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Abstract: After the global financial crisis, the Japanese government enacted the Financing Facilitation
Act in 2009 to help small and medium-sized enterprises (SMEs) that had fallen into unprofitable
conditions. Under this law, when troubled debtors asked financial institutions to ease repayment
conditions (e.g., extend repayment periods or bring down interest rates), the institution would have
the obligation to meet such needs as best as possible. Afterward, the changing of loan conditions
began to be utilized often in Japan as a means for supporting underperforming companies. Although
many countries employed various countermeasures against the global financial crisis, the Financing
Facilitation Act was unique to Japan. However, there is criticism that it did not become an opportunity
for companies to substantially reform their businesses, and that there was a moral hazard on
the company’s side. This paper analyses whether the easing of repayment conditions revived
underperforming firms and who were likely to recover, by using the “Financial Field Study After the
End of the Financing Facilitation Act”, carried out by the Research Institute of Economy, Trade and
Industry (RIETI) in Oct 2014. We found that the act was successful in that about 60% of companies
whose loan conditions were changed recovered their performance after the loan condition changed,
and the attitude that financial institutions had towards support was an important factor in whether
performance recovered or not. In sum, the act might be effectual when financial institutions properly
support firms, although previous studies tend to emphasize its problems.
Keywords: financing facilitation act; business improvement; business support; regional financial
institutions; business revitalization

1. Introduction
Due to the global financial crisis, many Japanese companies fell into difficulties and had trouble
repaying debts. Accordingly, the Japanese government enacted “the Act on temporary measures to
facilitate financing for small and medium-sized enterprises” (hereafter, the SME Financing Facilitation
Act) in 2009. Under this law, when debtors asked financial institutions to ease repayment conditions
(e.g., extend repayment periods or bring down interest rates), the institution would have an obligation
to meet such needs as best as possible1 .
After the law was enacted, it was said that financial institutions were very flexible in complying
to the changing of conditions. However, because financial institutions were lightly complying to the

1

Yamori et al. (2013) discussed the various countermeasures that the Japanese government employed to tackle against the
negative impacts of the global financial crisis.
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request for changing loan conditions and were not making serious efforts to support revitalization,
there is criticism that it did not become an opportunity for companies to substantially reform their
businesses, and that there was moral hazard on the company’s side (e.g., Hoshi 2011; Harada et al.
2015; Imai 2019). That is, companies that were allowed to change loan terms were likely to feel that
financing could be managed in the short-term, and so they did not work towards reforms in earnest.
This paper uses the “Financial Field Study After the End of the Financing Facilitation Act” carried
out by the “Study Group on Corporate Finance and Firm Dynamics” of the Research Institute of
Economy, Trade and Industry (RIETI), to analyze whether the performance of companies is recovering
after changes to repayment conditions. It also looks at what kind of differences there are between
companies that are recovering and those that are not. As explained later, the survey was very unique
in that it included many firms that requested loan condition changes. We found that about 60% of
companies whose loan conditions were changed recovered their performance after the loan condition
changed. Also, we found that the attitude of financial institutions towards support was a major factor
in whether firms could recover after loan condition changes. Although previous studies negatively
evaluated the act, our finding suggests that the act may be effectual if financial institutions make an
effort to support troubled firms. Although this kind of policy was unique to Japan during the global
financial crisis, all nations will be able to employ it to cope with a future crisis in a wisely manner.
The structure of this paper is as follows: Section 2 will explain the impacts of the global financial
crisis on Japanese firms and what the Financing Facilitation Act was. Section 3 provides the literature
review. Section 4 will introduce an outline of the “Financial Field Study after the End of the Financing
Facilitation Act”, which is used in this study. Section 5 will analyze how much companies recovered
their performance after they received changes to their repayment conditions and what kind of factors
caused this. Finally, Section 6 will present the conclusions of this paper.
2. The Global Financial Crisis and the Financing Facilitation Act
2.1. Impacts of the Global Financial Crisis on Japanese Small and Medium-Sized Enterprises (SMEs)
The global financial crisis severely hit Japanese firms. Figure 1 shows how business conditions of
Japanese firms deteriorated during the global financial crisis, irrespective of their size. For example,
J. Risk conditions
Financial Manag.
2019, 12, x FOR
PEER
REVIEWfor large firms was 23 in March 2007 and decreased
3 of 20to −45
business
diffusion
index
(BCDI)
in March 2009. The index for small firms decreased from 0 to −47 during the same period.

77

Figure 1 Business conditions diffusion index (All industries)1

78
79
80
81
82
83
84
85
86

1 Business conditions diffusion index is defined as the difference between the ratios of those who
Figure
1. Business conditions diffusion index (All industries). Business conditions diffusion index is
defined as
the difference
of those
who
choose
business
conditions
choose
business between
conditionthe
is ratios
good and
those
who
choose
business
conditionasisgood
bad.and those
who choose
business
conditions
as
bad.
Source:
Bank
of
Japan’s
Tankan
survey
(Quarterly
Source: Bank of Japan’s Tankan survey (Quarterly survey of business sentiment). survey of
business sentiment).

