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Why do we care SMEs’ 
internationalization? 

(Export, Foreign Direct Investment, Offshoring) 
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Profitable to SMEs 

Beneficial to the whole economy 



Foreign 
scale 

economies   
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Domestic 
Productivity 

growth 

internationalization 

↑ Income  

↑ Local 
demand 

↑ income 

↑ demand for local 
and foreign goods 

Virtuous Cycle  
through Internationalization of Firms 

learning 
by trade   

competition   

tech 
transfer   



Internationalization raises productivity: 
Evidence from empirical studies  

for Japanese Firms (average effect) 
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Japanese 
firms 

Foreign 

Export/FDI: ↑ by 2% 
(Kimura and Kiyota, 2006) 

Offshoring: ↑ 0.6% 
(Hijzen et al. 2010) 

FDI in R&D: ↑ 3% 
(Todo et al., 2008) 

Inward FDI in R&D: ↑ 4% 
(Todo 2006) 

Cross-border inward M&A: ↑ 4% 
(Fukao et al. 2008) 
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started exporting in 2000 
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Evidence of Learning by Exporting 

Ministry of Economy, Trade and Industry, Basic Survey of Business Activities 



Evidence from Germany 
• Effect of 2-way trade on productivity growth 

> effect of imports > 0 (Vogel and Wagner 2010) 

• Positive effects of imports and 2-way trade 
on firm survival (Wagner 2011) 

• Positive correlation b/w # of export markets 
and productivity (Wagner 2007) 

 
Positive effects of internationalization 

can be applied to SMEs (Todo 2013) 
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FDI 
Offshoring 

Short-run ↓ in 
employment 

↑ in 
productivity 

Long-run ↑ in 
employment 

Hallowing 
out? 

Internationalization does not necessarily 
deteriorate domestic employment 

Supported by firm- & industry-level evidence 
(Japan: Hijzen et al. 2007; Yamashita et al. 2010, Tanaka 2012ab, Edamura 2011, 

Agnese 2009, Ahn et al. 2008. Germany: Wagner 2011) 



Evidence of No Negative Effect of 
Internationalization on SMEs’ Employment 

Internationalized SMEs 

Non-internationalized SMEs 

Todo (2013) 8 
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Promoting 
FDI and 
M&A is 

also 
important 

Thus, promoting firms’ internationalization 
through FTAs is growth-enhancing,  
but there are 2 remaining issues. 

Estimated effect of TPP on Japan’s GDP: 1.96% 

↑ exports by 
incumbents 

↑ exports 
by new 

exporters 

↑ production 
by FDI Can FTAs 

really 
promote 

newly 
exporting 

SMEs? 
(Petri 2013) 



10 Todo and Sato (2015)  

Sleeping 
dragons 

Many productive SMEs are  
NOT internationalized in Japan. 



Why aren’t firms internationalized?  
(Response from Japanese SMEs: %) 
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0 10 20 30 40 50

Lack of knowledge

Lack of credit

Lack of human capital

Worry about political risks

No need to be internationalized

Probably due to 
too much 
protection 



Eliminating  
too much 
protection 

Policies are needed to productive SMEs 
in addition to FTAs. 
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Providing 
information on 
foreign markets 

Promoting 
networks with 
foreign firms 



Summary:  
Win-Win Relations b/w Japan and EU 
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Japan EU 

Japan-EU FTA 
+ FDI promotion 

+ information 
networks 

goods, services, capital, 
knowledge 

Hidden 
champions 

Awakened 
dragons 
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