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| Abstract | Subcontracting Relations between Big Companies and
SMEsand the Role of Financial Intermediaries

Kyeong-Hoon Kang

Small and medium-sized enterprises (SMES) account for most of the employment in Korea. They
aso play an important role in vitalizing the Korean economy through innovation and differentiation.
Many SMESs, however, are said to be exploited in their subcontracting relations with big companies
because the big prime contractors have the information on the SME subcontractors exclusively.

Financid intermediaries can help SMEs by producing and circulaing the information on SMEs. If
financia intermediaries are dlowed to invest in equities of SMEs and/or to enter the securities busi-
ness for SMEs as in Germany or the U.S. in the pagt, it will provide financia intermediaries good
incentives to produce the information on SMEs.

Since Korea has maintained the policy of separating banking from commerce, there is little room
for the universal banking. However, policy authorities need to consider the suggestions that banks
should be alowed to invest in equities of ventures or small enterprises. A public financia ingtitution
can be an dternative for the universal bank specialized for SMEs.

| Keywords | subcontracting relations, universal banking, information production of
financial intermediaries

| JEL Classification| ~ G24, G28
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