Also, as shown in Figure 2, during the global financial crisis, funding conditions of firms
significantly deteriorated. Funding conditions diffusion index (FCDI) for large firms was 21 in
March 2007 and decreased to -4 in March 2009, while the index for small firms decreased from -2 to
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At the same time, the Financial Supervisory Agency amended the Supervisory Guidelines.
As pointed out by Harada et al. (2015), the important amendment was that banks could exclude the
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businesses and (ii) to endeavor to take steps to alleviate the burden of debt, upon receipt of a
request for the postponement of repayment of debt by a small and medium sized business or
a borrower of residential housing loan; and (b) As a "legal obligation", (iii) to establish a
framework to give effect to the steps described in (ii) above, and (iv) to disclose and report to
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restructured SME loans from non-performing loans if they planned to come up with restructuring
plans that were expected to make the loans perform in five years from the time they specified the
plans that were expected to make the loans perform in five years from the time they specified the plan.
plan.
In sum, the act encouraged banks to roll over loans to troubled SME borrowers when they
In sum,3 the act encouraged banks to roll over loans to troubled SME borrowers when they were
were asked
. Although there was no penalty provision when banks did not follow the “best efforts”
asked 3 . Although there was no penalty provision when banks did not follow the “best efforts”
requirement, almost all requests by troubled SMEs for loan restructurings were admitted.
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Figure 3 shows the number of requests by SMEs to change loan conditions and the number of
Figure 3 shows the number of requests by SMEs to change loan conditions and the number of
those that were accepted by banks. The acceptance rate was 94.8% for the period from April 2010
those that were accepted by banks. The acceptance rate was 94.8% for the period from April 2010 to
to March 2011. The act was originally set to expire at the end of March 2011, but it was extended
March 2011. The act was originally set to expire at the end of March 2011, but it was extended twice
twice before finally expiring at the end of March 2013. Therefore, as explained below, our survey was
before finally expiring at the end of March 2013. Therefore, as explained below, our survey was
conducted after the expiration of the Financing Facilitation Act. The acceptance rates continued to
conducted after the expiration of the Financing Facilitation Act. The acceptance rates continued to
exceed 95% after April 2013. Namely, Japanese banks are likely to accept requests of troubled SMEs to
exceed 95% after April 2013. Namely, Japanese banks are likely to accept requests of troubled SMEs
change loan conditions easily, even though the law formally expired.
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Act. To have an image of the actual responses of banks, see the announcement about its response to the act released by
Aozora bank, as an example. http://www.aozorabank.co.jp/english/about/newsrelease/2010/pdf/10020102_n.pdf.
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value losses.

Chava and Purnanandam (2011), focusing on not the global financial crisis, but the Russian crisis of Fall 1998,
analyzed how the banking sector’s financial health affected bank-dependent borrowers’ performance in the
United States. Based on the event-study approach, they found that firms with higher growth opportunities
and lower financial flexibility suffered larger value losses.
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rationing since 2008. Zhao and Jones-Evans (2017) analyzed the impacts of the global financial crisis
on SMEs in the UK.
There are several papers investigating the impacts of the global financial crisis on Japanese SMEs.
Yamada et al. (2018) used 764,963 SME observations in Japan and analyzed how the global financial
crisis related to the investment and financial decision-making for SMEs. They found that the effects
were different among SMEs. For example, firms without debt increased their investments during the
crisis period, while SMEs with a high amount of debt at the pre-crisis period additionally borrowed
more money from financial institutions but did not use it for investment.
Ogawa and Tanaka (2013) used data from a unique survey that was conducted by the Research
Institute of Economy, Trade and Industry (RIETI) in 2008 and 2009. They found that the bank-dependent
SMEs asked their closely-affiliated financial institutions for help, while the SMEs that were less
dependent on financial institutions sought help primarily from their suppliers.
3.2. Literature Relating to the Financing Facilitation Act
Harada et al. (2015) attempted to evaluate the financial regulatory responses (i.e., Basel III,
stress tests, over-the-counter derivatives regulation, recovery and resolution planning, and banking
policy for SME lending) by the Japanese government after the global financial crisis. They critically
argued about the Financing Facilitation Act, because the act enabled troubled SMEs to ask for loan
restructuring and banks to grant loan restructuring for almost all who asked. In other words, the act
allowed the so-called zombie firms to survive5 . They pointed out that relaxation of bank supervision in
conjunction with the act allowed banks not to report these loans as non-performing loans. Furthermore,
Imai (2016) showed that zombie firms were prevalent amongst small and medium-sized firms, and that
their investment projects were not as productive as non-zombie firms.
Based on these findings, Imai (2019) concluded that it was safe to say that the Japanese government’s
forbearance policy benefitted weak banks and their unviable borrowers at the expense of the public.
Following this context, Imai (2019) regarded the Financing Facilitation Act (which they called “the
debt moratorium law”) as an example that Japanese government reverted back to the habit of using
its discretion to soften prudential banking regulation after the Lehman shock. Imai (2019) pointed
out “the debt moratorium law might have mitigated credit crunch for SMEs”, but the law “has again
created a regulatory environment in which zombie firms tend to thrive, just as the forbearance policy
did in the 1990s”.
In sum, these previous studies emphasized its problems. However, as the act surely mitigated the
negative impacts of the crisis on SMEs, it seems useful to investigate how to enjoy its benefits while
avoiding its negative effects. As far as we know, there are few studies that are focusing on the positive
side of the Financing Facilitation Act and consider how to use it wisely.
4. An Outline of the Financial Field Study after the End of the Financing Facilitation Act
Recently, many SMEs studies have obtained data through surveys (e.g., Uchida et al. 2008, 2012;
Ogawa and Tanaka 2013; Wang 2016; Xiang and Worthington 2017). For example, Kraus et al. (2012)
used survey data gathered from 164 Dutch SMEs and investigated how entrepreneurial orientation
affected the performance of SMEs during the global financial crisis. Research using questionnaire
data is increasing because macroeconomic data alone cannot provide sufficient analysis. First of all,
small and medium-sized enterprises are diverse, and the impact of shock varies by company. Policy
responses need to be tailored to the conditions of each company, which requires an analysis that reflects
the attributes of various SMEs. Second, in order to understand the behavior of SMEs, it is necessary to

