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Small Business Is Big Business

Small and medium enterprises (SMEs), which together comprise
99.7% of all enterprises in Japan, support Japanese industry with
their high technologies and skills. Some SMEs also play a vital
role in overseas development, in terms of providing employment
and transferring said technologies and skills. The Japanese
government and related bodies like JFC in turn support the

activities of SMEs.

apan may have rebuilt after

World War II, experienced

rapid economic growth and es-

tablished itself as the world’s
second largest economy, but the front-
line of the global economy these days
is undeniably made up of small and
medium enterprises. Even giants such
as Honda, Sony and Panasonic started
out as small venture companies. Other
companies that supply products all
round the world similarly began life as
small or medium enterprises and have
grown into major global companies
representing Japan on an international
scale. Major companies may account
for a mere 0.3% of the overall total on
paper, but they each rely on unique
technical capabilities and behind the
scenes support from the small to me-
dium subcontractors that supply them
with parts.

In fact, there are countless small
and medium manufacturers that have
honed their skills and technical capa-
bilities by fulfilling orders for major
companies. From Okano Kogyo,
which makes lithium ion battery cas-
ings that have helped reduce the size
of mobile phones, to NIPPURA,
which designs and makes seamless
aquariums, from small ball bearing
manufacturer Minebea to the develop-
er of the automated knitting machine
Shima Seiki, Japan is home to innum-
berable companies that, despite their
small size, have used their world-class
technology and products to secure
leading shares in markets in Japan and

all over the world.

As Japan’s industrial structure is
dependent on exports, however, it is
particularly susceptible to overseas
economies and exchange rate fluctua-
tions. In the worst-case scenario, the
current global financial crisis could
potentially spell the end for many of
the small and medium enterprises that
underpin the Japanese economy.
Prime Minister Taro Aso came to
power on September 29, just over two
weeks after the collapse of Lehman
Brothers. One month later, on October
30, he made the following speech, set-
ting out a new economic policy to
safeguard people’s livelihoods.

“My understanding is that this
storm, which should be called a ‘fi-
nancial disaster,” developed in the
United States. I hardly need to quote
former U.S. Federal Reserve Chair-
man Alan Greenspan in saying that
the financial crisis which originated in
the subprime loan problem in the
United States is truly a ‘once-in-a-
century’ financial crisis.” In addition
to acknowledging the financial crisis,
he also underlined the need to take ac-
tion. “We must neither be daunted by
the storm nor merely choose to lie low
till the typhoon passes.”

The prime minister’s speech em-
phasized two key points in terms of
measures to help small and medium
enterprises. The maximum level of
emergency credits allocated in the first
supplementary budget was raised from
six trillion to twenty trillion yen and
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the emergency lending limit of
government-affiliated financial insti-
tutions, previously set at three trillion
yen, was raised to ten trillion yen. The
total scale of these measures will thus
reach thirty trillion yen.

However, even after these efforts,
the economy has been worsening at
unexpected speed. On December 12,
2008, Prime Minister Aso therefore
announced “emergency measures to
defend people’s daily lives” totaling
23 trillion yen. On the day, an amend-
ment to the Act on Special Measures
for Strengthening Financial Functions
was fortunately passed in the Diet.
Based on the legislation, counter-
measures concerning the lenders—the
maximum level of the government’s
total equity participation (in financial
institutions)—will be increased by 10
trillion yen, from the present level of 2
trillion yen, to 12 trillion yen. As a re-
sult, it will further foster an environ-
ment in which financial institutions
can provide finance to regional econo-
mies and SMEs so that a credit con-
traction and forced loan repayments
do not occur.

Combined with an increase in the
maximum credit guarantee level,
which is a countermeasure on the bor-
rowing side, the government intends
to make countermeasures for financ-
ing micro, small and medium enter-
prises totally sufficient through
countermeasures on the lending side.
The Aso Cabinet is thus continuing to
step up economic measures.

Role of JFC

Japan Finance Corporation (JFC), in-
augurated on October 1, 2008, will be
the agency that introduces initiatives
aimed at financing the small and me-
dium enterprises identified by the Aso
Cabinet. JFC was established through
the integration of the National Life
Finance Corporation, the Agriculture,
Forestry and Fisheries Finance Corpo-



Small-scale loans

The majority of JFC-Micro’s customers are enterprises with less than 10 employees, accounting for 86.7% of the total number of
business loans extended by JFC-Micro in fiscal year 2007. Proprietorships account for 44.4% and corporations for 55.6% of this
total. Loans for up to ¥5 million make up 59.7% of the total, with the average loan amounting to ¥5.68 million.

