of firms. For example, a large firm with a long history tends to have better

access to loans than a srnaller,_ younger firm. Similarly, differences in the educational
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. background ard job expenence of the firm's owners ‘may lead to drfferences m patterns of
acquiring technologlcal capabrhty Owners with an engmeermg ‘degree may be more
technologlcally innovative than those from other backgrounds, for instance. Addition’al
background on the general charactenstlcs of our sample firms may therefore facrlltate
mterpretatron of the survey results. '

]’_s_ub_ameL All of the sample frrms in Tsubame are srlverware producers rather than

. polishers. “Our 40 interviews covered approxrmately 6 percent of the 700 silverware producers :

in ‘the area. Table -4 shows that the sample firms had an average. of 54.2 employees, with -

‘most of them employing less than 80 workers Eight firms (20 percent of the sample) are -
_ engaged solely in subcontractlng work, while the remalnder consign processmg to
subcontractors Most of the parent firms are also engaged in subcontractmg Although the
precise number was not obtalned the average number of subcontractors per parent was
) approxnmately 20. 7 I 7
All but one of the sample firms were set _up' before the 1 980s, with most of them starting
7 'operationsin the 1950s or 1960s. In general the larger:the firm, the Ionger the years in
_operation. ‘Most owners andmanagers are in their 40s and 50sand hold a high school diploma

wrth an englneerrng specialization. A large number of these owners started their srlverware'

busmess as a spln-off from a prevrous employer ‘The younger generation of owners, usually :
second—generatlon in the business, tend to have a unrversrty education.

Fukui-lshikawa: Table IlI-5 shows the srze and trme of establrshment of the sample
firms. All employ less than 200 workers and most have less than 100 employees Out of the

33 firms we mtervrewed 17 started their business after World War II. But even most of the

N firms establrshed after the war have been in busness for more than 30 years.

Only seven of 33 owners are flrst-generatlon Two-thirds of the owners are in their 50s
and 60s, and 19 have unrversrty degrees. Compared to. the other industries we examlne, the
educational background of the textiles producers is quite high. Typlcally, the owner worked
m a Iarge tradlng company or chemical company in Tokyo or Osaka for four or frve years
before joining a frrm managed‘ by his Vfather or a relative. Hrs experience in a trading company -

, or chemical company gave him not only technical and marketing skills but alsor useful contacts,

which are important in managing a textile weaving company.
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Ohta: Table lll-6 illustrates some basic characteristics of the sample,firrns in Ohta. The
majority of automobile part producers in Ohta have less than 50 employees, as do our sample :

_firms. There are only six first-tier suppliers in our sample, five of which employ more than 100

- . workers, Twenty-flve firms began operatuons after 1955, and eleven began operataons after

1970. Three firms ‘that went into busmess before World War Il are now flrst-tler
subcontractors to Fu1| Heavy lndustrles. _ _ |
Our sample shows that Nakajrma HIkOkI Seisakusho {Nakajlma Alrplane Manufacturing .
Company, or Nakajima Hikoki for short), which was superseded mamly by Fuji Heavy Industries
" and Sanyo Electronics after WWI|, played an |mportant role in nurturing Ohta's parts suppliers.
Among the  six flrst-tier suppliers, three were started by people vlrho had been working in
' Nakajlma Hikoki and two were suppllers to Nakajlma Hikoki before WWIL. 2 The background

of the smaller firms is more diverse. Among the 30 f|rms that provided information, six were

started by previous employees of Nakajrma Hikoki or Fuji Heavy lndustrles, and 19 were -

- started by peOpIe worklng for suppllers of Fu1| Heavy lndustrles
The owners and ‘managers are mostly in their 40s and 50s, and 19 of them are first-
~ generation. Their educational level i is relatlvely low compared to the other mdustry cases, as

six of them had only a jumor hlgh school educatlon. :

IV._Acquisition of Technological Capability by s MEs | |
This section identifies the mechamsms through which Japan's SMEs acqmred
technological capability, paying particular attention to the role of publlc support in that effort.
Two approaches hall,e been used in each of the three industry cases. One is a historical review '7
' ~of how the industry developed technological capab_ility, mainly using published studies and-
"~ documents. The other examines recent eXperience in acquiring technological capability, based
on the results of our mtervrew surveys. After presentmg each case study, this sectlon will
conclude by dlscussmg lessons for SME technology policies. ' '

- Collective technical support acted as both a direct and indirect catalyst to innovation

in the initial period when these industries took root. In subsequent periods, private channels,

such as subcontractlng parent firms and materlal and equipment suppllers, have generally been

the dominant source of technlcal support. Public technical” support at the local level functions

’ zsWc-z_ could not get an answer to the company origin question from one firm.
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to a Iarge degree as a node in a network', rather than as a direct means of -su'pport." Such )
7 support often facilitates communication among" private firms that might otherwise not have
taken place. Our findings thus indicate that publrc technical support has plaved at most a
modest role in directly helprng to build the technologrcal capabrlrty of SMEs.

IV-1. Public S t for Acquisition of Technoloaical Capability by SMES

Public assistance for upgrading the technological capabilit\) of SMEs can be broadly
divided into three ‘groups: provrsron of preferentral loans, fiscal measures, and techmcalr
, assrstance. In this section we examrne these three types in turn.2®

Preferential Ioans have been provided to SMEs since 1954 under the Chusho Krgyo
Shinko Josei-Ho [The Law on Financial Assistance on SME Promotion] %’ for mvestment to
- modernize and upgrade facilities. The Ioans, for up to 50 percent of the investment cost,
were provrded by local governments at no interest and with 5-year maturity. Funds for this
program were prowded by the central government. Loans totalhng 15 blllron,yen were
' 7 provrded under this program in 1965, equrvalent t0 2.1 percent-of fixed investment (704 billion
- yen) by SMEs in manufacturrng 28 ' , , .
' Preferential loans from the Srnall Business Flnance Corporatron and the Japan Small
Business Corporation became available following revisions of the law i in subsequent years.
These loans targeted desrgnated sectors whose modernlzatlon the government ccnsrdered
necessary for improving competrtweness. The program has continued and in 1990, loans
- extended under the equipment modernization program totalled 45 billion yen, only 0.8 percent
of fiked investment by SMEs.in manufacturing. These public loans tlid, however, facilitate
additional SME loans from other sources. 7 , 7 |

Two types of public fiscal measures are used to promote acquisition of technological
,capabrlrty by SMEs: provision of subsidies and preferential tax treatment. Subsidies are
- provided to SMEs and SME industry assocratrons to promote research and development. They
are also provided to natlonal and local technical institutions to undertake R&D related to the

technologies used by SMEs. For fiscal 1991, ,3.5'7bilrlion yen was budgeted for such

- 6 See Small and Medium Enterprise Agency (1 991b and 1992) for details. '
. 7 See section VI for more details on financial assistance.

_ * Shoko Chukin Bank {1987}, p. 335.
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subsrdles.?9 Preferentlal tax treatment is applied to R&D expendrtures. Speclﬁcally, SMEs may
‘deduct z fixed proportron of R&D expendrtures from taxable income. A special depreclatron '
7 allowance is also applicable to machlnery and equrpment under the SME Modernrzatlon '-
' Program which provrdes incentives for SMEs to install new and |mproved equrpment to
upgrade technological capability. N o

National and local governments provide a \rariety of other opportunities for SMEs to
rupgrade technological - capabilities.®® Seminars on technologies  are offered by local
' governments as well as by- such SME-related institutions as the Japan Small 'Bu'siness
Corporation. These seminars eover basic theories as well as their ap'plications forﬂspecifie
sectors. They may last from a few days to a year, and are usually financed equally by
| sponsormg institutions and participants. , '

~ Local governments also offer md-vuduallzed technical advrce and information to SMEs

Under this program, a technical adviser or team of technical experts (from the private sector,
~ public research institutes or universities) is sent to SMEs upon request to provide information
about technrological upgrading. SMEs can also obtain technical assistance from local teohnical
centers. o ' ' 7 o

Finally, SMEs may benefit from other services at local research laboratories, such as
" testing of new materials and products. 'Presently, approximately 170 oublic research
: laboratones are operated by local governments. Technical experts-at these: Iaboratones attend
i saminars and trazmng courses. sponsored by central and local governments SO that they can

, provrde up-to-date techmcal mformatton to SMEs
V-2, Technological S in the Tsubame Silverware Industr

_Ls_tua_D_e_ﬂlQDr_n.ema Manufacturers in Tsubame have experlenced a number of
technological changes since the mid-1700s, when nail production, the root of silverware
production, began.®' Major technological breakthroughs included: the start of nail production

{1700s), the start of fork production (1911),'rhe mechanization of silvenNare pr_oduction

25 Small and Medium Enterpﬂse Agency (1991a), appendix p. 22
3 For details, see Small and Medrum Enterpﬂse Agency (1 992)

¥ See Shimoda and Kasahara [1991] and Sasage [1971 and 1977] for d'etailedrdescriptions' of the history of Tsubame.
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(19205), the start of kmfe productaon (1920s), the use of stamless-steel (19505), and the - |
~ development of new polishing methods (1950s). ' ' '
; Of these technologrcal breakthroughs, the public sector took the initiative only in the
case of nail production, when a Tsubame official invited nail producers from Edo (Tckyo) to
teach nail production to village manufacturers._ For other technologioal breakthroughs, the
private sector took the initiative. Kichiemon Sasage, a iocal,trader, produced the first fork in
1911 in response to an order from a Tokyo trading house. Other manufacturers, with
' experience in metal production followed Sasage's example and started 'producing forks.
Successful fork production led to orders for spoons, which began to be produced in the mid-
1910s using basically the same production technique as torks. To meet increased demand,
' silverware producers sought mechanized systems of production The -first machine for
~ silverware productron was developed in 1921 by a pnvate equrpment manufacturer located
near Tsubame. ' '
Although they may not be conS|dered major breakthroughs, a number of technologrcal ,
: _improvements have taken place in silverware production since the 1960s, such as the
developrnent of high quality stainless steel and the devrelopment of r\ew products_ rsuch asa.
variety of housewares. The role of the public sector, in these irhprovements has been Iimited
mainly to testihg.' SUccesstrl develoomeht of a new material called 18-12 (18 chrome and 12

nickel) stainless steel by Oizumi Bussan, a medium-sized producer, followed a typical pattern. '

- Research and development was undertaken jointly with Nippon Yakin, ‘alarge material producer

located outside of Tsubame, with which Oizumi Bussan had a long business relatronshrp. The

local technlcal center was used for tes :ting the new matenal

M_d_ﬁ_almmnmmw The technological gains of the rmmedlate '

- post-war period provided the sprmgboard for a major expanslon of silverware exports. Indeed, -
in the mid-1950s, the export-output ratio exceeded 90 percent. The growth rate of silverware
production started to decrease in the 1960s as restrictions on the. part of importing countries

Vslowed Japan's export sales An increase in Japanese' wages and. the appreciation of the yen
further reduced growth momenturm. Rapid progress on the part of other Asnan countnes also
affected Japanese exports unfavorably. In the mrd 1980s, rapid yen apprecratron caused a

drastic decline in export salzs and posed a serious challenge to srlverware producers.
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Silverware ,producers- adopted Vveriou'sr ooplng strategles, including ) qualitv upgrading,
development of new products, technology improvement, end cost redUCtion;' |

~ Almost all the furms regarded their own efforts as a primary source of technologlcal
upgrading (Table IV-I}. Next to their own. efforts they ranked reverse engineering, ]olntr
technological development, and patents as other lmportant sources of technologv, although '
their respectwe importance is sngnlfloantly Iower. Desrgn, a crucial factor Iin determlnmg:
success or failure of a produot, is believed to be copied by'com'petltors' in Tsubame. Indeed,r
the fact that copying has been widely practiced among silverware and houseweres producers
,in Tsubame appears to have contributed to the success of produotion_in Tsubame by putting
pressure on innovative tirrns to develop new products and improve'technologies., Formalr
" channels such as joint technological deVeIopment, patents, end technologyties ere used for
~ technology acquisition by approximately 30 percent of the firms, Large firms. which engege
in the development of new products more actnvely than smaller frrms, tend 1o use these formal 7

'channels W|th greater frequency than small firms.