5

During the banking crisis in the late 1990s, many Japanese banks continued to lend to so-called zombie firms to keep their
loans current (e.g., Peek and Rosengren 2005). This evergreen lending hid banks’ non-preforming loan problems. Caballero
et al. (2008) argued that zombie firms that were given credit in favorable terms discouraged rival productive firms.
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take into consideration not only quantitative data such as sales and profits but also subjective factors
such as anxiety about business conditions and funding.
Therefore, survey data analyses are valuable in understanding the merits and demerits of the
Financing Facilitation Act. Fortunately, the author is a faculty fellow of the Research Institute of
Economy, Trade and Industry (RIETI) and can access the dataset that was developed by the RIETI.
We can use in this paper the “Financial Field Study after the End of the Financing Facilitation Act”.
This study was carried out from October to November 2014 by the RIETI6 .
The survey sample used by the study was an extract from the Tokyo Shoko Research (TSR)
database of 20,000 small and medium enterprises that existed as of both December 2009 and October
2014, the latter being when sample extraction work was conducted. Specifically, it consisted of the
following three samples.
The first sample had the objective of gathering together “treatment companies” that received
changes in loan conditions along with the enforcement of the Financing Facilitation Act. Tokyo Shoko
Research (TSR), a major Tokyo-based credit research company, delivers credit reports on a wide range
of SMEs, and we found that the reports of 4087 enterprises included the keywords “condition changes”
or “facilitation act”. As these firms were likely to apply for the changes in loan conditions, we included
them in our sample. The second sample had the objective of gathering together “control companies”
as opposed to “treatment companies”, and consisted of 5207 companies that answered the survey
of “The FY2007 Field Study of Transactions with Companies and Financial Institutions” carried out
by the RIETI in February 20087 . They were included because they were expected to respond to our
survey with a high probability. The third sample had the objective of gathering additional “treatment
companies” and consisted of 10,706 entries of companies with a TSR creditworthiness grade of 49
and under (in other words, companies with severe business conditions) and that had a distribution of
employee numbers similar to the second sample.
Upon sending surveys in October 2014 to 20,000 companies selected based on the above standards,
valid answers were received from 6002 of them, a response rate of 30.01%. Responses from the first
sample numbered 996, with 2537 from the second sample, and 2465 from the third.
The average employee number of the companies that responded, as of the time when the Financing
Facilitation Act was enforced (December 2009), was 61.33 employees and the median was 24 employees.
More specifically, 598 or 10% of companies had “between 1 and 5” employees, 2135 or 36% had
“between 6 and 20”, and 1478 or 25% had “between 21 and 50”. Thus, approximately 70% of companies
had employee numbers 50 and below.
Table 1 summarizes the basic statistics of respondents for the latest business year8 . Average total
assets and net-worth were 2478 million yen and 751 million yen, respectively. Average number of
employees was 68, which was slightly larger than the figure in December 2009. As shown by the
difference between the median and the average, a few very large companies were included in this
sample, but most of the sample firms were SMEs, which were generally more vulnerable to economic
shocks and more dependent on financial institutions.

6

7
8

The data is only available to the researchers as long as the RIETI permits. However, an overall summary of this field study
was reported in a paper by Uesugi et al. (2015). Also, in the “2016 White Paper on Small and Medium Enterprises” (Part 2,
Chapter 5, Section 2 “Fund-raising environment for enterprises with changed loan conditions”), published by the SME
agency of Japanese government, there is an analysis that makes use of the results of this study (See The Small and Medium
Enterprise Agency 2016). Additionally, Ono and Yasuda (2017) used the same data.
Ogawa and Tanaka (2013) used data from this survey.
As it is common in Japan that business year starts on April 1 and ends on March 31. So, the latest business year for most
firms in this survey is the period from April 2013 to March 2014.
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Table 1. Descriptive statistics about respondents for the latest business year.
Variables

Number of Respondents

1

Min

Median

Max

Average

SD

Total Assets

5412

−29

516

958,662

2478

18,338

Net Worth

5364

−17,928

112

368,750

751

6898

Sales

5576

0

617

786,787

2708

17,378

Operating Income

5458

−11,367

12

121,975

106

1914

Number of Employees

5584

0

24

6926

68

175

1

Total Assets, Net Worth, Sales, and Operating Income are listed in millions of yen.

5. Results
5.1. Changes in Loan Condition Changes after the Financing Facilitation Act
In the “Financial Field Study after the End of the Financing Facilitation Act” (hereon referred to
as “this study”), the following question was asked with five answer options: “Since the Financing
Facilitation Act was enforced (December 2009), had changes in loan claim repayment conditions been
permitted even once for your company?” Table 2 shows the results of this question.
Table 2. Changes in loan repayment conditions since the Financing Facilitation Act was enforced.
Answer
1. It was permitted at least once

Numbers of
Companies

Proportion

1561

27.8%

2. We applied for it but it wasn’t permitted even once

65

1.2%

3. We wished to apply for it but we didn’t as we thought it wouldn’t be permitted

121

2.2%

4. We wished to apply for it but we didn’t in consideration of bad effects

159

2.8%

5. We didn’t apply for it as we didn’t feel it was necessary

3717

66.1%

All companies that answered

5623

100.0%

As mentioned before, there were a total of 6002 companies who responded to this study, but those
who responded as to whether there were changes to their payment conditions or not were 5621.
According to Table 2, the number of those companies that had their condition changes permitted (which
are referred to below as Changes-permitted companies) was 1561. On the other hand, 3717 companies
answered that “We didn’t apply for it as we didn’t feel it was necessary” (referred to below as
Changes-unneeded companies). It is notable that the Changes-permitted companies made up a 28%
share, due to the sample gathering method of this study, which did not suggest that about 30% of
Japanese firms received loan condition changes during the global financial crisis.
5.2. Changes in Business Performance from the First Changes in Loan Conditions to the Present
This study asked about the change in business performance after the first changes to conditions up
until the present, using a 5-level answer scheme (from “improved” to “worsened”). Table 3 shows these
results. Of course, the target for this question was only companies that had condition changes permitted
(1561), but 1497 of these firms provided valid answers. Thus, these 1497 companies were the main
target of the analysis in this paper, and for reasons of comparison, the results of Changes-unneeded
companies were mentioned when necessary.
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Table 3. Change in business performance after the first changes to loan conditions.
Answer

Improved

Slightly Improved

Didn’t Change

Slightly Worsened

Worsened

Numbers of Companies

256

629

353

168

91

1497

Proportion

17.1%

42.0%

23.6%

11.2%

6.1%

100.0%

1

Total

This result is based on the responses of Changes-permitted companies.

