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Tnis thegis 18 a gtudy of the naiturs,
development and implications of mediun and small seale

lrdustiry in the Japanese scondmy.

w}

ium amd small scale indusiry in Japan
is the product of development of the netive ssctor of

indusiry, whereas large gcale industiry waas initroduced Trom

tne west with government assisitance apd with 1ittle reference

to the background of development within Japan. The develop=~
mant of medivwn end small scale industry is thga the hisicory
of the adeptation of natlve industry to changes in Japan' s
geopomic organisation.

Corresponding to the stages of cottage
industry, dispersed manufeciure and amall factory Iindusiry,
varicus forms of indusirisl organisation have been evolved
and still survive in medivm and small scale industry. These
forms are bassed on varying degrees of dependence on sither
comaepreial or industrisl caplial.

Although, rart of the war organisatioa

J<\]
G

of industry, the Japanese government tried to accelsrate

ped

by authoritarisn meensg,

@

the formation of indusirial capiia

abeoplute gshortage of capliitsal snd overpopulation have resulted

in relatively slow and ipefficient methods of industrimlisstio

in & large secicr of Japanese Industry.



Sz long as these Tactors continus o
gperate medium end small scals industry will rapsin a
large part of the Japsnese economy, and en initraciabls

proqlem of economic policye.
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MEDIUM AND SMALL SCATLE INDUSTRY IN THE JAPANESE ECONCHY

Chapter I Introductory

To ths traveller or to the student, Japan
presents an pdd mixture of Tast and West. The contrast
beitween what ig btraditionally Japanese and what is obviously
western extends into almost every sphere of Japanese life.
Scmetimes the twoe form a hamioniocus synthesis. More often
the foreipgn cbserver receives an uneasy impression of
incongruity. ‘

Howhere is the contrast nmore marked than in
the Tield of production. Large modern factories, cbviously
western in organizetion and technique, exist side by side
with small workshops producing traditional Japanese products
by traditional Japanese methods. Although large-scale
modgrn enterprise on thse western pattern now occuplies &
dominating position, the bulk of Japsnese industry is carried
on in forms whiczh represent a development of natlve Japanese
typss of industrial organization. These types of indusirisl
activity are known collectively as Ymedium =2nd small scale
industry.

Whereas large scale western industry was intro-

duced fully grown, as it were, with 1little reference to

copditions within Japan, medlum and small gcgle industiry




has evolved its own forms of organization in response to
the changing environment of Japanese economic life. This
study is an sxamination of the development and structure

of this “native" sector of industry, as an approach to some
of the problems of Japanese industrial crganization in
general,

The chief of these problems is that of the
development and adjustment of a native economy into which
iarge scale western industry is suddenly introduced. In
England, large scale induétry is a result of the development
of the Bnglish economy itself. dJapanese large scale industrey,
on the other hand, is not a result of the historical develop-
ment of the Japanese economy, but was introduced from abroad
at 8 time when Japanese industry was still in the stage of
cottage indglgfy. The problem of the adjustment of the
native economy to the impact of modern industrialization
has therefore arisen in a particularly acute form in Japan.

This 1is the essence of that "Medium and Small
Scale Industry Problem® with which Japan is now confronted.
Its statement in so hald a form raises a large number of
guestions which it will be the aim of this study to consider.
This introductory chapter is intended to make clear af the
outset the nature and exteﬁt of a large, and, to western

readers, possibly unfamiliar ares of the Japanese economy.

(1) See below, Chapter II.
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(i) The cquantitative impcortance of medium and small scale
industry in the Japansse economy

Although small Scalg industry playas a passive
role in =2n econcmy in which the driving force comes fran
principles gquite allen to small business, its quantitstive
importance is, by any eriterion, very great. Over the whole
fleld of production, including manufacturing industry,
agriculture and fishsries, the vropertion of enterprises
employing more than 30 worxers is negligibls. In commerce,
as might be expected, small establishments form the great
bulk of the total. In 1947 only 0.3F of comunercial
establishments employed more than 30 woriigss

In manufacturing industry, which is the sector
moet relevant here, Table I gives an idea of the overwhelming

rreponderance of small eatablishments,.

(3)
Teble I -~ Distribution of manufacturing sgtablishments by scale
Total No, of Percentage per size group by No. of
Year establish~ employees
ments
5w 10=29 30=99 | over 100 Total
1909 32,228 5261 235 10,8 2.6 100
1914 31,717 L6.2 | 36.L 1 13.1 k.3 100
1919 43,949 L45.8 35.6 13.5 51 100
1924 48,394 48.4 2567 12,6 51 100
1923 50,275 554 2849 11,3 Laly 100
1934 80,880 5645 29,0 16.7 3.9 100
1938 113,205 573 28.8 10.2 3.7 100

(2) Sorifu (Prime Minister's Office), "Jigyvosho Tokei Chosa®
Gatablishment Statistics) 1547.