Silverware producers have utilized various types of technologloal support (Table IV-2) o

 More than 50 percent of the respondents received technical support from parent firms and
' public technology support egencies such as prefectural technical centers. ‘The teehnical center
engages in research and development, exchange of technical information with firms and
universities, and provision of technical assistance to small and medium firms. At Sanio
_ technical center near Tsubame, three types of assistance -- hosting'iseminars,. sending
-~ technical advisers, and providing t_esting services — are available. In fiscial year 1992,7technical_
, advisers were scheduled to visit 50 ﬁrms over a total of 240 work-days Very'small firrns'do
not use technical centers as much as. large firms (Table IV-3), because thev tend to be Iess
.engaged in technologlcally-onented act:vrtles. ' '
Followmg parent firms and the public techmcal center, other poput! ar sources of
,technlcal support mclude equupment suppllers, firms in the same business, and- mdustry '
associations. As many as 30 percent of the producers received support from these
institutions. Tec_hni_cal literature, the chamber of cornmerce, private consulting firms, buyers,
- and universities are more limited sources of technological support, used by 'Iessthan a quarter
of the respondent firms. o o " '
As for the usefulness of technical assmtance, support from parent firms scored highest,

~ averaging 3.B on a scalerof 1t05 (Table IV-4). Medium-sized producers with 30 to 80
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‘employees gave the highest score to technical supbcrt f,romrpare'n't firms, with allr five firms

in this size category giving such support the ranking of 5 [the hi'ghest”score). VSupport from
equipment sﬁcpliers ranked next highest, with an average sccre of 3.2, although the evaluation
-of such support by producers variee Mdr.'ly: five firms ranked it 5, or mosrtruseful, while four -
firrhe gaveita score of just 1. Technical support from public sources, (i.e.r,the pub_lic'technical
center, indUstry associatione, chambers of comr'nercexand cni_\rersities) scored relativeiy low.
Four users, all of them relatively large firms, gave higﬁ scores, but other respondents felt that
the assistance prowded by these publlc support institutions was out-of-date and/or dlfflcult to
use commerclallv 7 ' ' '

, The interview results bring out an mterestmg contrast in the evaluation of technlcal
support by small and large firms (Table IV-4). For small firms, techmcal support from other 7
firms in the same business and from equipment suppliers ranks relatively high, while large firms
are more enthusiastic about assistance from the technical center; Such differences in
evaluation indicate ihe different approac‘\es to technology by firmc of different sizes. Building 7
on their own ldeas ‘and efforts, large and - Ieadlng firms develop new technologles with |
assistance from parent flrms and the technical center, while small firms obtain establlshed
technologies from parent firms and other flrms in the same business, with limited assistance’

from public Vinstitu'tions. |

Development of A New Material: The Case of Aovoshi Seisskusho: Aoyoshi Seisakusho, a
medium-sized silverware producing firm, developed silverware with a handle made from
"s'haper-merhcry"r polyrfner in1 990. “The product, named "WILL,“ has a special handle that can
| be changed, into ahy shape to suit the need of the user, since shape-memory polymer becomes
flexible in hof water. Once set, the materiai solidifies and maintains the desired shape.

~ The idea for this broduct came from Yoshiro Aoyagi, the founder and president'of Aoyoshi
Seisakusho, out of his cohcern for handicapped and agedr persons, several of whcm are
employed by the company. Aoyagi attended a number of seminafs and exhibitions on new
materials on the basis of information obtained from his own informaticn network and public
suppcrt ins?_:itutions such as the chamber of commerce and the Japan Metal Flatware Ihdustfy
'Associaticn. He experimented with various types of materials, before he cafneracrcss'the '
shape-memory polymer. This nzw material was beicg_developed by a company named Enaki,

a subcontractor for the giant Mitsurbishi Heavy Industries. As head of small company in a local
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| city, Aoyagi used Shinanogawa,Technopolis; a publicrresearch center in Niigata; to make
contact with Mitsubishi Heavy Industries. Through a two-year joint reeearch with Enaki, which
was introduced to Aoyoshi Seisakusho by Mitsubishi Heavy Industries, the new material,wasr '
successfullv develo-ped and applied to silverware. Without aesistance from ShinanogaWa
Technopolls, it would have been almost 1mpossrble for Aoyoshl Selsakusho to conduct joint
ﬂresearch ‘with Mitsubishi and its subcontractor. ' '

- The new product, WILL, has received several awards for creatrvnty in contests hosted by ,
:supportlng institutions. With the attention given to WILL through trade fairs and the mass
media, the product is off to a good start, and Aoyoshi Seisakusho is in the process of

obtaining patents for the new product.

V-3 A sit £ Technoloaical Capability for W ing 1 'E-_I' 1shil |

___sxgr_c_aj_leel_Qp_m_ema Small and medlum textile producers in Fukur-lshlkawa have
prof‘ ted substantlally from technical support prowded by the public sector, in the form of
technical lnforrnatlon and trammg as well as ‘financial support for the purchase of new
machines. ' 7 p o

The textile mdustry in Fuku: got its start wrth assistance from the Fukm prefecturalrr
government in the early 1900s, :whlch rntroduced the technology for the production.of silk
products {"Habutae™) from the Kiryu region in Gumma Prefectme. ‘A number of middlei-class- |
landlords in the pre_fecture were enthusiastic about the silk textile'industry, and the firms they
established became the root of the successful textile industry in sub?sequent,years. The
' 'technical center run by the local Fukui government played an importantrole in'introducing andr
disSeminating the technology for rayon production in the 1910-30 period.  The Vlocal
'government also Vsent special rnissions' to Europe to purchase new machi.".ee for rayon
production. , o - | |

The importance of techmcal assistance from the public sector in Fukun dlmlmshed in the
post-war perlod as the private sector, especially Iarge chemlcal and trading compames, began
to play a greater role in introducing new products and technologles Nylon, mvented by
' Dupont and lrtroduced to Japan by Toray, a Ieadlng chemical company, was woven in the

Fukui region without much time lag. - Pclyester, invented in the United Klngdom and
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commercially developed in the United States, was introducedto this area by S'alcai Sen'i,

leadrng weavrng firm. Even so, the technical center remarned important as a drssemrnator of

technologies that Iarge firms would not readily disclose to SMEs. Since 1971, the publrc 7 '

technical centers have been engaged malnlv in testing materials and products for SM Es rather
than in disseminating technical skills. The. focus of public support for the mdustry shlfted to
providing fmanclal support for the installation of new machines.
| The Impact of Recent Yen Appreciation on Acquisition of Technologies by SMEs: The
raprd ven appreciation after 1985‘*2 weakened the competitive posutron of textlles woven by '
Fukui producers. As aresult, as many as 75 percent of the respondents to our survey adopted
- astrategy of introducing new products to the market. Specrfrcally, a number of producers in
Fukui made serious efforts to shift to a new synthet:c material in order to differentrate
- themselves from forelgn competrtors As Table V-4 mdrcates, more than half the respondents :
relied in this effort on techmcal support from various sources, in particular from parent firms,
equrpment suppliers, and the publrc technrcal center In contrast, technical support from other
firms i in the weavmg mdustry, mdustry assoclatlons and umversrtres was very limited. '
: - Out of 30 textll_e_producers interviewed, 27 firms, or 90 percent, utilized technrcal
assistance from parent firms, and two-thirds of the firms gave such assistance a rating of 5,
- the highest score. The smallest weavmg houses in partlcular gave technical assrstance from
their parent flrm the hlghest score (Table IV-5). These results hlghlrght the lmportance of ,'
chemical companres and, to a lesserdegree,rtrading houses, in the acquisition by SMEs of .
technical skills for new textile products. Several weaving houses noted that chemical

companles sent technical personnel to them when they started weaving new materlals. Some '

weaving houses teamed with chemical firms i ina partnershrp to develop new products Among -

the 24 respondents to the questron about sources of ideas for new products, 16 firms _'
answered that theV obtained crucial assistance or sug'ges'tions' from the chemical companies

' tor the introduction of such items as new synthetic fiber products, computer ribbons, new -
_rndustnal materials, and synthetic fiber kimonos. '

' Next to the parent firms, equipment- suppliers are a popular source of technlcal support
(T able [V-4). Ten of the 20 flrms utilizing such assistance give it a score of 5, although 6 firms

gave it a score of 2. Flelatlvely small firms gave such assistance a higher score laveraging

2 #The yen eppreciatecl from 250 yen per dollar in 1985 to 125 yen per dollar in 1988.
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4.1), and highlighted the usefulness of engineers sent bv't_he equipment firms to teach
employees to use new machines, such as modern waterjet and'air-jet looms and double twister
, machines Firms with 100 or more workers gave support be equipment suppliers an average
score of only 2 3 Thls contrast reflects dlfferences in the rnternal technologlcal capabllities ,
of firms of different sizes.
More than half of ‘the respondents Ilsted the publlc technrcal center as a. source of
: technlcal support. Large flrms were the most common reclplents, while none of the smallest '
7, firms reported using the center. The technical center can be a convenlent place to get quick
answers. As one local government bureaucrat noted the Fukur technical center received 5497
inquiries in _1991 » of which about 4000 were related to the textile industry. Typical i mqumes '

'includedrquestionsabout' "how to adjust the loom," "the easy way to make double-size
" weaving," "how to weave nylon yarn,” and i'how 1o use new twisting machinesl" Most of -
.the inquiries were handled by phone, although one of the center's 19 technical advisers can
be sent out under the "adviser system" for complicated questions. l_n 1991.' the center sent
advisers to 70,companies._ It takesan adviser an average of three to four days to complete
assistance for one inquiry. | Most inquiries came from very small weaving houses, which seems
inconsistent wrth the interview fmdlngs This mconsrstency may be due to the. way the.
questions were posed. We asked about using technical assistance for the development of new -
products or processes, rather than use of technical center in general. It therefore seems likely
that the smallest firms use the ‘technical center for problems_' that arise from normal business
practices such as equipment' operation, but n'ot for technical assistance with innovations.
Desplte extenswe use of publlc technlcal centers by relatlvely large producers, their
evaluatlon of the effectiveness of such support varles wrdely. Specrflcally, four firms gave it
the lowest score of 1, while three firms gave it the highest score of 5. - This wrde variation
may reflect differing expectations of the technical center. The firms giving low scores tend
to have successfully used the technical center in the past, and thus have high expectations.
However, such‘ expectations are often not realized now, since the technology level has become
| so sophlsticated that ‘only Iarge companles such as chemlcal firms and machinery
manufacturers can keep up. Techmcal centers still play an important role in provrdlng |

inspectron and technrcal analysis servrces, however.
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ﬂmmgj_aelelgpmgmg The roots of the automobrle 1ndustry in Ohta date back to 1918
with the establrshment of the alrplane manufactunng firm known as Nakajrma Hikoki. Wrth
the outbreak of war in Manchuna in 1931 and World War llin 1 941, Na_kajlma Hikoki rapidly
increased pro.duction of military airplanes and soon became the- largest airplane manutacturer
in Japan. Workers came from around the country, and the number of company employees -
shot up from 619 in 1927 to 49, 591 in 1944 7 _
Wlth the end of World War Il, Nakajima Hikoki was dissolved, and some of its former