Looking at Table 3, “Improved” and “Slightly improved” (both referred to below as the combined
term improved trend) took up approximately 60%, while “Slightly worsened” and “Worsened” (both
referred to below as the combined term worsened trend) took up just under 20%. Thus, there have
been positive developments in business performance after the changes in loan conditions. The loan
condition changes are regarded as an effectual measure to support temporarily underperforming firms
and to keep them afloat. On the other side, we should pay attention to the fact that around 20% of
companies did experience the worsened trend. It is very important to bring down this percentage in
order to reduce costs caused by this kind of policy measure in coping with a similar crisis in the future.
For this purpose, this study intends to examine the causes of Table 3’s differences in improvement
in business performance after conditions were changed.
5.3. An Overview of Companies That Had Their Loan Conditions Changed
5.3.1. Employee Numbers
Table 4 shows the number of full-time employees by five categories of changes in business
performance. The median for companies where performance was “Improved” was 33 people,
and “Improved” companies were larger than companies of other performance categories.
Table 4. Number of full-time employees (latest accounting period) (unit: people).
Changes-Permitted Companies
Answer
75th percentile
Median
25th percentile
Average

Improved

Slightly
Improved

Didn’t
Change

Slightly
Worsened

Worsened

72
33
17
62.0

46
20
9
48.0

52
19
9
46.8

51
19
7
58.5

36
15
5
42.1

Changes-Unneeded
Companies
81
27
11
78.9

In this study, employee numbers at the time of the condition changes were not inquired about,
so we were unable to verify directly how they had grown since the first changes to payment conditions.
However, we inquired about both the employee numbers of the latest accounting period and those
from two periods before, and so we knew fluctuations in employee numbers through this one-year
period. On investigating this, it can be seen that “Improved” companies increased 1.01-fold, “Slightly
improved” stayed the same at 1.00-fold, “Didn’t change” decreased 0.98-fold, “Slightly worsened” by
0.95-fold, and “Worsened” by 0.91-fold. In other words, companies with an improved trend increased
employees, while companies with a worsened trend had a roughly 10% reduction in staff across the
recent one-year period.
5.3.2. The Current Business States
This study asked companies about several aspects of their business states, such as their current
business performance and finances, by using a 5-level answer scheme (from “Good” to “Bad”). Here,
5 points were assigned to companies answering “Good”, 4 points was “Slightly good”, 3 points was
“Normal”, 2 points was “Slightly bad”, and 1 point was “Bad”. With these calculations, companies
with larger numbers were meant to be in better condition. Table 5 shows those averages.

J. Risk Financial Manag. 2019, 12, 63

9 of 17

Table 5. Current business states.
Answer

Improved

Slightly
Improved

Didn’t
Change

1

Slightly
Worsened

Worsened

Changes-Unneeded
Companies

1. Business performance

3.66

2.90

2.48

1.67

1.20

2.85

2. Financing

3.62

2.76

2.53

1.88

1.41

3.24

3. Financial institution’s
attitude toward loaning

3.55

2.78

2.88

2.29

1.71

3.59

4. Relationship with customers

3.81

3.27

3.14

2.96

2.71

3.37

5. Relationship with suppliers

3.72

3.24

3.13

3.01

2.75

3.38

1

These are the averages with 5 points being “Good”, 4 being “Slightly good”, 3 being “Normal”, 2 being “Slightly
bad”, and 1 being “Bad”.

According to Table 5, the average “Improved” company had over 3 points (Normal) in all five
situations of the table, and it can be seen that this was better than other companies that had condition
changes permitted (i.e., “Slightly improved” to “Worsened” companies).
The Financing Facilitation Act seemed to directly affect the attitudes of financial institutions.
Looking at “Financial institution’s attitude toward loaning” in Table 5, the average state of companies
with “Improved” business performance surpassed a score of 3 at 3.55, but “Slightly improved”
companies were below 3 at 2.78, and “Slightly worsened” and “Worsened” companies were low at
around 2. On the other hand, the state of companies that did not apply for changes of loan conditions,
as they did not feel them necessary (Changes-unneeded companies), was shown as a score of 3.59,
which was far higher than that of firms that requested loan condition changes. Only “Improved”
firms could obtain a similar score to Changes-unneeded companies. Financial institutions had a strict
attitude towards companies that had changes in conditions permitted, although they seemed to lightly
allow the requests of payment condition changes.
Also, “Slightly worsened” and “Worsened” companies answered scores of 1.88 and 1.41 regarding
their finances, which were very much below 2, showing that they had very severe financial situations.
On the other hand, one can see that “Improved” companies had a better situation (3.62) even
than Changes-unneeded companies (3.24). Notably, regarding the “attitude toward loaning” factor,
the “Improved” company’s score was mostly the same with Changes-unneeded companies. It suggested
that “Improved” companies had good relations with the financial institutions. This was consistent
with the argument that companies who were supported financially by the institutions could have
improved their performance.
5.3.3. Changes in the Debt Balance from Financial Institutions
Table 6 shows the changes in the balance of debt from financial institutions since the Financing
Facilitation Act was enforced. For “Improved” companies the percentage that answered “Reduced”
was very high at 74.8%. And even for “Slightly improved” companies the high “Reduced” rate of
68.5% stood out. In contrast, “Worsened” companies had a low rate of 48.8%.
Table 6. Total debt balance from financial institutions (changes since the Financing Facilitation Act
was enforced).
Answer

Improved

Slightly
Improved

Didn’t
Change

Slightly
Worsened

Worsened

Increased
No change
Reduced
Numbers of Companies

15.9%
9.3%
74.8%
246

13.2%
18.3%
68.5%
597

17.8%
32.0%
50.2%
325

19.9%
19.9%
60.3%
156

17.4%
33.7%
48.8%
86
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Considering the fact that in Table 5 there was a trend of “Improved” companies answering that
their financing was “Good”, they reduced their borrowing and progressed in restructuring their debts
while having no problems with finances.
5.3.4. The Details of Payment Condition Changes
In this study, the details of the first changes in payment conditions permitted were inquired about.
The results of this are shown in Table 7. One can see that condition changes such as postponements
of the repayment period and payment extensions, which are less harmful to financial institutions,
made up the greater part for every business performance category.
Table 7. Details of condition changes.
Answer