Loans by Number of Employees of Borrowers (FY 2007)

(number)
20 or more (4.5%)

4 or less (65.6%) 5-9 (21.1%)

Loans by Classification of Borrowers (FY 2007)

10-19 (8.8%)

(number)

Corporations (Paid-in capital of less than ¥10 million) (32.4%)

Proprietorships (44.4%)

Corporations (Paid-in capital of ¥10 million or more ) (23.3%)

Loans by Credit Amount (FY 2007)
Over ¥3 million and up to ¥5 million (22.8%)

Up to ¥3 million (36.9%)

(number)
Over ¥8 million (25.0%)

Source: JFC

ration, the Japan Finance Corporation
for Small Business and international
financing and related operations of the
Japan Bank for International Coopera-
tion. The Corporation is wholly owned
by the Japanese government. Its role
is to implement government policies
and measures.

The operations that JFC has taken
over from the four previous institu-
tions are as follows. The Micro Busi-
ness and Individual Unit of JFC han-
dles operations, including petty
business loans, support for business
inauguration, management consulting,
the provision of information, and a
broad range of lending that is closely
associated with people’s lives, such as
educational loans and loans secured
by governmental pensions and mutual
aid pensions. The Small and Medium
Enterprise Unit of the Corporation as-
sists in the growth and development of
small and medium enterprises through
its operations based on the central
government’s policies concerning
such enterprises, including long-term
lending to the enterprises, support for
private financial institutions’ initia-
tives, the use of securitization tech-

Over ¥5 million and up to ¥8 million (15.4%)

niques, and the underwriting of debt
guarantees in connection with loans
that credit guarantee corporations ex-
tend to such enterprises. In addition,
JEC supports agriculture, forestry,
fisheries and food business, and helps
to maintain and improve international
competitiveness through the Japan
Bank for International Cooperation.
JFC’s role is to support the vitalization
of Japan’s local economies, the
growth and development of micro,
small and medium enterprises, and, by
extension, the achievement of synergy,
including operational globalization.
JFC has the role of extending
credits within certain limits to speci-
fied financial institutions when losses
are incurred through financial upheav-
al in Japan and abroad, or other events
occur, such as large-scale disasters.
This is a scheme that is a central fea-
ture of JFC. As is evident in the emer-
gency measures of the central govern-
ment, mentioned above, this scheme’s
functions have gotten a lot of attention
under the current financial crisis. Prior
to their integration, the institutions
that merged to form JFC had engaged
in activities that had a strong basis in

local areas, provided policy-based fi-
nance functions, and contributed to
the vitalization of local areas through
achievements that include maintaining
and cultivating employment. JFC has
undertaken a variety of operations, in-
cluding the latest emergency measures
to help small and medium enterprises.
Shosaku Yasui, who has been ap-
pointed to the post of governor of the
Japan Finance Corporation for Small
Business from a private company and
was appointed as governor of JFC
upon its establishment through the or-
ganizational integration, plays the lead
role in implementing the govern-
ment’s economic measures. Yasui is
confident that the measures imple-
mented on this occasion will function
adequately (see pages 8-10).

Characteristics of
Small Enterprises

To start with, JFC Micro Business and
Individual Unit (JFC-Micro) has a long
lending history for small enterprises
and extensive experience. As a finan-
cial institution standing next to its cus-
tomers in each region, JFC-Micro
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places top priority on customer servic-
es and promotes small-lot loans and
business start-up support in the fields
where private financial institutions find
it difficult to provide such services.

JFC-Micro’s predecessor, the
National Life Finance Corporation
(established in 1949) initially provid-
ed support for businesses starting out,
for example, for people who had re-
patriated from Japan’s former colo-
nies, in the postwar years of recovery.
As a specialist in small enterprise,
JFC-Micro is continuing its small-
scale lending to small borrowers in
need of funds for starting and operat-
ing their businesses. Although they
are called small enterprises, approxi-
mately half of these borrowers are in-
dividuals who have yet to incorporate
their operations. Ninety percent of
corporate borrowers in this category
operate with nine or fewer employees.
In that sense, JFC-Micro’s lending
operations resemble the objectives of
microfinance. Unlike mid and large-
sized enterprises, most of these bor-
rowers have limited financial re-
sources and no assets. These small
enterprises are in a situation where
borrowing from private financial in-
stitutions is difficult due to their lack
of financial standing.