' ernployees established Fuiji Industries. Fuji lndustries_began producing electricparts and small
motors, and in 1946 manufactured the first Japanese motor scooter. Inr 1958 Fuji Industries
rbegan producing the Subam 360 a subcompact car, and automobnle production expanded

rapidly after 1960. , ‘ -
' At the same time that Fu1| Industnes 'was set up by former employees of Nakajlma
Hrkokr other former employees started their own firms, mamly in the machmery sector it was
only natural for them to engage in business with nearby FUjl Heavv ‘Industries, which
_ 1ncreasmgly requrred close coordmatlon with parts producers to manufacture automoblles
effi clently This is how the subcontractmg system centerlng on Fu1| l-leavy Industries formed
in Ohta in the 19505 and 1960s. ' N

‘ The reqion's automoblle parts suppllers gradually expanded their busmess relatlonshlps
with other suppliers, including Honda and Nrssan ~ Technology transfer from parent firms to |
their subcontractors was an important source of technology acquisition. But it was not 1ust the
_ pnvate sector that contrlbuted to upgrading the technological capability of the auto parts
producers. Fuji Heavy Industries and related automobile parts producers received pubhci ,
assrstance in the form of |mport protection and preferential fmanclal and fiscal treatment for
the purchase of modern equipment under the Machinery Industry Promotion Temporary
Measures Law {1956). This public sector role in the acquis'ition'of technological capability by
Ohta' s automobrle parts producers has dlmlnlshed over time.. As will be discussed more fully
- below, based on interview results, the roIe of the parent firm remains essentral to automoblle

parts producers, most of whom engage in subcontractlng
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' wmmmwm&m Faced with stagnatmg sales
in the mid-1 9805, automobile parts producers basically adopted two strategnes -- to broaden
their product lines and to improve efflcrency'm production. Some automobile parts producers
started producing parts such as electric wires and 'floppy disks for_the electronics' industry.
The technologies required for the production of these electronic parts were basically the same
' as those used for auto parts proddction. ,Moreover, m_ajor electronics' producers 'such as Sanyo -
Electronics and 7 Mitsubishi 'Electronics were located in Ohta. ~ At the same time, many
automobile parts producers installed such Vnew eqUipment as numerically controlled (NC)
machines, which were useful not only in improving productrvrty but also in reducrng the
number of workers needed, which was important in dealmg with labor shortages.

_Firms Irsted therr "own efforts,” as the most important source of new ideas leadmg to
- the development of new products and/or equipment (Table IV-6). The next important source
of ideas was the suggestions'of parent firms, with close to 50 percent of the respondents
acknowledging such support. These two sources can be closely related- A suggestion is often
grven by the parent frrm, based on which the parts producers will come up with their own
more concrete ideas. One firm developed a new auto part after Iearmng that its parent frrm
- needed new parts for a new model - Five respondents sald they received |deas for new
products whrle attendlng seminars or training sessions at their parent firms. Three firms noted
that exhlbltlons sponsored by rndustry associations and the local chamber of commerce proved :
- quite useful for getting information not only on the state of art technologies but also on
products deueloped by other firrns in the same business. Two respondents noted the
usefulness of suggestlons made by the technrcal center.
,&Mﬁﬂp@ﬁjﬂﬂm To convert ideas into new products and
- production technologles, automoblle parts producers utilize technical support from various
sources. ‘ Table IV-7 shows that parent firms are the most popular source of technical support,
with 24 out of 33 firms utilizing such help. Small firms tend to use tech'nicarlrsupport from
their parent firms more_than large firms (Table IV-8). Recognizing the almost one-to-one
' _correspondence between the size of the firm and its position in the subcontraoting'chain, this
observatron indicates that Iower-trer subcontractors rely more on technical support from their
parents than higher-tier subcontractors.

Equipment suppliers are another popular source of technical support wrth 21 out of 33

frrms usrng such support Flrms in the same line of busrness also provrded technical support
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with one-third of the respondents receuvmg such support. Other sources of collectrve technrcal .
support (mcludrng the public technical center, technlcal llterature, industry associations, and
umversmes) are less popular among Ohta s automoblle parts producers _
7 Turnrng to the’ evaluatlon of technical support, one flnds a relatrvely low score of 3 3.
: gi\ren to support provrded by the parent frrms- The help of equupment suppliers, who provrde
3 such services as training workers for the use and mamtenance of new machines, is more
highly rated. Although not as oommonly used, the technical support provided by the publlc
technical center and universities is highly regarded by some automobile parts producers. One .
of three firms that received technical support from the universities gave it a ranking of 5, while
the others gave it a 4. The firm giving a score-of 5 received assistance in the form of
university experiments with the development ofa pipe used for melting'snow. on the street.-
The other firms also received asslstanc_:e in the form of technical experiments relating to their
‘new products. i o | |
The types of 1echnical center support services that ranked hlghly among auto parts
producers are product quality mspectlons and acquisition of new technologres The technical
center does not have the necessary skills to develop new technologies itself, but it can help
in such other ways as brganiiing study groups for the development of new technologies.r
Another interesting form of assistance provided by the technieal center is the loan of
expensive machines for experimental use. 'One technical center loaned expensive machines
toa ﬁrm that was attempting todevelop laser technolog\r for measuring the surface of metals, _
and requested that the firm report the results of the various techmcal analyses it conducted

7 with the machines.

V-6. L nfrT ology Poli ME;

~ Private channels such as parent fnrms, equipment supplrers, and firms in the same
business, have been shown to be the dominant sources of technological capabrllty acqurred :
-by -SMEs.® Publlc technlcal ‘support, provrded mainly through’ technlcal centers, plays a =
subordinate role -- although its role was more |mportant in the early stages of mdustry
' development Raprd technological progress has made it dlffrcult for public institutions, whose

activities are constralned by financial as well as human resources, to keep up wrth the

3 Surveys r:onducted by MITI's small and med.um enterprise agency in the mid-1 960's yielded similar results. '
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technological capabilities of the private sector, especially large parent firms and equipment
“suppliers. o 7 7 o B
Despite the diminishing 'role of public support in the acquisition of _technological
capability by SMEs, the public sector still makes a variety of contrihutions, First, tho public
' sector may assist SMEs: in obtaining technical information through its well-developed
7 networks. 'Second the public sector mayrprovide useful testing services for new materials and
new products. These functions are partlcularly helpful to very small firms and mdependent
SMEs, whose access to private sources of techmcal assistance can be llmrted
V. Marketing Suppert S¥§:em§ -
| SMEs in general do nat have the resources to explore thelr own markets. Instead they
depend heavily on their trading partners for marketing of their products, within the framework
of locaI productlon networks and subcontracting relatlonshrps Srlverware is a flnal product
and marketing efforts of silverware manufacturers and trading houses are |mpor.tant. By
" contrast, for synthetic fiber tektiles' and automobile' parts both intermediate produet,
subcontractmg relations and local productlon networks play key roles in marketlng |
- In all three subsectors, most firms find thelr marketrng needs satisfied by these |nter-
, Vflrm relations, and they make no use of public market:ng support. A small number of SMEs' '
' do utllize public support however, when they enter a new market or launch new products
drrectly, rather than through the :ntermedlation of other firms. Public sector marketing
assistance to SMEs is provided mainly through industry associations and the chamber or board :
of commerce, regardless of whether the marketsare domestic or overseas. This assistance
takes such forms as the hosting of trade fairs, sponsonng of exploratory tours, and provusron
of market :nformatlon 7 .
_ In the case of export marketing, industry associationsand the chamberlboard of
~ commerce are usually assisted by the Japan External Trade Organization lJETROl."';" Reliance 7 '
on JETRO for foreign trade information increased rapidly during the 1960s, with ,the number

of inquiries rising from 6,026 in 1961 to 21,882 in 19'70.357 Requests from Japanese

In addition 1o supporting the organizations, JETRO, which at present has 77 overseas offices, provides information on
overseas markets to SMEs. JETRO not only accepts inquiries from SMEs about overseas markets but also introduces faoraign
- buyers to SMEs. Assistance provided by JETRO for the promoticn of exports appeared to have been particularly helpful in the

early post-WWI| period, when obtaining information on foreign markets was difficult. A questionnaire survey conducted in 1955 -
shows that 61 percent of the participants in trade fairs organized by JETRO thought that the fairs had positive effects in the form
of sales expansion and development of ney sales channels while 26 percent thought that they did not have any effects {JETRC
{1973), p. 381l .
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companies for introductions t0 foreign' buyers and consultations on trading practices were
;p0pular in the early to mld-19805, while in the late 19605, forelgn buyer mqurnes about
' Japanese exports mcreased substantlally 36

V-l,_Silv - ,

Table V- summarizes the distribution channels for 29 sample silverware firms from
Tsubane. Cha’nnels vary, depending on whether the product is destined for the domestic or '
export market. On the domestic market, as much as 90 percent of ali products comingfrom
Tsubame pass through trading houses before reaching retail stores, wlth-the_ remaining 10

' percent sold directly to retail stores. Presently, approximately 40 percent of total domestic
product sales rely on tradmg houses in Tsubame, and 50 percent go directly to tradung houses
located in the place of consumptlon
In recent years, a number of producers have garned a reputation for their high qualrty. B
products As their brand names become recognized by consumers, direct marketlng in which
producers distribute their preducts dlrectly to retail stores — increases. Direct marketlng allows 7
- producers to better :control the price of the products, but at the same time it increases their :
risks as the sale of their products is not guaranteed ‘Indeed, all 30. respondents felt that their
own efforts were most |mportant to successful marketmg. One firm hired two marketers to -
, visit as many potential buyers as possible. Another flrm used a headhunter to recruit an able '
salesperson from a trading house in Tokyo.
Export market:ng by small and medlum producers has been conducted mamly through -
export trading hcuses located in large cities like Tokyo and Osaka. These trading houses,. plus
'foreign importers played a major role in the expansion of silverware expo.rts,, prior to World War
I, although efforts by trading houses in Tsubame also contributed. Large producers, which
tend to have more experience and resources, began to trade dlrectly wnth foreign 1mporters in
the 19605, taking advantage of the opportunity to make larger profrts.r Aithough the number
‘remains small a few firms now have their own overseas marketing ofﬂces An estimated 20

percent of srlverware exports are handled dlrectly by the producer

% JETRO, ibid., p.273.

3The change in the type of inquiries received by JETRO during the 1960s appears to reflect changes in the competitiveness
of Japanese products during the same period. When Japanese products were not competitive in the early 1960s, Japanese firns

were eager to obtain information on foreign markets in order to expand export salas. When Japaness products became more .

competitive toward the end of the 1960s, it was foreign buyers that were mterested in obtaining information on possible export
items and exporters.

