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The key to enhancing growth potential and regional revitalization lies in the growth of 
small and medium enterprises (SMEs). For this purpose, it is important to help SMEs 
demonstrate their dynamism and improve their productivity through pursuit of efficiency, 
creation of value added through competition, and opening up new businesses. 

1. Issues Regarding Productivity of SMEs 
70 percent of the working population in Japan is employed by SMEs. However, labor 

productivity of SMEs remains at a level of 40% of that of large enterprises in industries such as 
“construction”1 (JSIC E) and “food production” (JSIC M). Moreover, the productivity levels of 
four industry sectors, “wholesale and retail trade,”2 “transport and storage,” “hotels and 
restaurants” and “business service (renting machines & equipments and other business 
activities),” in which 40% of the working population in Japan is engaged, are around 50% or 
less of the U.S. counterparts’. 

Solving issues surrounding SMEs and improving their productivity are urgent subjects for 
enhancing the growth potential of the Japanese economy and revitalizing regional economies.

【Main reasons of lower productivity of non-manufacturing industries (NMI) in Japan】 

(i) Delay in full utilization of information technology: The productivity of the service 
industry, which uses IT, has not been improving. 
(ii) Delay in investment in intangible assets, etc.: Along with the mere introduction of IT, 
NMI delays in investing in intangible assets like human resources and knowledge, 
reforming employment practices, and reforming the organizational structure itself. 
(iii) Industrial structure: There are numerous small enterprises, thus economies of scale 
are not arising. 

2. Basic Courses of Action 

1 Industrial classification used in this part of analysis is based on JSIC (Japan Standard Industrial 
Classification) 
2 This part of analysis is based on statistics of EU KLEMS database, thus industrial classification may
not equal that of JSIC. 



  

 

 

 

 

  
 

 

 

  
 

 
 

 
  

 

  
  

 

    

 
 
 
 

Improving productivity requires the following basic courses of action: 

➢Strengthening management resources like talents and technology: Solving bottleneck 
➢Management innovation: Promotion of utilizing IT and innovation in management 

techniques 

➢Correction of unfair trade practices 
➢Facilitation of changing businesses, etc. 

The measures shown above should be encouraged based on the following points: 

➢Concentrated and effective action rested on the PDCA cycle 
➢Finely-tuned response to sector-by-sector and region-by-region issues 

3.	 Regarding the “SME Productivity Improvement Project” 
The main points of the “SME Productivity Improvement Project” presented by the Minister 

of Economy, Trade and Industry are basically in accordance with the aforementioned basic 
directions. For future materialization of the project, we would like to make proposals to the 
Minster of Economy, Trade and Industry as shown below. As for the items necessary for further 
consideration, to present concrete measures toward the “Basic Policies 2008” is required. 

(1) Setting of policy targets and verification of policy effects 

It is essential to strictly reject pork-barrel spending and concentrate on promoting effective 
policies for the two-year period up to FY2009. To this end, 

¾	 Regarding productivity improvement, it is vital to set verifiable numerical targets and 
specify a policy timetable over the next two years. It is also necessary to conduct 
follow-up tests of the policy effects. The numerical targets should, wherever possible, 
be outcome (performance) targets. 

(2) Adjustment of trading environment of SMEs 
Adjustment of a trading environment is an extremely important issue for SMEs in regards to 

the passing on increasing costs of raw materials and fuels, and unfair transactions between 
parental enterprises and subcontractors. To this end, 

¾	 The ministries involved should draft sector-by-sector guidelines for promoting 
proper subcontracting transactions within 2 years, by FY2009, in cooperation with 
the Small and Medium Enterprise Agency (SMEA). The timetable for this process 
should be created within this fiscal year. (Note: Guidelines for some sectors were 
established and released in June 2007. Those sectors are the machine parts and tooling 
products, automobile, industrial machine & airplane, information communication 



   
 

  
 

 
 

  
  

 

  

   
 

 

  
 

 

  

 

  

 
  

equipment, textile, information service, advertising and construction industries.) 