Speaking on this point, Taro
Morita, chief of the International
Cooperation Office under the Micro
Business and Individual Unit of JFC,
offers the following explanation:
“Even if the financial background of a
lender is unavailable, our staff mem-
bers gather the necessary information
on their own. JFC-Micro prepares the
basis for judgment by collecting vari-
ous types of information through such
visits and interviews. JFC-Micro dis-
tinguishes itself by making lending
decisions in consideration of the abili-
ty of managers, their personality and
business relationships, in addition to
the financial and numerical aspects.
Another feature of our loans is that the
loan amounts are small so that we can
diversify risks.”

These so-called grassroots financ-
ing activities have supported the ac-
tivities of small and medium enter-
prises in Japan, not only in this case of
emergency lending, but also in ordi-
nary times. By extension, JFC-Micro

has contributed to the development of
Japanese industry.

For example, there is a company
in Fukuoka called Unitics. This com-
pany is supplying systems for inte-
grated, single-computer management
of machinery, including machine tools
and assembling machines, and systems
for management of heat sources, in-
cluding electricity, to small and medi-
um enterprises. Unitics is a company
of just ten or so employees working
under its president, Akira Ikeda. Ikeda
is one of the individuals who obtained
a loan from JFC-Micro and placed his
business on the right track. At his pre-
vious job at a major measuring instru-
ment manufacturer, Ikeda was in
charge of developing systems for au-
tomating large companies’ factories.
Believing that small and medium en-
terprises experiencing intensifying
competition with their overseas rivals
need factory automation more desper-
ately, Ikeda left the manufacturer, ac-
cumulated experience, and started his
own business in 2005. His company
moved forward with research and de-
velopment, relying on subsidies from
local governments and other funds,
but more funds were needed to contin-
ue with the research.

“The recovery of invested capital
takes a long time in system develop-
ment projects. This pattern leads us to
a tight cash flow situation which pre-
vents us from investing in research
and development,” says Ikeda.

Ikeda was introduced to JFC-
Micro by a business incubation man-
ager with whom he had consulted for
financing. Loans from JFC-Micro
gave him operational capital to spare.
They enabled Ikeda to move ahead
with research and development, the
core operation for his company, and
his business started to run smoothly.

JFC-Micro Policy

Recently emerging nations and devel-
oping countries are showing strong
interest in JFC-Micro’s loan opera-
tions for small enterprises. For their
economic development, they are hop-
ing to develop small and medium en-
terprises so as to increase the number
of homegrown industries and thereby
accumulate and enhance knowledge
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and skills. On the other hand, they
have not built up a system like Japan’s
JFC-Micro, and thus call on Japan to
cooperate with assistance in providing
a stable financing system for small
and medium enterprises. In response
to requests, organizations have been
calling for the JFC-Micro’s coopera-
tion to participate in seminars and dis-
patch instructors.

Introducing its system overseas can
provide support for developing small
and medium enterprises in emerging
nations and developing countries. This
meets with JFC-Micro’s policy and
supports Japanese SMEs operating
overseas and those considering setting
up operations overseas.

“We are sending instructors to
ODA (official development assis-
tance) and corresponding projects that
are undertaken by organizations cen-
tering on the Japan International
Cooperation Agency (JICA). For ex-
ample, many trainees visit Japan from
developing and other nations under
JICA’s training programs. An increas-
ing number of these people visit Japan
with “the promotion of small and me-
dium enterprises” as their training
theme or objective. JFC-Micro dis-
patches instructors and takes other ac-
tions in response to them because their
training includes finance. JFC-Micro
has about thirty such cases a year
now,” says Morita.

At the point where exchanges were
launched, JFC-Micro was concerned
about whether or not systems that were
peculiar to Japan would work in other
countries. The Corporation had such
concerns because financing for small
enterprises differs, depending on the
social customs, laws and accounting
systems of each country.

However, there is no difference
as far as the assessment of enter-
prises is concerned. At JFC-Micro,
the department for credit analysis
compiles manuals and formats for
screening to lending.

The JFC-Micro counterpart in
Vietnam is the Vietnam Bank for
Social Policies (VBSP). Like JFC, the
Bank is a policy-based financial insti-
tution wholly owned by the Viet-
namese government. The VBSP offers
small loans that cannot be provided by
private financial institutions.



Globalization and SMEs

As demand for the development of
SMEs in emerging nations and devel-
oping countries has risen in develop-
ing countries, so has the demand for
the development of the appropriate
human resources. Support for this will
contribute both to local industries and
to the Japanese SMEs operating over-
seas, helping to make their operations
run more smoothly and fruitfully. The
Japanese government has helped to
meet this demand, from the perspec-
tive of enhancing the international
competitiveness of SMEs. JICA, for
example, accepts foreign trainees in
the field.