30



Marketing 'support has been provided mainly by :industry' associations and the chamber
of commerce, and usually consists' of hlosting,trade fairs and sending interested buvers'tolocal '
_m'anufacturers. Often public institutions such as JETRO and the Tsubame city office provide
‘additional assistance.*” The Tsubarne Wholesalers Cooperative Assomatlon specualuzes in

asslstmg wholesalers in Tsubame, and thus mdlrectly supports snlverware marketlng

_Quality inspection systems also contnbuted to the expansnon of exports. Quality

mspectlons were carrred out voluntarlly by the mdustry assocratson in the pre-war period to win
- and maintain a reputatlon for good quality. In the post-war ‘period, inspections became

mandatory under the Yushutsuhin Torishimari-Ho ([Export Product Control Law] of 1948

Given the 'strong direct links among silverware producers,. tradlngr houses and their o

customers, marketing support 'from public institutions was not much utilized by the sample
Silverware producers, although it is widely available to them (Table V-2). On average about'i
10 percent of the respondents used such services. Of those who used public marketing
' support, onlv a few producers rated the effectiveness of such services hlghly, these flrms :

hlghllghted the usefulness of market mformatlon and exploratory tours

V-2 i¢ Fibe

Textile weaving firms produce intermediate goods fcr chemical companies, trading '

h0uses, and wholesalers under fee contracts or salee contracts. Asa rule, most firms sell their
* products to more than two flrms and in many cases to several flrms. Marketmg channels often
differ dependmg on the type of products ' o o |
As noted earlier, in order for weaving houses to increase thelr productlon and saies,
'they must introduce new products. Indeed, about 40 percent of ther sample firms began to
produoe entirely new prodUcts in order to deal with the problerns brought on by the substantial_ '
yen appreciation. New marketing ohannels had to be developed for these products. Yet even
for new products, weaving houses tended to rely on parent firms to conduct marketmg rather
“than cultivating markets on their own. 7
Marketlng assistance from chemical companies and tradmg flrms is highly rated by the '

weaving houses in Fukw-lshlkawa (Table V-3). This observation is not surprlsrng, considering

:”For example. the Tsubame chambe— of commerce hosted or ca-hosted four trade fairs in Tokvo and in Tsubame in ﬁscal
year 1991, and transmitted €28 inquiries to Tsubame manufacturers.
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the importance of the parent firms in almost every aspect of the 'subcontracting weaving

houses business activities. In contrast, the pubiic sector does not play any essential role in
the;introduction and marketing of new products. The impbrtant role of trading houses in Fukui-
f Ishikawa is worth stre._ssing. Many major trading houses have branches in this area' and make
continuous efforts to initiate business with weaving houses. - Thus, trading houses and
weaving houses approach each other whenever they see the possrbuhty of a new market. :
Trading houses are also involved |n such business as the sale of used machlnes from the

weaving houses of Fukuu Ishikawa to other Asian countries.

'_&_Autemghue_l’eds ,

The industria! organlzatron of Ohta's automob1|e parts mdustry, dlscussed in section'll, '
|s such that auto parts suppllers are tightly organized under the subcontracting system of Fuji
Heavy Industries, a major automobile assembler in Ohta. The evaluation of marketing
Vassistance' by auto_ parts producers in Ohta is show_n in"rl'able V-4. " As expected, the
' subcontracting auto parts suppliers,' especially the smaller ones, have a relati\rely high regard- _

for marketing support from their parent firms. Marketing'assistance from the government and

other official orgamzatlons gets some credit from flrms entering new markets, as four such -

firms gave it the highest score of 5. Support from the SME Promotion Center, run by tt
fprefectural government was eSpeclally hlghly regarded Some respondents remarked that
thelr need for marketing support from publlc sources may mcrease in the future as they: _

dwersﬁv and start producing entirely new products. '

V-4, Lessons for Marketin nort Polici , |

“ Our field research indicates that SMEs have not utilized publie marketing'support much
in recent_years. Both the silve'rwarerand synthetic textile industries took advantageof
assistance V\rith'trade fairs in foreign countries during earlyperiodrs of their development, when
producers were heavily dependent on exports and informationon,foreign'markets was largely
unavailable. Usefulness of public marketing support_ depends on the availability of support
'Vfrom other sources. For automobile parts and synthetic fiber textiles, subcontracting relations
are well established, and there is not much room for public institutions to offer marketing
support. Public support is somewhat more popular among producers of final products such

as silverware.
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' - This section begins with a review of SME financial assistance since World War I It
" then turns to an examination of the pattern and eftectiveness of financiai aSsistance extended '
to each of the three subsectors, wrth emphasrs on synthetlc textiles and auto parts, where ,

such assistance has had the greatest impact

The fmancral resources of SMEs are limited compared to those of large flrms., SMEs have
limited savrngs ‘and other forms of internal funds almost by definition. Lack of market
credrbrlnty and small size precludes SMEs from obtaining funds from capital markets through, '
- such means as |ssu1ng bonds. Consequently, SMEs often have to rely on borrowrng from
trnancral institutions.

During Japan's high growth penod of the 19505 and 19605, SMEs relied heavily on-'
~ external sources for fixed investment funds. Since the 1970s, they have,begun to rely more . '
on internal souroes of funds. SMEs percentage share ot internai sources (retained earnings and 7
depreciation) in total-financing increased from 41.0 percent in 1970 to 52.9 percent in 1982,
before starting to der:'Iine.,‘m The share of Iong-term borrowing in total SME borrowing frorn
financial institutions increased 'trom 27.2 percent in 1970 to 42. 8 percent in 1980 before
decilmng to 33.0 percent in 1984. Another notable change was. the decline in the share of
borrowrng from non-financial institutions, from 9 4 percent in 1970 to 3.0 percent in 1984. 3

Loans from financial institutions often cost more for SMEs than forlarge firms, as SME

~ loans are subject to greater risk and higher transaciion costs.*® A survey of loans for fixed .

3 |n spite of the significant increase recorded oy SMEs, the share of internal sources in total financing for SMEs was notably

- smaller than that of large firms, whose comresponding share reached as much as 67.8 percent in 1983. The increase in the

- importance of internal sources for large firms was attributable to their favorable economic performance and sizeable amounts
of depreciation, which in turn was due to active fixed |nvestment

3 The increase in the share of long-term borrowing and the decline in the share of non-financial institutions in the share of
total borrowing for SMEs resulted from the shift in the sources of financing by large firms away from financial institutions to
other sources such as capital markets and foreign exohange markets. As a result of increased importance of sources other than
financial institutions for funds utilized by large firms, increasing amounts of financial resources. including long-term Ioans from
financial institutions, were made available to SMEs.

“ Based on a study by Horiuchi and Shrbayama (1985). the interest rate charged on Ioans tc SMEs exceeded that eharged
to large firms by approximately 0.5-1.0 percentage point during the expansionary monetary phase of the 1970s and 1980s.
This gap almost disappeared during the period of tight monetary conditions. In order to cover the risks associated with lending
to SMEs, financial institutions often require the borrowing SMEs to maintain a certain amount on deposit with the lending
institutions. Although details are not available, one may infer the exte; 't of this practice by computing the proportion of the sum
of cash and deposits t0 outstanding loans from the financial institutions. Between 1965 and 1985 the proportion for SMEs
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mvestment made to 1 /932 large flrms and SMEs |n 1968 mducates that Iarge flrms (wnth
) pa|d~|n capital exceeding 1 billion yen) had no problem obtalning long-term Ioans, while a large
- number of SMEs had dlffrculty The smaller the firm, the graater the difficulty it faced in
obtaining long—term loans. More specifically, only 65 percent of the small firms (i.e., those
“with less than 10 million yen of capital:)_rrecei_\red—the loan amount they requ-est:ed._41 '

VL s , SMEs

 Financial assistance to SME# in the r.jost- World War |l period began}with the provision of -
loans and guarantees from the Reconﬁtruction Finance Corporation in the second half of the
1940s. Around 1950, various publlc as well as pnvate institutions specializing in the prowsron,
of loans to SMEs were set up, and their function was strengthened over trme

Two publrc financial institutions spemallzmg in SME Iendrng, Kokumln Klnvu Koko [The

o People s Finance Corporation] and Chushokrgyo Kinyu Koko [The Small Busrness Finance

Corporatron] were establlshed in 1949 ard 1953, respectively. Together with Shoko Chukm N
Bank [The Central Bank,for. C_ommercial and Industrial Cooperatives], established in 1936,
‘these public institutions provided long-term loans to SMEs. The main source of funds for the
Peopie's Flnance Corporatron and the Small Business Finance Corporat:on was pard-up capltal :

' provrded by the government and borrowrngs from the Fiscal Investment and Loan Program
(FILP). FILP is run by the government, usrng surplus funds obtarned from the postal savings
and social 'seéurity funds In addition to these sources, in 1984, the Small Busrness Fmancer |
Corporation began to rarse funds by |ssurng government-guaranteed debt.

7 These three publrc financial mstrtutlons specralrze in different. aspects of SME frnance. The

- People s Frnance Corporatron provides loans to small enterpnses, while the Small Business E

Frnance Corporatlon is mamly engaged in long-term |endmg for modernization -and
1 ratronalrzatron purposes. Shoko Chukrn Bank specrahzes in lendmg for the mstrtutronahzatron
of SMEs. - The terms of loans to SMEs from these public financial institutions are more

favorable than those of private lenders. In particular, these public institutions set up special

fluctuated at close to 40 percent with a slight downward trend, whila the corresponding proportion for Iarge frmrs ‘was around
30 percent.. . .

‘f See Chushokigyo' Kinyu-koko [1984], p.189
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~loan programs in accordance wIth SME pcilcies. the terms of whlch are even more favorable
to SMEs than their general program Ioans 7 ' , . .