Improved

Slightly
Improved

Didn’t
Change

Slightly
Worsened

Worsened

1. Repayment period postponement
within one year

19.9%

27.7%

16.7%

24.4%

35.2%

2. Repayment period postponement
over one year

29.3%

29.9%

25.2%

28.0%

30.8%

3. Principal payment extension

43.4%

42.3%

23.5%

30.4%

47.3%

4. Interest rate reduction and
exemption

12.9%

13.0%

25.2%

15.5%

9.9%

5. Principal debt reduction

8.6%

7.2%

4.8%

12.5%

7.7%

6. Debt–equity swap (DES)

0.0%

0.0%

0.3%

0.0%

1.1%

7. Debt–debt swap (DDS)

1.2%

1.3%

0.3%

0.0%

1.1%

8. Other

10.2%

6.2%

11.0%

6.5%

5.5%

256

629

353

168

91

Number of companies that answered

Interestingly, changes that involved more merits to firms, such as interest rate reduction, exemption,
and principal debt reduction, had no clear difference in the subsequent performance. For example,
12.9% of “Improved” firms received “Interest rate reduction and exemption”, while 15.5% of “Slightly
worsened” and 9.9% of “Worsened” received it.
The following point should be kept in mind. There were many cases where revitalization was
not completed after the initial condition changes, and additional changes were carried out afterward.
These subsequent changes may also be of different types than the initial, which were not inquired
about in this study.
5.4. Relations with Main Banks
In this study, the names, institution types, years of business, and debt balance were inquired
about from financial institutions who lent the most money to a company (usually referred to below as
a company’s “main bank”) at the end of their latest accounting period. Table 8 shows the distribution
of financial institution types of these main banks, separated by companies that did and did not receive
condition changes.
In the Changes-permitted companies column, one can see the main bank types of companies
that received condition changes and find that regional banks were the majority, followed by Shinkin
banks, and major banks9 . One can see that, when compared with the distribution of main bank types
of Changes-unneeded companies, relatively more Changes-permitted companies had Shinkin banks as
their main banks. In other words, Shinkin banks more actively worked to support companies through
easing repayment conditions than other bank categories.

9

There were 40 companies that did not answer about their main bank, so the “total” differs from Table 3’s 1497 total.
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Table 8. The types of “main banks” separated by companies that did and did not receive loan
condition changes. 1
Changes-Permitted Companies

Answer

Major banks
Regional banks
Second regional banks
Shinkin banks
Credit unions
Governmental financial institutions
Overall

Changes-Unneeded Companies

Number of
Companies

Proportion

Number of
Companies

Proportion

173
564
159
337
50
138
1451

11.9%
38.9%
11.0%
23.2%
3.4%
9.5%
100.0%

504
1224
305
506
58
436
3088

16.3%
39.6%
9.9%
16.4%
1.9%
14.1%
100.0%

1

The 3088 Changes-unneeded companies are the number of companies that answered what the type of their main
bank was at the end of the latest accounting period. In other words, approximately 630 companies did not answer
the type of their main bank.

Table 9 shows the state of improvement of the company’s business performance by the types of
main banks. Less than 10% of firms that had major banks as their main banks answered “Improved”,
while 20% of those that had other bank types as main banks answered “Improved”. Accordingly,
loan condition changes by major banks were not as effective in improving firms’ performance as those
by other banks. It is said that major banks do not give support to underperforming small and medium
enterprises to help revitalize them, and these results back this argument up. Also, for credit unions,
though we must note that there were not many corresponding companies, “Slightly worsened” and
“Worsened” had high percentages. It is known that credit unions empathetically support small and
medium enterprises, but the fact that there was a high percentage of worsened trend companies may be
because many credit unions lacked the capacity to support these companies effectively.
Table 9. Business performance separated by the type of company’s main bank.
Answer

Major
Banks

Regional
Banks

Second
Regional
Banks

Shinkin
Banks

Credit
Unions

Governmental
Financial
Institutions

Improved
Slightly improved
Didn’t change
Slightly worsened
Worsened
Numbers of Companies

9.8%
47.4%
23.1%
14.5%
5.2%
173

18.1%
41.0%
24.5%
9.9%
6.6%
564

20.8%
42.1%
22.0%
10.1%
5.0%
159

17.5%
43.6%
20.5%
12.2%
6.2%
337

18.0%
36.0%
18.0%
18.0%
10.0%
50

18.8%
44.9%
24.6%
8.0%
3.6%
138

When calculating supporting performances of each main bank type, where “Improved” was
5 points, “Slightly improved” was 4 points, “Didn’t change” was 3, “Slightly worsened” was 2,
and “Worsened” was 1, it was governmental financial institutions that had the highest score at 3.77,
while regional banks (3.58), second regional banks (3.57), and Shinkin banks (3.53) were mainly on the
same level, and major banks (3.34) and credit unions (3.36) were the lowest.
5.5. The Changes in Attitude of Financial Institutions after Condition Changes
In this study, the change in the attitude of financial institutions after initial changes in loan
conditions were permitted was inquired about. The results of this question are shown in Table 10.
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Table 10. The Attitude of financial institutions after condition changes.
Answer

Improved

Slightly
Improved

Didn’t
Change

Slightly
Worsened

Worsened

1. Supported us empathetically
2. Stopped listening to our issues
3. Requested the formation and
carrying out of a strict business
improvement plan
4. Loan conditions became stricter
5. Did not accept new loans of funds
6. There were no changes
Number of companies that answered

71.5%
2.7%

65.5%
1.3%

52.4%
2.0%

47.0%
3.6%

42.9%
5.5%

22.7%

25.3%

16.1%

25.0%

38.5%

8.2%
19.5%
8.2%
256

10.3%
26.7%
8.9%
629

5.9%
15.3%
18.7%
353

9.5%
30.4%
11.3%
168

13.2%
41.8%
8.8%
91

Over 70% of “Improved” companies answered “Supported us empathetically”, though the rates of
the worsened trend companies choosing it were between 40% and 50%10 . Conversely, for the answer “Did
not accept new loans of funds”, worsened trend companies surpassed 30%, while “Improved” companies
were under 20%. Apparently, empathetical support from financial institutions was very effective in
the revitalization of companies. From this perspective, the fact that only 60% of Changes-permitted
companies selected “Supported us empathetically” suggested further efforts by financial institutions
to provide their support to firms were necessary.
While it was natural that “Requested the formation and carrying out of a strict business
improvement plan” was answered by a great many “Worsened” companies, it was notable that
even more than 20% of “Improved” companies chose it. This suggested that financial institutions did
not necessarily adopt an overly generous attitude with “Improved” companies.
Furthermore, we investigated what other options were selected by the companies that selected
this 3rd option, and the result of that is in Table 11.
Table 11. Other options simultaneously selected by companies that answered “Requested the formation
and carrying out of a strict business improvement plan”.
Answer