¾	 In cooperation with local prefectural governments, a mechanism (shelter) for 
providing a prompt response to SMEs’ consultations should be developed on a 
national scale within FY2008. 

¾	 The SMEA and the Fair Trade Commission should intensify their collaboration and 
promote inspection systems. For this, they should make such systems function well by 

way of disclosing the names of egregious parental enterprises and issuing 

recommendations, etc. 

(3) Management improvement by utilizing IT 
By utilizing new IT such as SaaS (note), it is possible even for small enterprises to easily 

grasp, without special equipment or background information, their own management status, 
including financial conditions required to reform management. To this end, 

¾	 Services to provide financial accounting software over the Internet and 
management guidance to small enterprises should be started within FY2008. 

¾	 In order to promote the utilization of IT dramatically by small enterprises, a numerical 
target in regards to IT usage rate should be set within 2 years, by FY 2009, and 
actions by both public and private sectors should be accelerated. 

(Note) SaaS (Software as a service): Business which provides a software application over the 
Internet as a service. 

(4) Utilization of outside management resources including large enterprises, etc. 

In order to efficiently supplement SMEs’ management resources (know-how, talents, funds, 
etc.), it is necessary to facilitate technology transfers (spillover) and movement of human 
resources from large enterprises to SMEs, along with cooperation among SMEs, M&As and 
industry-university cooperation. To this end, 
¾	 The Regional Power Revitalization Corporation (tentative title) should promote areal 

revitalization and assistance for M&A and circulation of human resources from 
large enterprises to SMEs in cooperation with the existent Conference for Supporting 
Revitalization of SMEs in each prefecture, etc. 

(5) Fundamental expansion of preparation of financial statements 
Reliable financial statements that reflect the actual state of corporate management are 

essential to the strengthening of management power and the promotion to financing that is not 
overly dependent on personal guarantees, as well as to organizational restructuring, etc. To this 



  

 
 

 

  

 
 

   
 

 
 

 

  

 

 

 
  

 
 

end, 
¾ The SMEA and the ministries involved should fundamentally increase the number of 

SMEs that prepare financial statements in accordance with the “Guidelines on the 
Accounting of SMEs” (established in August 2005) within 2 years, by FY2009. 

¾ Execution and Spread of financial statements should be promoted by being linked to 
the Government’s measures for SMEs (financing, tax, guidance, etc.). 
(Note) The percentage of SMEs complying with the guidelines is only 25.8%. This 
figure is lower among smaller enterprises. 

(6) Encouraging changes of business, etc. 
It is essential to eliminate factors obstructing the smooth movement of talents and funds from 

low-productivity businesses to high-productivity ones. To this end, 
¾ For instance, the Unified Headquarters for Regional Revitalization should play the role 

of a control tower so as to unite the whole government and promote cross-ministerial 
initiatives. 

¾ In the pursuit of promoting changes of business in each region, the ministries involved 
should utilize the regional version of “roundtables” (government-labor-management 
roundtable for the promotion of the strategy for raising the level of growth potential), 

and should promote utilization related subsidies and support measures beyond the 

boundaries of ministries, and should encourage vocational training of employees 
with regard to type of industry after change of business, etc. from the perspective of 
operating industrial policies and employment policies in an integrated manner. 

(7) The drafting and implementation of productivity improvement programs to deal with 

sector-by-sector issues 
It is critical to implement more finely-tuned measures through the analysis of factors 

obstructing productivity improvement in consideration of differences in industry scale and type. 
To this end, 

¾ The Cabinet Office should analyze factors obstructing productivity improvement in 
each sector within the year. Regarding the low-productivity industries, the SMEA and 
the ministries involved should promptly draft sector-by-sector reform programs and 
specify their timetables based on the “Basic Policies 2007.” 