, Between 1960 and 1985,the shere of publlc flnenciel Institutlons in totel SME lending
hovered around 10 percent, with small fluctuations and a slight upward trend In the early
post-World War [l period, their share in total Iending for SME ﬂxed investment was
substentiellv higher -- 30 percent in the 1960s (See Table VI-1}. The Small Buslness Finance 7
Corporation accounted for approximately 70 percent of cumulative lending for fi:ked'inve’stment '
provided byr the three finencial institi.itions at the end of fiscal-year 1 955._' Although its.sha're
of investment lending by public institutions has since declined notably, it was still the higheet '

- of the three financial institutions at the end of 1989, at 44 percent By contrast, the Shoko

Chukin Bank has the Iargest share of lending for working capital.
To see how effectwely these mstatutions pursued their objectwe of making financial

resources available to SMEs, we examine the pattern of public lending in relation to monetary o

conditions. Figure VI-1 depicts the growth rate of lending to SMEs by three different financial -
- institutions from 1954 to 1962: SMEs experienced acute difficulty obtaining loans during

these years, since private financial institutions Were-large!_y interested in lending to large firms

) actively undertaking,fixed investment. One notices large fluctuations in the growth rate of

- lending by the private banks, while'relativeiv, stable growth in lending is observed from private -
and public institutions that 's'pecialize in SME lending. During the period shown, four tight
monetary situations can be_ identified. In each instance,r the growth rate of lending from the
private banks declined, while the growth rate of lending from the public financial institutions
increased, offsetting the private sector decline These observations indicate the effectivenees
of public institutions in provrd-ng loans to SMEs durlng perlods of tight monetary cmdmons'
when such loans are most acutely needed. 7
~In addition to providing financial assrstance to SMEs in dealing with cvclical problems,

- public financial institutions were also able to assist SMEs in dealing with longer,-term or'
: structural probleme such as modernization and 'rationalizatio_n. -SME ‘modernization was
actively sought under the Small and Medium Enterprise Modernization Prormotion,Law'enacted

in 1963 and revised several times since. Under therlaw,the Small Businees Finance
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Corporation was to proVide specrial loans to designated industries'.“2 Forloane from the speeial
" account, preferential interest rates applied. For general loans, the interest rate was 0.2 to O. 5
percent lower than the pnme rate, whlle for special loans the interest rate was lowered an
additional 0.2 to 0. 5 percent.* , '
Local governments also- are actlvely engaged in providing loans to SMEs m their
jurlsdlctlons. Basically these loans take three different forms. One takes the form of
consignments to private financial institution, i.e. the iocal government provides funds to private
: finanr'ial institut‘ whlch in turn provade loans to SMEs. Another form is direct lending from
local governments to SMEs. In the third form, ‘the local government supplements the lending
of private financial institutions or central government flnanclal institutions by 'provndmg ,
ﬁnancial resources for intereet payrnents. Loans under this program have increased
substantlally, from 180 billion yen in 1965 to over 2700 bllllon yen in 1983 and are now
roughly equwalent to the amounts dlsbursed by the Small Business Flnance Corporatlon. A
large part of the loans are for workmg capital, thus mmgatlng the fmancnal burden of SMEs in
times of tight monetary conditions.**
The central government also operates a credlt guarantee and insurance program, alled

the publlc credit supplementatlon system.*®* The Credlt Guarantee ASSOGlatIOI'lS, located in 52

“2For example, more than 20 industries were designated under the special pragram in the years batween 1J63 and 1965.
Since then, the number of designated industries has declined. For the 1964-70 period, the total amount of financial assistance
given under the law was 153 billion yen, amounting to as much as 18 percent of the cumulative value of fixed investment
undertaken by SMEs during that period. Of tha 153 billion yen total, 90 billion was pravided from the special account.

“3These values are for the 1971-74 period. See Chushokigyo Kinyu Koko {1984), Tables 4-2-26 and 4—2-29.

44The financial lending prcgrams discussed so far apply to both small and medium enterprises. There are ualso programs =
designed just for small firms. Zefined as manufacturing firms with less than 20 employees and retail, wholesale, and services
firms with less then 4 employees. Two major examjles of such programs are the financial lending pregram for modernization,

- and the equipmert and mackinery leasiag program. Resources for these programs come jointly from the central and local
governments. The amount of loans provided to small firms under the financial lending program for modernization, which started
in 1954, increased from 200 million yen in 1950 to 40 billion yen in 1984, - Although the size of the loans was not large
‘compared to those provided under other programs, these loans contributed to the modernization of small firm facilities. )

The equipment and machinery leasing program for small firms began in 1366, in recognition of the fact that they need not’
only financial assistance but also other kinds of assistance. Specifically, it was thought that small firms suffered from a shortage
of skilled human resources able to identify appropriate machinery and equipment. This led to establishment of the equipment
and machinery leasing program, to help firms save money through timely replacement of old equipment. In additian, tachnical
guidance provided under the program is believed to have benefitted small firms. The cumulatlve value of fmancual resources
expended for the program from 1966 through 1984 amounted to 342 hillion yen. '

45In the post WWI! period, the credit guarantee system was initially administered at the local level, while the central government
pursued the credit insurance system. As for legalization of the system, the Shinyo Hoken-Ho [Law on Credit Guarantee] and
the Shinyo Hoken Kyokai-Ho (Law on Credit Insurance Association] were enacted in 1950 and 1953, respectively. With several
changes in the system, the Chushokigyo Shinyo Hoken Koko [The Small Business Credit insurance Corporatlon wlueh was set
up in 1958 began to play a central role in the puhhc credit supplementanon system.
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cntles, prowde guarantees to SMEs, and the Credrt Guarantee Assocrataons in turn msure the -
; guaranteed amount with the Small Busrness Credlt Insurance Corporation. In addrtion to
insurance servnces, the SmaII Business Credit Insurance Corporatlon provrdes Ioans to the
* Credit Guarantee Assocuatlons. As Table VI-2 shows, the amount of loans guaranteed by the
Credit Guarantee Associations and insured by the Small Busuness Credit Insurance Ccrporatlon :

has increased remarkably over tlme 48

Vi3, Fi ial Assist ¢ he Firm P .
, As we have seen ab'ove, 'the government has used a large amount of rinancial resources '
- to support SMEs, and a high percentage of'SMEs have utilized loans from public financial
- institutions and Iocal governments.r But these facts do not necessarily indicate that such
financial support programs have been effective. Since public financial loan programs offer
favorable loan terms, many SMEs naturally took advantage of the loans.*’ The qu_estion is
whether such measures were effective in-enhancing the position of the SMEs and inducing
investment ex_pansion by the firms. While it isdlfficult to directlv'evaluate the effects of the
financial support measures the field studies help clarify how the sample firms viewed various
finanmal support policies. Tables VI-3 through VI-7 illustrate the sample firms® evaluation of
the various sources of flnancial support, mcludmg publlc loan programs. From the dlstributlcn '
of scores, one can get a sense of the relative usefulness of financial supports in the three
industries. ' | "

Among the three industries, the sarnplefirms in Tsubame generally score lowest on
utilization orf'public financial p'rogra,ms. This may be due to the fact tl'iat the size of investment -
needed by silverware producers, and thus the need for eXternaI'financiaI assistance,_ is small
compared to other sectors., ‘We therefore focus only on the cases of Fukui-Ishikawa and Ohta

in the discussion that follows. | N B | o "
ngen Tgx'_tllgs rn Fukui-lshikawa: A Iarge amount of publlc financial assistance has
| been made avallable to thls industry in the last 20 years, largely for replacmg old machines

,wnth newer high-tech ones Lis of 1992, six flnanclal programs were avallable in Ishikawa

46The cumulative values through 1984 fcr the respective programs reached over 60 trillion yen. At the end 1984 the balance
for outstanding Ioans under the loan guarantee program was 8,551 billion yen, or 7.5 percem of the balance of private loans.

47lt should be noted that in dealing with bus:ness ﬂuctuaticns, public loans were a much more stable source of finance for SMEs -
- than private loans. . . .
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prr—:i‘er:ture.43 These programs consnsted of the following: (1) Sen i Kogyo Kozo Karzen Jigyo
{Structural Reform Project. of the Textile Industry)" (2) Setsubl Kyodo Harka Jigyo
(Coordmated Equrpment Abolition Program)®°, (3) Sen'i Sangyo Chukaku Kigyo Ikusei Yushi
" Seido (Loan Program for Nurturmg Leading Textile Companies)®, {4) Tokutei Chiiki Chusho
i Kigyb Téisaku {SME Support Pb!icy for Special Regions)™, (5) Chusho Kigyo Setsubi Kindaika
Shikin {Loans for Modermzatlon of SME Equipment)®, and (6) Chusyo KIVO Koudo ka
-Kashltsuke Jlgyo (Loan Program for the Sophistication of SMEs).5

Tables VI-4 and VI-5 show the average evaluation scores textile firms gave to varlous'
external scurces ‘of finance. Local banks_ and loan programs of the prefectural government:
" received the higr_lest scores. Finahcial_ support from the national gove_rnment'(rthrough industry

~associations) and public financial institutions also received high scores.5® These observations

* 48 Hera we present a brief picture of financial support policies based on a document of the Ishikawa prefectural government.
Howaever, it must be noted that the industrial policies of the central government-are implemented through local governments.
Therefore, if one analyzes the policies of one local government, such as Ishikawa prefecture, ons obtains a fairly good picture
of the national policies. The terms of the loans such as the interest rates and loan requirements are the same for all the”
prefectures. The amount of the loan and the subsidies differ among the regions, but are basically proportional to the size of the
industry in the region. The case of ishikawa analyzed here thus captures the basi¢ picture of the loan program. ’

497This is based on MITI's Structural Reform Project of the Textile Industry. The govemment has been spending a larga amount
of money on both financial loan supports and subsidies for the textile industry. Loans were provided at low interest rates,
ranging from 0% to 2%, or about 1/3 of the market rate or less. -

- 50This is a financial support prograrn with which the goverhmem intended to redurze the production capacity 6f textile machinas
and to replace old machines with newer ones. Loans for this project totalled about 40 billion yen. :

51This is a special loan program of the prefectural govemmént The interest rate in 1991 was about 2% lower than tha market
rate {5.3%) and the loan amount could be up to 100 million yen or 2/3 of total expenses. The purpose of thls program isto
‘enhance investment opportunities for SitTs planning to di versrfy their business activities. -

52The fourth, fifth and six projects are general loan and subsidy programs of the national government that can be used by the
textile industry. The interest rate on the fourth program is 4.4% lin 1992}, with loan limits. of 80 million yen for physical
investment and 30 million yen for operating expenses. These loans are provided only to 51 areas (covering 215 cities and
towns) speclﬂed by the national government, including 20 cities and towns in Ishikawa.

53Under the fifth program, interest-free loans of up to 30 million yen are provided to SMEs that pian to replace old machines. -
. The loan must te less than 50% of the amount of mvestment There are 38 industries specified by the government that can
utilize this Ioan program.

54The sixth prograra supports such joint activities of SMEs as merging and coordinating equipment use.
55Alihough the score for People’s Finance Corporation {Kokumin Kinyu Koko) is not high, this may reflect our samplae choice.
This financial institution can lend only to very small firms. Most of the firms wae interviewed are larger than this category. Note

" also that some of the firms we interviewed mentioned that since they can utilize either loan programs of the prafectural
government or Ioans from publlc financial mstltutlons, they u'nlszed the former due to batter interest rates. .
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indicate that many firms depend'heavily ‘on outside loans for their. investmentsr Parents
compames and the People's Finance Corporatlon, however, did not get hlgh scores.5® 7
7 Table VI-6 desegregates the scores from Table VI-5 for four subcategones of firm sizer
- Local banks scored considerably higher,among larger firms. In contrast, smaller firms depend
moreheavily on puhlic loan programs, and gave relatively high scores to national government -
loan programs, prefectural gover_nment loan programs, the Small Business Finance Corporation,
and the People's Finance Corporaticn.' Only,tour firms among the 31 firms surveyed did not
make use of the public financial loan program.57_ Even excluding Shoko-Chukin, which is
somewhat dlfferent in character, 20 out of 21 firms (about 65 percent) utilized the fmanc|al
'Ioan programs of the national government or the tocal prefectural government There were
considerable differences i in interest rates between public loan programs and commercial loans,
making public loans worthWhile despite the often curmbersome procedures required to obtain
them. | 7 ) 3 7 , '
All the firms we interviewed were well aware of the kinds of financialr support available.
Many mentioned the ihdustry assaciation as their source for such information. Several firms
maintain relations with the local branch of public financial institutions, and several firms
received information from local commercial banks about'public financial support programs.
Most public financial support programs limit the total amoont that can be borrowed to a certain - '
percentage of the expense of -new equipment; therefore many firms 'murst borrow the
remainder from commercial banks. This gives commercial _banks an incentive to let their
customers 'know 'about public financial programs. Some firms also mentioned a local
_ newspaper that focuses on the synthetic fiber text:le lndustry as a source of lnformatlon about
loan programs. : : , 7
A_m_gmb_ﬂ_e_ﬂag{s_m&h_ta_ Faced with an unfavorable- business cllmate in the mld-
1980s, auto parts producers in Ohta mvested heavily in process innovation and equipment

B upgrades. ‘About 60 percent of the firms usepublic loans for more than 30 percent of their

560ne firm mentioned that its param firm {a local wholesaler) provided the weaving firm with 10 free second-hand looms during
the difficult period of yen appreciation. This kind of assistance from parent companies occurs occasionally, but is relatively rare.