Improved

Slightly
Improved

Didn’t
Change

Slightly
Worsened

Worsened

1. Supported us empathetically
2. Stopped listening to our issues
4. Loan conditions became stricter
5. Did not accept new loans of funds
Number of relevant companies

55.2%
5.2%
22.4%
48.3%
58

40.9%
1.9%
24.5%
47.2%
159

33.3%
0.0%
15.8%
29.8%
57

21.4%
0.0%
26.2%
50.0%
42

22.9%
14.3%
20.0%
57.1%
35

The “Relevant companies” denotes the number of firms that selected “Requested the formation
and carrying out of a strict business improvement plan”. For example, 58 of 256 “Improved” firms
selected this option. Here, for simplicity, we referred to the firms that selected this option as “BIP firms”.
According to Table 11, 55.2% of the BIP firms selected “Supported us empathetically”. Conversely,
among “Slightly worsened” and “Worsened” BIP firms, only around 20% chose “Supported us
empathetically”. In the case where banks showed a “strict” but “empathetical” attitude, companies
were likely to improve their performance, but if banks showed just a “strict” attitude, companies were
likely to fail to improve their performance.
5.6. Self-Evaluation on the Reasons for the Improvement
For companies that answered “Improved” and “Slightly improved”, the reason for their
improvement was asked, and these results are shown in Table 12. In this question, options for

10

The difference between both is significant at the 1% level.
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the reasons for the improvement were categorized into three areas: (A) the company’s efforts, (B) the
relationship with the financial institution, and (C) the relationship with customers, each having eight,
three, and five options, respectively.
Table 12. Self-evaluation on the reasons for the improvement in companies with an improved trend.
Overall

Improved

Slightly
Improved

A1. Costs were cut

69.0%

71.1%

68.2%

A2. Assets were sold

26.3%

28.9%

25.3%

A3. Personnel expenses were cut through restructuring

39.0%

38.3%

39.3%

A4. New investment was conducted

8.7%

10.9%

7.8%

A5. Management and staff sensed a crisis

53.8%

58.2%

52.0%

A6. The business improvement plan took a better direction

37.4%

48.4%

32.9%

A7. Personnel were employed from outside

7.2%

8.2%

6.8%

A8. Regular work was continued without worrying about finances

25.3%

32.4%

22.4%

B1. Forward-looking funds were procured from the financial institution

28.9%

35.9%

26.1%

B2. Information helpful to the business was received from the financial institution

26.9%

27.7%

26.6%

B3. Matters could be freely discussed with the financial institution

38.1%

41.8%

36.6%

C1. Sales of new products/services increased

23.5%

29.7%

21.0%

C2. Sales of existing products/services increased

32.1%

41.8%

28.1%

C3. New customers were gained

45.1%

52.7%

42.0%

Answer

C4. Transactions with existing customers expanded

32.3%

41.0%

28.8%

C5. Selling prices were raised

17.7%

22.3%

15.9%

885

256

629

Number of relevant companies

Over 40% of companies chose the options “A1. Costs were cut”, “A5. Management and staff
sensed a crisis”, and “C3. New customers were gained”. Thus, these good-performing companies cut
costs, revitalized the company’s organization, and increased sales. Table 12 also separates “Improved”
and “Slightly improved” companies. Of course, “Improved” and “Slightly improved” were subjective
factors in this study, but because in this paper we found visible differences between “Improved” and
“Slightly improved” companies in several questions, it might be useful to separate them here too.
Excluding “A3. Personnel expenses were cut through restructuring”, “Improved” companies
chose all of the options more often than “Slightly improved” companies. The largest difference
between the two types of companies was found in “A6. The business improvement plan took a
better direction”, followed by “C2. Sales of existing products/services increased”, “C4. Transactions
with existing customers expanded”, “C3. New customers were gained”, “A8. Regular work was
continued without worrying about finances”, and “B1. Forward-looking funds were procured from
the financial institution”. It was natural that there were a lot of C options selected, which contributed
to the company’s core business.
Furthermore, we should also take note of the high rates of A8 and B1, which were connected
to finances. As firms that received payment condition changes were less creditworthy, it was
understandable for financial institutions to hesitate to procure forward-looking funds (e.g., new loan
for equipment). However, consulting-related items such as B2 and B3 just reached 30%, and this fact
helped to point out an area that needed improvement. While private financial institutions have worked
on increasing the ability of financing based on an evaluation of business feasibility, not on collateral or
guarantee, their consultation ability still needed to be grown much more.
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5.7. Self-Evaluation on the Reasons for Worsening
In this study, for companies that selected “Worsened” or “Slightly worsened”, the chief reasons
for the worsening were asked. These results are organized by company employee numbers, as shown
in Table 13, because the differences among different sizes of firms were interesting.
Table 13. Reasons for worsening in companies with a worsened trend (by employee numbers).
1 to 9
People

10 to 24
People

25 to 69
People

70+
People

A1. Costs were added

38.5%

56.7%

61.5%

60.5%

A2. Assets were not sold

5.1%

7.5%

5.8%

0.0%

A3. Personnel expenses were not cut through restructuring

3.8%

7.5%

7.7%

14.0%

Answer

A4. New investment was not conducted

16.7%

16.4%

5.8%

9.3%

A5. Management and staff did not sense a crisis

14.1%

22.4%

30.8%

37.2%

A6. The business improvement plan was not sufficient

39.7%

23.9%

44.2%

30.2%

A7. Good personnel could not be obtained

12.8%

25.4%

26.9%

20.9%

A8. Finances were worried about and regular work couldn’t get done

32.1%

28.4%

9.6%

14.0%

B1. Forward-looking funds couldn’t be procured from the financial
institution

47.4%

49.3%

38.5%

37.2%

B2. Information helpful to the business wasn’t received from the
financial institution

