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The 2006 version of the White Paper on Small and Medium-sized Businesses points out that “...although it depends on locations
and industries, more than ten years after the end of Japan’s bubble economy, small and medium companies have overcome the so-
called ‘three excesses’ in debt, equipment, and employment; and have prepared starting points for Japanese business to ‘be
aggressive.'”

While Japan’s large companies, headed by the automobile industry, are improving their business performance, about 4000 publicly
held companies are put under pressure to “protect their business,” rather than to “be aggressive.” The Financial Products Exchange
Law, or the Japanese version of the SOX Act, enacted in 2006 as a revision of the Securities Exchange Law, caused the situation.
Under such a business environment in Japan, how can small and medium-sized companies steer the right course for them? One says
that company operations require handling of the variations in the business climate. However, the circumstances of Japanese
companies are changing significantly, and there is a need for business approaches adequate for such changes.

This article first defines what the small and medium-sized companies are. Secondly, it analyzes current developments in the
Japanese economy, discusses how the small and medium-sized companies are affected by the changes in the business environment,
and presents tasks necessary for their future. IMD" suggests that the competitive position of the Japanese economy in the
international market declined for over ten years after 1992. The IMD determines the reasons of the degradation: “delayed settlement
of bad loans,” “changes in the market's rules of the game,” “delayed introduction of measures by Japanese companies and the
government,” and “low labor productivity.” Finally, the article seeks how the small to medium companies of the future should deal with
the “population decrease,” “globalization,” and “IT revolution.”

" A leading business school in Switzerland, International Institute for Management Development, Head office: Lausanne, Switzerland
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