57We could not get answers from two firms on this question.

58Most firms felt that the special depreciation tax traatment for investment was useful. However, most firms answered "No"
10 the question of whether they would have delayed the timing of their investment if the depreciation treatment were not
available. This indicates that the special depreclaucn tax treatment was not that effective in altenng the tlmmg and the volume
of investment.
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investments, wnth about half of them flnanr.lng more than 60 percent of thelr mvestments wnth
~ public funds. ,

" Tables VI- 7 and VI 8 exhibit how our sample flrms in Ohta see the usefulness of
financial loans from various sources. Commercial bank loans get the highest score, followed
by loans from local governments, both prefectarai and city. The picture is quite different if we -
divide the sample into dlfferent groups by size (Table VI- 8). Loans from commercial banks are

highly regarded by large firms with 50 or more employees, while Iocal government Ioans are |

more highly regarded by smaller flrms

~ The evaluation of Ioans from dlfferent publlc financial mstltutlons also dlffers accordmg o

to firm size. The Small Busuness Corporation i is given hqgh ratings by firms with 10 or more-
erhp]oyees, while the People’s Finance Corboration is regarded highly by firms with less than-
| 20 employees. The Shoko Chukin Bank is highly regarded by large firms w:th 50 or more
Vemployees. These differing perceptlons reflect the dlfferent mandates pursued by these
financial institutions: the Small Business Corporation and Shoko Chukin Bank specialize in loans
“to felatively large SMEs, while the People’s Finance Cerpofation specializes in loahs to smaller
firms. Prefectural government Ioanr;programs received a higher score than the loans from |
public financial institutions, whieh probably indicates that, when faced with alternative

programs, firms have chosen the loans that offer the most favorable interest rates.

Vil. Condl i

-Small and medlum enterpnse pollcles in Japan cover financing, technical and marketlng
assistance, -organizational arrangements, and Iabor relatlons. SME pohcles are basmally '
'~ formulated by the national government, and carried out by various pubﬁc -and semi-public
~institutions inciuding the national government, local gever'riments', public financial institutiens,

- technical centers, the 'ehamberlboard of commeree; andi industry associations. '
Evaluation of the effectiveness of SME pclicies requires examination of the impact of
SME policies not only at the macroeconomic Vlevel but also atrthe indusfry and firm IeVeI.' In
this study we selected three distinct industries: silverware in Tsubame, synthetic fiber
" weaving in FUkui-IshikaWa, and automobile parte in Ohta. We si.lrveyed firms ih each industry
ron the effect and perceived usefulness of SME policies and institutions related te technical,

-marketing and financial assistance.
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Inall three industries, the SMEs under study. engage in transactions with various kinds
-of firms including parent firms, material and equipment,supp!iers, trading houses, and rival '
firms. These relations provide both assistance and pressure. !t is important to understand the
kinds of assistance transmitted through such "markets” ln order to evaluate the effectiveness
| of public support. This is because the role of publlc support is generally to complement private .
support, due to the limitations of publrc support in both fmancmgr and human resource terms. '
| In the area of technical assistance, we found significant differences ineffectiveness-
among the three industries. For the silverware industry_ in Tsubame and the fiberrweav—ing,
inddstr'y in Fukuiélshikala, the prefectural technical center and other public R&Drinstitutions
contributed notably to the development of new products, especially during the industry's early
development stages. 'However, in both industries, the role oftechnical centers seems to have
become more Ilmrted in recent years, as they can no longer keep pace wrth sophlstrcated
technologies. . They have come to focus mcreasmgly on auxrliary functlons such as product , '
quality testing and techn:cal assrstance Technical centers never played an important role for
the auto parts mdustry in Ohta, marnly because auto parts producers were heawly mvolved in
subcontractlng with Fuji Heavy Industries, a large automobile producer.

In the area of marketlng assnstance we found that publlc institutions played a very

limited role. Instead marketlng has been Iargely an activity of private firms: trading houses

in the cases of sﬂverware and synthetlc fiber weavmg, and parent firms in the case of
automobrle parts. ' 7
Finally, publlc financlal support was found 1o be partlcularly useful to the synthetic fi ber'
weaving and auto parts mdustrres, which reqwre substantral financial resources for investment.
Among the varieties of public financial supports', loans from local governments rare highly
valued because of the preferential conditions attached to them, such as low interest rates and
lenient collateral requirements. . ' o
An |mportant element common to all three cases is the geographical concentratlon of
SMEs in respective industries and their tendency to form local productron networks. This trend
- is cornmon for SMEs in other industries in*Japan as well. rGeographical concentration of SMEs
' creates various external economies. For example, strong competition leads to an increase in
allocatlve and technical effrcrency through quick drssemrnatron of new technologies. |
Productlon Ievels may be adjusted easrly Moreover, employee hrnng and development of ,

~human resources become relatrvely effective.
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Another |mportant feature re|ated 1o geographlcal concentratron is" the strong
competrtlon among different regions. In our lntervrews in Ohta, we often heard flrms express
', concern about the performance of firms producing similar products in rival cities. In fact, this

kind of competition among regions is arn importaht force in enhancing industry performance.
Local governments as well as firms may get in\rol\red in competir\g With'each other |
~ The importance of local productlon networks naturally Ieads to questlons about the',
relative role of public support ln creatlng and maintaining such a system. Our study found that p
it was the initiative of SMEs and the firms related to them that played the crucial role rather
than the public sector. At the same time, however, it should be- emphasized that public support
systems are tightly imbedded in the daily routine of SMEs through such rmportant activities
‘as exchanging mformatlon on the avanlablllty of fmanmal assnstance Wlthout publlc support,
~ the activities of SMEs would be hindered. Some policies were qurte effective at inducing
SMEs to Iocate close to each other and at enhancing interactioh'among firmsina partioular
reglon The construction of mdustrzal parks should be mentioned in this respect.

We have discussed the effectiveness of SME policies from the point of view of
partioular mdustnes wnhoutexphortly considering their direct and indirect i impact on other parts
of the economy. As noted at the outset, one of the special characteristics of the Japanese '
economy is the importent pos'rtiOn of SMEs, which exist mostly as complements to, rather than
competltors of, Iarge firms. - Recognlzmg this specnal posmon of SMEs in the Japanese
economy may lead to a fuller apprematlon of the benef’ ts of SME policies. Evaluation of SME
policies becomes even more eomplex when one considers their cost. We have chosen not to

comment on these issues, but to leave them as subjects for future research.
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. TABLEM
COLLECTIVE ORGANIZATIONS INVOLVED
 WITH SME POLICIES (Select List)

National Level Administration: ' '
C - MITI, Small and Medium Agency
Technical, Managerial, and Financial Assistance:
Japan Small Business Corporauon
- Financial Assistance:
" Small Business Finance Corpomnon (mam ofﬁce)
People’s Finance Corporation (main office) :
Shoko Chukin Bank (main office)
Small Business Credit Insurance Corporation
Small Business Investment Companies 3)
Provision of Information on Marketing:
, Japan External Trade Organization (JE'I'RO)
Prorrwnon of Organized Activities: :
National Federation of Small Business Associations ,
‘National Association for Subcontracting Enterprise Promotion o
Assistance in - Broad Areas including Managenal and Marketmg
Assistance- .
Japan ( Chamber of Comm..ree and Industry
Central Federanon of Boards of Commerce and Indusu'y
- Regional Level Admxmrmuon _
- ' ' Regional Burean of MITI
Prefecture and Major Adm:mstmuon
_ City Level - Division in Charge of SMEs at Prefectural- Govemment
' o Provzswnoquzdance:ereml :
' Comprehensive Guidance Centers for SMEs (59)
Technical Assistance:
Public Research and Tesung Centers (170)
' Pravman of Information:
, Regional Information Centers (47)
Financial Assistance: '
Small Business Fmance Corporation (583)
People’s Finance Corporanon as l)
Shoko Chukin Bank (90)
- Credit Guarantee Association (52)
Promotion of Organized Activities: ,
' Prefectural Federation of Small Business Assocratrons
_ Small Business Associations (cooperatives)
Assistance in Broad Areas including Managerial and ‘Marketing Assistance:
Chamber of Commerce and Industry (507)
- ‘Boards of Commerce and Industry 2, 384)

Naote: F:gures in parentheses indicate the number of offices.
Source: Small and Medium Enterprise Agency (1991 and 1993b).
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TABLE II-l , B '
U.S 'AND JAPANESE AUTOMOTIVE FIRMS: LEVELS OF INTERNAL PRODUCTION
1965-1983 (By Percent) -

" GM “  Ford

In-House. | In-House

Sources: Cusumano (1989), Table 46. )

Notes: Assumes that the level of payments to suppllers (as a percentage of sales) in 1975 equaled the average for -
1974 (64 1%) and 1576 (64. 3%), since Chrysler did not pubhsh thxs ﬁgure in 1975.
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TABLE II-2

STRUCTURE OF THE AUTOMOBILE lNDUSTRY

(Number of Subcontractors By Parts
For a Japanese Automobile Producer)

Driving, ‘
: Transmitting ‘ o ‘ ‘

Engine Electrical | and Controlling | Braking Gear Articles Chassis Body Parts . Other Total

Parts - Parts Gear Parts Parts - Parts - : ‘ o :
Lst- tier 25 ‘ 1 K} 18 18 3 . 41 31 168
subcontractor . -
2nd- tier 912 34 609 792 926 27 1,213 924 5431
subcontractor ‘ : ‘ o : 1
3rd- tier 4,960 o352 7,354 - 6,204 - 5,936 85 8,221 8,591 41,703
subcontractor ‘ ‘ ‘
Total 5,897 387 7,994 7,014 6,880 115 9,475 9,546 | 47,308

Source: SME Agency, MITI 1977
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: TABLE II-3 : g
TRANSPORT MACHINERY INDUSTRY IN OHTA - 1959

Number of Value of Sales Value Added
Establishments @ Million) | (¥ Million)
30 182 - 1,915 1,091
14 91 2,114 1,028
1 258 4,488 2,215
7 , 310 10,243 2,899
3 20 7,251 2,094
-2 ’ A 7 :
1 ' } 9,727 }702.206 }175.992
2
73 . 10,888 - 728217 185,319

M
Source: Ohta City Office, Internal Docurent ' '
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- TABLE 04
STRUCTURE OF SILVERWARE AND HOUSEWARE INDUSTRIES
- N TSUBAME: 1991

Silverware ’ Houseware _ - Polishing

Firm Size , , , .
(Employees) _ Subcontractors | Subcontractors | Subcontractors

Soume Tsubame City Ofﬁce(199l) Tsubame 1o Kogy [Industry stubame] 1991.