26.9%

20.9%

21.2%

11.6%

B3. Relations with the financial institution became estranged

32.1%

6.0%

11.5%

4.7%

C1. Sales of new products/services reduced

17.9%

6.0%

5.8%

14.0%

C2. Sales of existing products/services reduced

47.4%

41.8%

53.8%

48.8%

C3. No new customers were gained

43.6%

38.8%

42.3%

39.5%

C4. Transactions with existing customers decreased

59.0%

46.3%

57.7%

44.2%

C5. Selling prices were dropped

35.9%

44.8%

46.2%

37.2%

78

67

52

43

Numbers of Companies

The largest difference between the smallest-sized companies (1 to 9 people) and the biggest-sized
companies (70 people and over) was found in “B3. Relations with the financial institution became
estranged”, followed by “A8. Finances were worried about and regular work couldn’t get done”, “B2.
Information helpful to the business wasn’t received from the financial institution”, “C4. Transactions
with existing customers decreased”, and “B1. Forward-looking funds couldn’t be procured from the
financial institution”. Remarkably, aside from C4, they were all related to finances. Thus, one can see
that there was a strong tendency that financial problems in the smallest-sized companies were seen (at
least subjectively) as the major causes of their worsened performance.
6. Discussion and Conclusions
Economic theory can predict that the Financing Facilitation Act will bring moral, hazardous
problems. Actually, previous studies often pointed out negative effects of the Financing Facilitation Act,
such as moral hazards of banks and borrowers as well as opaque bank disclosures. However, the act
surely mitigated the negative impacts of the crisis on SMEs. It seems useful to investigate whether we
can manage its negative effects and enjoy its benefits. Therefore, this paper investigated what type
of factors caused SMEs to improve or worsen their business performance after receiving repayment
condition changes. For this purpose, we used the “Financial Field Study after the End of the Financing
Facilitation Act” carried out by the RIETI in Oct 2014. The following is a conclusion of the chief results.
Of the companies that received changes in their payment conditions, around 60% had improved
business performance afterward; therefore, loan condition changes successfully helped many companies
improve their performance. However, among Changes-permitted companies, there was a non-negligible
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number of companies that could not improve their performance. Therefore, while we can say that
so-called zombie companies were not often rescued by easing loan conditions, we need to strengthen
the ability of financial institutions to support underperforming firms.
Compared with Changes-unneeded companies, there were many Changes-permitted companies
that responded that the loaning attitude of financial institutions was strict. However, as companies
that experienced good loaning attitudes from financial institutions tended to respond that their
performance became “Improved”, the attitude of financial institutions is an important factor in
performance improvement.
When we look at the changes in performance by the type of a company’s main bank, companies
that do business with governmental financial institutions have less worsened trends, and conversely,
companies that do business with major banks and credit unions had fewer replies of “Improved”. It is
often pointed out that major banks tend to avoid troublesome support to those with condition changes,
and these results back this argument up. On the other hand, in spite that credit unions work at giving
such support (despite being troublesome), their “Improved” rate was very low. This result shows that
they are lacking in expertise to revitalize businesses.
On inquiring about the changes in the attitude of financial institutions after condition changes were
permitted, more than 70% of “Improved” companies chose “Supported us empathetically”, while only
about 45% of “Worsened” or “Slightly worsened” companies chose it. In contrast, over 30% of worsened
trend companies replied “Did not accept new loans of funds”, while less than 20% of “Improved”
companies did so. Even if condition changes were received in a similar fashion, the attitude of the
financial institution afterward made a big difference. The result also confirms that current support
from financial institutions towards worsened companies has been insufficient.
On the enforcement of the Financing Facilitation Act, which requires financial institutions to
actively agree to change repayment conditions as much as possible, it was strongly criticized that the
simple propping up of underperforming companies (so-called “zombie companies”) was nothing more
than delaying the problem. Actually, because of this theoretical conjecture, many previous studies
criticized the act. However, there may be a positive side, because it mitigated the credit crunches of
SMEs. This paper can use the above-mentioned survey data and provide empirical evidence on this
matter. This paper found that the ratio of zombie companies overall was small, if any. More important,
unless appropriate support for improving business is not provided by financial institutions after
changing loan conditions, the chances of improvement is low. In other words, not having appropriate
support from financial institutions is what turned underperforming but high-potential companies into
zombie companies.
In sum, although the Financing Facilitation Act inevitably involves negative side effects, as argued
by many researchers, we consider whether negative effects may be mitigated by banks’ behaviors.
Our results suggest that the act is not bad in itself, and if it is used properly, it can produce good results.
To make banks use it properly, it is necessary for the banking authority to monitor banks’ behaviors
closely. All in all, in times of crisis, there is a need to adopt a policy like the Financing Facilitation Act,
but in that case the banking authority should do its best to minimize negative effects of the policy
measure. Also, continuing such strict banking supervision in normal times is not desirable, as it
restricts the behavior of banks. Needless to say, the measure should be abolished as soon as possible,
if the situation becomes normal.
Lastly, we point out the limitations of this paper. First, in this paper, we only demonstrated the
simple relationship between responses. We need to explore causality and multilateral relations. Second,
companies that had gone bankrupt after receiving condition changes were not able to be analyzed in
this study. This means that companies in this study who replied “Worsened” were actually those that
were able to avoid bankruptcy, and it can be regarded that the degree referred to as “Worsened” is not
so serious. The negative side of the repayment condition changes may be underestimated. For this,
analysis with datasets including information about bankrupt firms will be necessary.

J. Risk Financial Manag. 2019, 12, 63

16 of 17

Funding: This research was funded by Japan Society for the Promotion of Science, grant number 16H02027
and 17H02533.
Acknowledgments: This paper is a part of the results from the “Study Group on Corporate Finance and Firm
Dynamics” project (Representative: Iichiro Uesugi, Professor at the Economics Research Institute of Hitotsubashi
University) of the Research Institute of Economy, Trade and Industry. The survey used by this paper is the result
of cooperative work from the group’s members. I thank the RIETI for allowing me to use the data that is not open
to the public. In addition, many beneficial comments about Yamori (2017) were received from members in the
study group. I’d like to express my appreciation to them here.
Conflicts of Interest: The authors declare no conflict of interest. The Research Institute of Economy, Trade and
Industry (RIETI) and the founding sponsors had no role in the design of the study; in the collection, analyses,
or interpretation of data; in the writing of the manuscript, or in the decision to publish the results.