A prime example of this may be
found in Thailand. One of the most
successfully industrialized nations in
Asia, Thailand is host to around 9,000
—10,000 Japanese companies. It has
such a thriving auto industry that it is
sometimes referred to as the Asian
Detroit, with a considerable number of
auto manufacturers from Japan also
locating operations there. To move
into other countries, Japanese compa-
nies require a second, third and even
fourth tier of subcontractors. To begin
with, however, Thailand didn’t have
the high quality small to medium en-
terprises it needed to cater to this de-
mand. Although having such compa-
nies in place would have made it
possible to supply parts locally, which
in turn would have broadened local
skills and technology and increased
employment, Thailand was found it
difficult to create such a positive cycle
at that time.

“Ultimately, it’s all a question of
developing human resources,” ex-
plains Takeshi Takano, deputy direc-
tor general of JICA’s Industrial
Development Department. “Public
and private sector organizations in
both Japan and Thailand are now
working to develop human resources
in supporting industries. The key is to
train people in Thailand so that they
can take on the role of trainer and train
local Thai workers themselves.”

Japan is helping to improve busi-
ness environments in a broader sense
in other countries as well as Thailand,
harnessing ODA to make institutional
and other improvements. In addition

“JFC-Micro distinguishes itself by making lending
decisions in consideration of the ability of
managers, their personality and business
relationships, in addition to the financial and

to the respective countries and Japan
itself, this actually benefits all inves-
tors and companies locating opera-
tions in the relevant areas, resulting in
high levels of interest in small and
medium enterprises in each country,
as pointed out previously by JFC’s
Taro Morita.

Another point mentioned by
Morita is that JICA runs training
schemes for government workers and
other trainees from the likes of busi-
ness and economic organizations
around the world. “The number of peo-
ple coming to Japan to undertake train-
ing based on the theme of how best to
nurture small and medium enterprises
is on the increase. There are often cases
however in which people tend to think
that small and medium enterprises are
lacking in skills and technology.”

Efforts are therefore underway to
broaden the range of companies tar-
geted by representatives from invest-
ment promotion institutions coming to
Japan. Although they tend to be inter-
ested in major companies to begin
with, investment promotion institu-
tions start to look to other companies
once they have been reminded that
even the likes of Honda and Sony
were small companies once and ac-
quainted with the facts, including
being shown around small or medium
enterprises that, despite their size,
have sufficiently advanced technology
to supply components to NASA for
instance or manufacture parts for the
bullet train. According to Takano, the
developing countries searching for ad-
vanced skills and technology should
focus more on small Japanese compa-
nies as investors and gradually build
from there.

“It’s a three-way win-win situa-
tion in that it ensures that Japanese
ODA fulfills its objectives, makes it
easier for small and medium Japanese

numevrical aspects.”

—Taro Morita, JFC-Micro

enterprises to move into other coun-
tries and enables local people to reap
the benefits.”

As the international wing of JFC,
Japan Bank for International Coopera-
tion (JBIC) is supporting small and
medium enterprises which are setting
up operations overseas by collaborat-
ing with private financial institutions.
The three pillars of JBIC’s compre-
hensive support for small and medium
enterprises are financing, overseas in-
formation services and consultation,
and issuing solutions by working with
the partner country. Specifically,
JBIC’s support includes (1) preferen-
tial treatment on loan terms for ap-
plied interest rates, loan ratio etc., (2)
consultation on procedures for trading,
overseas investment and way of rais-
ing funds for long-term financing, (3)
business and investment related infor-
mation services on emerging nations
and development countries such as
China, Vietnam, India etc,. and (4)
handling overseas political risk guar-
antees, which is difficult for private
financial institutions to manage alone.

Thus, JBIC’s multidisciplinary and
comprehensive support is also support-
ing the global approaches of Japanese
small and medium enterprises.

During an economic policy speech
on October 30, Prime Minister Taro
Aso underlined the aims of Japan’s
economic measures as follows. “I
stress that the purpose of the present
set of economic countermeasures is
not merely to create ephemeral de-
mand. We must rather make them gen-
erate steady economic growth through
the self-sustaining expansion of do-
mestic demand. Their purpose is to
transform the nature of the economy
so as to enable the latent potential of

the Japanese economy to be fulfilled.”
m

Hitoshi Chiba, The Japan Journal
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