Note: * indicates 20 and above.
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TABLE I15
SIZE DISTR]BUTION OF WEAVING HOUSES IN FUKUI-ISHIKAWA
7 (Number of Flrms)

Number of Machines
31-50 | 51-100 | 101-200

~ Source: Fukui Sen’i Kyokai, Internal Document.
Ishikawa Prefecture Government, Internal Document.
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Industry Associations '

Established

 TABLE III1

'SELECTED PUBLIC SUPPORT INSTITUTIONS IN TSUBAME

Budget B

¥80 million

The Japan Metal 1957 138 8 Marketing and
Flatware Assoc. C (20% from city and | R&D
' ' , o prefecture) ' - :
The Japan Metal 1964 79 7 ¥100 million Marketing and
[ Houseware Assoc. , (30% fromcityand | R&D =
o ~ | prefecture) :

{| The Tsubame 1973 35 5 ¥68 million Marketing
Wholesalers ' ' - (¥12 million from '
Cooperative Assoc. city and prefecture)

Other Institutions , , , : :
Tsubame Chamber of 1949 3138 23 ¥171 million “Provision of info.
‘Commerce (¥60 million from on almost every-
: city and prefecture) | thing incl. R&D,
: o , ' - markets, finance -
Niigata Prefectural 1974 n.a, 14 - | ¥1.4 billion R&D
Technical Center (prefecture) :

Source: Interviews with officials and official documents of respective institutions.
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| directly by the central government and by the SME council.

' , TABLE -2
GOVERNMENT POLICIES APPLIED TO THE
SILVERWARE INDUSTRY IN TSUBAME

Small and Medium Enterprise Sector Specific Promotion Temporary Measures
Law. The silverware industry in Tsubame was designated as one of sixtesn
industries covered by this law. Accordingly, the industry was given guidance

1963

Small and Medium Enterprise Modernization Promotion Law. The silverware
industry was designated as an industry to be modernized. Under the law 5-year

‘plan was formulated and carried out mainly concerning desired level of output and |

reduction in wage rate. The law was revised and extended in 1969 and 1974.

Special measures to deal with the "dollar shock" (devaluanon of US dollar) were -
applied to SMEs. ' ,

Special loan program was implemented to deal with the problems caused by
fluctuation of the yen value implemented. Small and Medium Enterprise
Temporary Measures Law Concerning the Yen Appreciation was enacted to
provide assistance to SMEs suffenng from the problems caused by yen '
appreciation.

Temporary Measures Law for Small and Medium Enterprises.in Local Production
Network. Silverware industry and metal houseware industry in Tsubame were
designated under the law for industry promotion. Under the law a promotion plan
was formulated by the Japan Metal Flatware Industry Association. - '

designated to receive help with promotion.

Temporary Measures Law for Small and Medium Enterprises in Specified Areas.
Tsubame was selected as one of 51 areas and 216 cmes, towns and vnllagw B

~ Source: Constructed from information obtained from gdve_mment documens.
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: - TABLE III-3
A BRIEF HISTORY OF TEXTILE lNDUSTRY ,
POLICY IN FUKUI PREFECTURE o

Fukui Technical Support Center was established.

1902
1956-59 | Government purchased excess capacity (13,752 machines). |
- 1963 | Fukui Technical Support Center restructured as Fukui Textile Techmcal
: Support Center. ,
1967 | First structural reform project (until 1974) (total budget ¥49,634 million).

'| The main pmpose of this pl'O_]ect was to replace old machmes with new
| ones.

| national government provided special loans in the same period.)

Emergentloan by the prefccmre government (979 cases, ¥2,866 million) to
deal with the demand reduction due to Japan-US textile treaty. (The

1971-72

Government purchased old machmes from weavmg houses to assist in their
Testructuring. ,

1974 Second structural reform project (¥3 175 nulhon) to strengthen software
o technology. _
1977-83 | Coordinated scrapping of machines (10,596 machines; ¥14,895 million).
1979 Third structural reform project (¥9,349 million).
1984-89 | Fourth structural reform project (¥3,593 million).
;1985-87, Coordinated scrapping of machines (15, 559 machmes)
1989 | Fifth structural reform project.

1991

Special loan program of the local government (¥ 1 200 million).

Source Constructed from 1nformanon obtained from government document
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| TABLE II4 | |
CHARACTERISTICS OF THE SAMPLE FIRMS IN TSUBAME

Firm Size

E<10 | 10<E<30 | 30<E<80 ' 80<E Total

Number 6f firms
Type of gperétion:

_ Parent Firms
Subcontractors

Year Established:

Before 1950 : - 1(10.0) 1 (16.7) 3.(7.5)
1950s ' : ' : -3 (30.0) 4 (66.7) 13 (32.5)
1960s - ' 5 (50.0) 1167y} = 16 (40.0)
1970s o 110.0) -0 0.0 - 7(17.5)
1980s ' | , 0 (0.0) 00| 00
1990s ' 1 0 (.0 0 0.0) -1 2.9

Note: Er,= number of employees. The numbers in parentheses are percentage shares of the total number of firms
in each respective size category. Subcontractor in this table indicates 2 firm engaged in subcontracting activities
only, while parent firms are generally those engaged in non-subcontracting as well as subcontracting activities.

Soume Interview resulis.



_ TABLE -5
DISTRIBUTION OF SAMPLE FIRMS IN FUKUI-ISHIKAWA
By Date of Establlshment) '

‘Number of | i |  Established -
Employees , -~ after WWII

less than 50 , .
L so100 7 | e |
| | more than 100 ) ' ' ' |

Soui'ce: Intervicw results.
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' . TABLE III-6 '
CHARACTERISTICS OF SAMPLE FIRMS IN OHTA

Size (number of workers)

: Starting Year

0 1945-1955 | 1955- | noanswer
5 o ST |

' Former employee of Nékajima Hiroki

Former employee of parts suppliers for
| Nakajima Hiroki or Fuji Heavy Industry

Others

 Source: Interview Results
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TABLE Iv-1

" SOURCES OF TECHNOLOGY ACQUISITION IN TSUBAME
- (PERCENTAGE SHARES OF FIRMS INDICATING THE SOURCES :
: OF TECHNOLOGY ACQU]SI'I’ION)

-
' : S S - : Firm Size .

10<E<30 { 30<E<80

| Own efforts , : 100 , 88.
1 Reverse engineering. : 36 63
- Joint development ' 45 0
Patents ' ’ s 25
Technology tie ' 27 - 25
Number of respondents - 11 8

Source: Intefview results. -

Note: E = nurmberrof employees
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TABLE IV-2 - '
USEFULNESS OF TECHNOLOGY SUPPORT SYSTEMS IN TSUBAME

Least ——>Most Useful-
2 :

Parent firms 5 -0 1 0 13
Public technology center 18/36 8y O 6 1{ 3
.Firms in same business 13/36 4 0 6 0§ 3
-Equipment suppliers 13/35 4 0 3 1 S5
Industry association 13/35 -7 0 4| 1 1
Technical literature , 8/36 3 2 2 0 1.
Chamber of Commcrce 7136 6 0 Ly 0 0
'Buyers o/36 5 0 0 0 1

4. 0 1 0] 1y

6 0 1 0 0]

Source: Authors" tabulation based on interview results.
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- TABLE Iv-3 '
USEFULNESS OF TECHNOLOGY SUPPORT SYSTEMS
- FOR FIRMS OF.DIFFERENT SIZES IN TSUBAME

- Type of Firn/ Recipients/ 7 ) ,
Number of Workers ~ | Respondents Sl 4
Parent firms - >80 | 516 2 0 0 0 3
: ' 3080  5/8 0 0 0 0 -5
1029 | 3/11 1 0 0 0 2
<10 - 6/11 2 0 1 0 3

Public >80 | 4/6 2 -0 0 1 1
Technology 30-80 48 2 0 0 0 2
Center 10-29 7M1 2 o] 5 0 0

: - <10 3/11 2 0 1 0 0
Firms in Same - >80 | 3/6 2 0 0 0 1
‘Business | 3080 178 0 0 1 0 0

' : 10-29 4/11 1 0ot 3 0 0
- <0 - 5/11 1 0 2 0 2
Equipment - >80 | = 3/6 2 0 o 1 0
Suppliers 30-80 2/8 0 0 (N 0 11
1029 | - 4/11 1 0 2 0 1
<10 4m 1 0 0 0 3 .

Industry - >80 - 46 3 0 1 0 0 1.5
_Association/ - 30-80 1/8 0 0 0 0 1 5.0
Chamber of 10-29 M1 3 0 3 1 0 23
Commerce <10 1711 1 01 0 0 0 1.0

Source: Authors’ tabulation based on interview results.
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S 'TABLE IV-4
" USEFULNESS OF TECHNOLOGY SUPPORT SYSTEMS
- IN FUKUI-ISHIKAWA o

STy ey e

Least —--———-> Most Useful

Recipients/
Respon-
dents : : s 4

Parent firms
- Equipment suppliers
Public technology center
- || Firms in same business
1} Technical literature
Industry association
Serninars -
University
Buyers
Private consulting firms
Chamber of Commerce

OCOO0O=O0OO0O=hOO
OO O, O=NOGOW
°|-v—r—l—“°i—-v—--b)-h

CCOO0O=OO =N
‘ | \ ——
Q= D e e = )OO0

Source: Authors’ tabulation based on interview results,
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o TABLE IVS
 USEFULNESS OF TECHNOLOGY SUPPORT SYSTEMS
-~ FOR TYPES OF FIRMS IN FUKU-ISHIKAWA

Least «-w-m>Most Useful

Source Authors tabulanon based on interview results

'Note E number of employees

63
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' Score :




.  TABLEIV-6 o
SOURCES OF IDEAS FOR NEW PRODUCTS AND
- NEW MANUFACTURING PROCESSES IN OBTA

Size of Firm

0/5 , , :
20<E<49 , | 3/7 (technical center, equipment supplier) -
10<E<19 ! 2/8 (exhibition, trading company)

E<10 : 5/14 (technical center, exhibition)

~ Source: Interview results

Note: E = number of employees
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TABLE IV-7
USEFULNESS OF TECHNOLOGY SUPPORT
' SYSTEMS IN OHTA (D) '

Recipients/ | R T —
Respon- - , , , , Average
dents | 1 | 2 3 | 4 5 | “score

Parent firms ,
Equipment suppliers

" Public technology center
Firms in same business
Technical literature .
Industry association
-University

looo0o0000

Source: Authors’ tabulation based on interview results.
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- TABLEIVS
' USEFULNESS OF TECHNOLOGY SUPPORT
SYSTEMS IN OHTA (I)

- Recipients . Least ~--mm->Most Useful
~ Type of Firny/ Respondents :
Number of Workers : 2 -3 4

Parent firms

wr—OH

Equipment
Suppliers

0
0
0
0
0

0
0
0

NN

Public
‘Technology
Center

ocococo
OmNO

Source: Authors’ tabulation based on interview results.