References
Bank of Japan. 2010. Financial System Report. September. Available online: https://www.boj.or.jp/en/research/brp/
fsr/data/fsr111018a1.pdf (accessed on 22 May 2019).
Caballero, Ricardo J., Takeo Hoshi, and Anil K. Kashyap. 2008. Zombie lending and depressed restructuring in
Japan. American Economic Review 98: 1943–77. [CrossRef]
Chava, Sudheer, and Amiyatosh Purnanandam. 2011. The effect of banking crisis on bank-dependent borrowers.
Journal of Financial Economics 99: 116–35. [CrossRef]
Claessens, Stijn, Tong Hui, and Wei Shang-Jin. 2012. From the financial crisis to the real economy: Using firm-level
data to identify transmission channels. Journal of International Economics 88: 375–87. [CrossRef]
Financial Services Agency of Japan. 2018. Changes in Lending Conditions at Financial Institutions (1353 Companies)
(for SMEs). Available online: https://www.fsa.go.jp/news/30/ginkou/20180627-3/02.pdf (accessed on 22
May 2019).
Harada, Kimie, Hoshi Takeo, Imai Masami, Koibuchi Satoshi, and Yasuda Ayako. 2015. Japan’s financial regulatory
responses to the global financial crisis. Journal of Financial Economic Policy 7: 51–67. [CrossRef]
Hoshi, Takeo. 2011. The Hidden Risks in Japan’s Financial System. NIRA Opinion Paper No. 4. Available online:
http://www.nira.or.jp/pdf/e_opinion4.pdf (accessed on 22 May 2019).
Imai, Kentaro. 2016. A panel study of zombie SMEs in Japan: Identification, borrowing and investment behavior.
Journal of the Japanese and International Economies 39: 91–107. [CrossRef]
Imai, Masami. 2019. Regulatory responses to banking crisis: Lessons from Japan. Global Finance Journal 39: 10–16.
[CrossRef]
Kitazawa, Masaakira, Nishikawa Takamiki, Yagi Toshinori, and Saito Hiroharu. 2010. Follow up on the “Act
on Provisional Measures for the Facilitation of Financing to Small and Medium Sized Businesses” (the
“Moratorium Act”) Including the Effect on Securitization Transactions. Law Bulletin (Anderson Mori &
Tomatsune). Available online: https://www.amt-law.com/asset/en/pdf/bulletins2_pdf/100202.pdf (accessed
on 22 May 2019).
Kraus, Sascha, Rigtering J. P. Coen, Hughes Mathew, and Hosman Vincent. 2012. Entrepreneurial orientation
and the business performance of SMEs: A quantitative study from the Netherlands. Review of Management
Science 6: 161–82. [CrossRef]
Kremp, Elizabeth, and Patrick Sevestre. 2013. Did the crisis induce credit rationing for French SMEs? Journal of
Banking & Finance 37: 3757–72.
Ogawa, Kazuo, and Takanori Tanaka. 2013. The global financial crisis and small- and medium-sized enterprises in
Japan: how did they cope with the crisis? Small Business Economics 41: 401–17. [CrossRef]
Ono, Arito, and Yukihiro Yasuda. 2017. Forgiveness versus Financing: The Determinants and Impact of SME Debt
Forbearance in Japan. RIETI Discussion Paper Series 17-E-086; Tokyo: RIETI.
Peek, Joe, and Eric S. Rosengren. 2005. Unnatural selection: Perverse incentives and the misallocation of credit in
Japan. American Economic Review 95: 1144–66. [CrossRef]
The Small and Medium Enterprise Agency. 2016. 2016 White Paper on Small and Medium Enterprises in Japan: Earning
Power to Open the Future. Tokyo: National Association of Trade Promotion for Small and Medium Enterprises.
Uchida, Hirofumi, Gregory F. Udell, and Nobuyoshi Yamori. 2008. How do Japanese Banks Discipline Small
and Medium-Sized Borrowers? An Investigation of the Deployment of Lending Technologies. International
Finance Review 9: 57–80.

J. Risk Financial Manag. 2019, 12, 63

17 of 17

Uchida, Hirofumi, Gregory F. Udell, and Nobuyoshi Yamori. 2012. Loan officers and relationship lending to SMEs.
Journal of Financial Intermediation 21: 97–122. [CrossRef]
Uesugi, Iichiro, Fukanuma Hikaru, Ono Arito, Xu Peng, Tsuruta Daisuke, Nemoto Tadanobu, Miyakawa Daisuke,
Yasuda Yukihiro, Yamori Nobuyoshi, Watanabe Wako, and Iwaki Hiromichi. 2015. Summary of the Survey
on the Aftermath of SME Financing Facilitation Act. RIETI Discussion Paper Series 15-J-028; Tokyo: RIETI.
(In Japanese)
Wang, Yao. 2016. What are the biggest obstacles to growth of SMEs in developing countries? -An empirical
evidence from an enterprise survey. Borsa Istanbul Review 16: 167–76. [CrossRef]
Xiang, Dong, and Andrew C. Worthington. 2017. The impact of government financial assistance on the performance
and financing of Australian SMEs. Accounting Research Journal 30: 447–64. [CrossRef]
Yamada, Kazuo, Izidin El Kalak, and Hidenori Takahashi. 2018. On the Dynamics of Small and Medium-Sized
Enterprises: Evidence from Japan. ADBI Working Paper Series, No. 819; Tokyo: Asian Development Bank
Institute (ADBI).
Yamori, Nobuyoshi. 2017. How Do Financial Institutions and Other Management Supporters Contribute to the
Improvement of Business Conditions of Small and Medium Enterprises? Based on the Survey on the Aftermath of the
SME Financing Facilitation Act. RIETI Discussion Paper Series 17-J-016; Tokyo: RIETI. (In Japanese)
Yamori, Nobuyoshi, Kondo Kazumine, Tomimura Kei, Shindo Yuko, and Takaku Kenya. 2013. Japanese
Banking Regulations and SME Finance under the Global Financial Crisis. Japanese Journal of Monetary and
Financial Economics 1: 59–90.
Zhao, Tianshu, and Dylan Jones-Evans. 2017. SMEs, banks and the spatial differentiation of access to finance.
Journal of Economic Geography 17: 791–824. [CrossRef]
© 2019 by the author. Licensee MDPI, Basel, Switzerland. This article is an open access
article distributed under the terms and conditions of the Creative Commons Attribution
(CC BY) license (http://creativecommons.org/licenses/by/4.0/).