Note: E = number of employees

- 66



TABLE V-1
CHANNELS OF DISTR!BUTION OF NEW PRODUCTS IN TSUBAME

% of Firms Using Channel (by firm sizc)

Channel '10<E<30 | 30<E<80 80<E

Parent firms : _ 33 : 25 20
Local trading house , - 67 50 40
Non-local trading house ' 22 | 50 47

" Direct marketing 0o | 3 | 25 80
Number of respondents -7 9 - 8 5

Note: E = number of employees

Source: Authors’ calculation based on interview results.
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' TABLE V2
USEFULNESS OF MARKET]NG SUPPORT SYSTEMS IN TSU'BAME

Supporting Institutions::
City office
Industry association
* Chamber of Commerce

Type of Support:

" Provision of information
Sending buyers -
Identification of buyers

~ Sending in orders
Organizing trade fairs
Exploratory trips

- Source: Authors’ tabulation based on interview results.
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o TABLEV-3
MARKET SUPPORT IN FUKUI-ISHIKAWA

Recipients Least -—— > Most Useful ,
Respon- Average

dents 13 2 | 3. 4 5 Score

Parent company
Industry association.
Chamber of Commerce

Government -
Others

- Source: r[nterview results.

69



, TABLE V-4
. MARKET SUPPORT IN OHTA

Recipients/ Least ———-—> Most Useful

Respon- ,
dents 2 3 4
‘Parent company 21/34 10| 1 1 1{ 8 238
Industry association/ : - S
. Chamber of Commerce 21/34 19 1 0 o] 1 1.2
Government 21/34 17 0 0 0 4 1.7
Trading House - 21/34 16 3 1 1 0 14

Source: Interview results,
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TABLE \'
USEFULNESS OF MARKET SUPPORT SYSTEMS
FOR FIRMS OF DIFFERENT SIZES IN OHTA

a ' ' " Recipients/ Least «~—-—>Most Useful
Type of Firm/ - Respon- ,
‘Number of Workers dents 1 12 31 4] 5 Score

3l o] o] of 1 2.0
4|} of o] 1 1.8
2 0 0 1] 3 .35
1 o 1]. 0] 3 38
Indust,y | >50 416 al ol o of o 1.0
Association 20-50 ~ 6/6 5 1 o o] of 1.2
: - 10-19 6/12 6 0 0 0 0 1.0
<10} = 510 4| O o1 O 1 1.8
4 o 0 -0 0
s|- ol o of 1
5] 0] O 0 1
3 0] O 0 2

l—ll—‘ci—“
-0 00

OO~
cooo

WA

Source: Authors’ tabulation based on interview results.

Note: E = number of employees
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TABLE VI-1
OUTSTANDING LENDING BALANCES TO SMEs
(100 Mllhon Yen. %) ‘

- . I 1960 1970 1980 | 1985

o ‘ " Value | Share ~Value | Share . Value ‘ Share Value | Share
Private banks ‘ A - 22,900 55.7 103,121 | 45.0 541,138 503 - 961,806 | 55.
‘ R B 1,331 25.3 19,683 34.8 113,733 - 457 - 186,667 50.3
Private SME finance | A 14468 | 351 | 101,354 | 442 405,178 Ca377| 582,006 33.7
institutions B 2241 427 23334  412|  83,700] 336 121,573 327
Public SME finance A 3,308 92] 24,608 10.7 129329 120} 184,183 10.7
institutions | | B 1,680 - 320 13,562 | 240 - 51,659 207 63,196 | 175
Totallending to SMEs | A | 41268]  100.0| 220,085 = 1000| 1075645 1000| 172799 | 1000
o ‘ ‘ B 5,253 100.0 56,580 |  100.0 ] 249,092 - 1000} 371,436 100.0

|l Share of lending to SMEs | A a2 . #4 | 61 | 585

: i in overall lending (%) | B 21.8 = : 372 - 509 ‘ 54.5

‘ Sdufce: ’s Economic Development and Small and Medium Enterpri es, Doyukan. 1987, Table 34,

Chushokigyo Kin oko 30 Nenshi [30 Year History of the Small Business Corporation, 1984], Chushoklgyo Kmyu Koko and
Chushokigyo Hakush o [White Paper on Small and Medium Enterprises], 1991 Volume, Chushokxgyo Cho.

| Note Aand B respectwely mdlcate overall lendmg and lending for fixed investment only, at the end of March for respectwe years ‘
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D TABLEVI-Z -
PUBLIC cm:m'r SUPPLEMENTATION SYSTEM
. (Billion Yen) '

= : : T ,
1950 | 1960 1970 | 1980 1984

The Credit Guarantee

' Association: R PR A DA I
“Value of loans guaranteed Annual || 25| - 177} 1,364 | 5,203 5712
. | Cumlative - 898 | 8,287 | 42,427 | 64,101
Balance of outstanding 124 1,314| 7,120 8,551

loans guaranteed .

The Small Business Credit

Insurance Corporation:
Value of loans insured

142 1274 s.118| 5585
| 474 7,344 | 40,677 | 61,847
Balance of outstanding
loans to The Credit
Guarantee Association

7 64| 23| 304

Source: Japan's Econonuc Develoml_ent and Small_and Medium Entggnses Doyukan 1987,
Tables 3-12.

‘Note: The first ywr that the values are gwen for the Small Busmms Crednt [nsmance Corporanon is-
1958 instead of 1950. - ,
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' : TABLE VI-3 '
USEPULNESS OF FINANCIAL SUPPORT SYSTEMS IN TSUBAME

Recipients/- Least ~----—>Most Useful

Loans from private sources: o
Commercial banks
Credit associations

‘Loans from governments:
Central govemment -
Prefectural government
City government

Loans from public ﬁnancxal

institutions: :
Small Business Finance Corp.-
Pecple’s Finance Corp.

Shoko Chukin Bank -

Source: Authors’ Vﬁbulatioh:based on interview results.
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|t Loans from public financial

: TABLE VI-4 _ ' '
USEFULNESS OF FINANCIAL SUPPORT SYSTEMS IN I-'UKUI-ISHIKAWA (l)

Reclplemsl " Least —--—->Most Useful
~ Respon-
" dents ! -2 7 3 4

Own fund
|| Loans from private sources:
| Commercial banks -
" Credit associations
Loans from governments:
Central government
Prefectural government
City government -

institutions:
Small Business Finance Corp.
" People's Finance Corp. ,
Shoko Chukin Bank

: Source Interview results.
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 Firm Size

Owntnnd

Loans from private -
* sources:- commercial
‘banks :

Credit associations

Loans from 7
governments: Central
government

Prefectural
government

City govdmment

Loans from public

financial institutions:
Smal] Business
Finance Corp.

‘People’s Financé
Corporations

 Shoko Chukin Bank -

" Source: Interview results.

2049

<20
>100
50-100

2049
<20

>100
50-100
20-49
<20

>100
50-100
20-49
<20

> 100
50-100
20-49
<20

>100
50-100
20-49
<20

>100
50-100
20-49
<20

>100
50-100

2049

<20 |

>100 |

50-100
20-49
<20

Note: E = number of :mployeis ,

' , TABLE A\ : '
USEFULNESS OF FINANCIAL SUPPORT SYSTEMS IN FUKUI-ISHIKAWA (lI)

Rcéipicntsl _
Respon- -

dents

61
m

5/6

1313
T
SR/

- sl6
12/13

61
571

‘516
12/13
- 517
6/7

5/6
12/13
6/7
mn

5/6

11713

6/7
57

5/6
13/13

67
- en

506

1313

67
6/7

5/6
12/13
- en
617
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‘Least —--—--->Most Useful
2 3 0 0 2.6
1 6] 1 2| 28
1 2] 0 2 3.2
1 2 1| 1 2.7
0 0 ol 4 42 |
1 o] 1 10] 44 .
1 o] o 2 25 .
0 tf 1| 2| 29 |
! 0 0 o 12
1 0 1 0 13
0 0 0 of 10
0 o] o 1| 18
0 of of 2| 26 |
0 0 0 5| 27 \
0 0 o| 4| a2
1 1 1 2| 28 |
B |
1] 0 1 2 34 |
1 3] o 5 33 |
0 0 1| 3| 35
0 ' 3| 43
0 o| o ol 10 {
0 o] o 0 1.0
0 0 1| of 15
0 ol o 0 1.0
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CUMULATIVE INVESTMENT (LAST § YE

TABLE V1-6 |

- AND AVERAGE AMOUNT OF ANNUAL SALES IN OHTA

Avernge Number of

" Source: Interview reslts. -
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" Investment Amount ~ Number of Firms Average Annual Sales
_ : o : 1 , ' - Employees

No answer 0 . '

<¥10 million 6 ¥97 million 13
"¥10 - ¥30 million 7 ¥120 million 12
Y30 - ¥60 million =~ 6 ¥64 million - 8
Y60 - ¥100 million 6 ¥318 million 14
>¥100 million 9 ¥9,967 million - :




" TABLE V1.7

USEFULNESS OF FINANCIAL SUPPORT SYSTEMS IN OHTA

Own fund

Loans from private sources:
Commercizl banks .

" Credit associations -

Loans from governments:
Central government
Prefectural government
City government

Loans from public financial -

institutions:

Small Business Finance Corp.

People’s Finance Corp.
Shoko Chukin Bank

Source: Interview results.

Rec:pxentis

espon-duts

50/34

2734
21/34

- 19/34
25/34
23/34

23/34
24/34
22/34

s |

13
15

oONDG OO

L= R o= Y ]

— N

Soo

Pt O‘.—‘

[0

waag

2.5
2.3
. V lls




| TABLE VI-8
FINANCIAL SUPPORT IN OHTA

‘Recipients/Re - > Most Useful
Own fund -0 1 0 3
. 2 0 0 3l
5 1 0 3
: R 2 1 0] 5
Loans from private '
sources: ' 0 0 0 6
- | Commercial 2 0 1 1
. banks : -7 3 0 1 -4
: ' "2 0 0 5
Credit associations 2 0 0 2
' 3 0 1 0
3 0 1 2
- 2 -0 0 4
governments: - - >50 - 516 4 0 0 0] 1y 1.8 |
Central government | 20-50 5/6 3 0 1 0 1 22§
B - 10-19 412 4 0 0 0 0 1.0
_ <10 5/10 4 0 0 Q 1 1.8
government - >50 - 6l6 3 2 o o 1 2.0 |
- 20-50 -4/6 0 0 1 0 3 4.5 |
10-19 812 1 Q 1 0 6 43
, <10 7/10 3 0 0 0 -4 ] 33
City government g B 2
' >50 6/6 5 0 0} 0 1] 1.7
20-50 3/6 1 0 1 0 1] 3.0
10-19 8/12 3 -0 0 0 5| 3.5
: o <10 6/10 1 0 0 0] 51 4.3
Public loans from: - , '
Small Business - >50 6/6 3} 0 0 0 3 3.0
Finance Corp. 20-50 © 516 .2 0 0 1] 2 3.2
, - 10-19 6/12 3 0 2- 0 1 2.3
: N <10 6/10 -5 0 0 0 1] 1.7
People’s Finance ~ ' .
Corp. ,
: -0 1.0
0 1.4
3 3.3
, ' 4 3.3
Shoko Chukin Bank
o , 3 3.8
[ 1.6
0 10
0 1.0

Source: Interview results.
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. Note: E=numliﬂ‘ofcmplbyew .



Figure II-1. PRODUCTION SYSTEM OF SIVERWARE AND HOUSEWARES INDUSTRIES IN TSUBAME
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 Figure II-2 THE FLOW OF YARNS AND TEXTILES AMONG FIRMS IN FUKULISHIKAWA
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Figore VI-1 LOANS TO SMEs BY SELECTED FINANCIAL INSTITUTIONS

Private SME financial institutions
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Source: Chusho Kigyo Hakusho, "White Paper on Smail and Medium Enterprise”
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