{3) From Koide, "Statistical meterial on industrial establish-
ments" (in Japanese).
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It will be noticed that the proportion of
establishments employing between 5 and 30 workers is lapge
{a2bout 85%) and shows nmo tendency to fall over & periocd of
tnirty years during winich the Jspaness econony underwent
conslderable structursl change. Since the earlier statistics
do not includes establishments employing less than 5 worxers
the preponderance of the smallest is greatly understated.

The following table gives g ifruer picture. .

o

Table 2 -~ Distribution of manufacturing establisbhments by scale

Totel No, of Fercentage per slze group
Year egtablish- by NHo. of emplovees Total
mente 4 N v e
=il 5-—30 _,'3’”200 200
1930 568,473 89,0 Cad 1.4 03 100
1940 592,227 80.4 171 2.1 0.3 100
1947 618,546 B2.% | 16.0 el 0s3 100

Impressive though these¢ fipures are, even they do
not tell the whole story, since the 1930 census records 665,000
cne-tan mamifacturing e§§?blishmenis, most of which probably
employed some fanily 1a%gur. If these are included, the

proportion of establisoments employing more than 30 persons

becomes altogether negligible,

(L) 1930 figures fram "Koijo Tokai Hyo"(¥ectory Statistiecs),
1930, published by the ¥iniatry of Trade and Industry.
Figures Tor 1940 and 1947 are from ¥Kozyc Tokei Hyo"
(Industrhl Statistics) issued by the same scurce,

(%) "Kokusei Chosa Hokoku" {Census Report), 1930,




5e

As might be expected, the larger plents make
2 muech better showing as employers of lgbhour. Table 3 (which
does not include plants employing less than five persons)
indicates how the proportion of industrial workersa employed
in the largest establishments hes increased, ¥For reasons
which will be discussed later, the proportion of the lsabour
force engaged in establiskments employing between 5 and 30
persons fell rather sharply over the period of the first
#Horld War, but has since remainec fairly steady; while the
largest plants made their most rapid gains in the posi-war
periocd snd agailn during the Pacific War, (6)

Teble 5 - Distribution of industrisl lsbour by scale
of workplace

Fercentage per size group by

Total Fo. No. of employees

Year ! of Workers

10-29 | 30-99 | 100-9991 V8T | 1o4a1

L
§
i

1000
1909 820,637 13.5 | 21.3 217 2%.6 | 13.9 1C0
191&- 9&8,265 999 19.5 2250 31-6 T?QD 100
19191 1,611,950 8.5 § 16,2 19.7 32,8 | 22.8 100
19241 1,879,618 8.6 1 147 17,1 32.1 | 27.5 100
19291 2,089,736 10.2 § 14.2 1743 32.7 1 25.6 100
1934 | 2,325,705 11.0 | 16.1 18,2 30.4 { 24.3 100
13331 3,311,277 10,1 | 16.1 17,2 30.2 | 26.b 100

Table L shows the changes over the Pacific War
period and includes the smallest establishments employing

1=-4 employees.

{6) Koide op. cit. and Kori "Statistical Appendix on Factory
Establishments™,



(7)
Taple & -~ Distribution of industrisl lsbour by seale
of workplace
| Total No. Fercentage per size group by
Year of Workers Ho. of employees
over &
1=l 1 B=301 31-200 200 Total
19301 3,362,633 Lo.2 15.1 17.5 26,4 100
19401 4,557,000 22.9 22+ 5 18.8 35,8 10G
19471 L,626,000 22,0 1 27.9 2365 2666 100

Small plants thus eaploy about half of the
inﬁgﬁtrial lebour force, but they produce only about a
third of all manufactured products, as compared with sbout
one gquarter nroduced by the ver? mall muabesr of plants
employing over a thousand employZis. Sdince smell scale
industry is concerned mainly with finished products

{particulaerly in the field of light industry) iis importance

&5 a producer of exports is considerable, A Juapanese writer

(7)) 19320 figures from ithe Factory Statistics. 1940 and
1947 figures from the Industrial Statistics.

(8) By value. 3See Koide in "Chushc Kogyo no Shorai”
(The Future of Kecium and Small Scale Industry,
Tokyo, 1942; p.284.

({2) BSince these very large plants employ together only
about half the numbsers employed in the small plants
{1-30 employees), productivity per head appears 1o
be coneiderably greater toan tnat of the smaller
eatavlishments, The disparity is, in fmct, not so
marked since the figures Include in the product of
large Firms a certain amount of work done by small
"sub-contractors® {g.v. )



(10)
estimates that before the Pacific War (1931~3) small scale

industry produced direetly sbout €5% of Japan's exports.

It may be presumed tc have made also a significant indirect
contribution through participation in sub-contpracting for
larger firmes. Owing to ch?$§es in the gompeosition of
Jepan's exports since the warf small sca%$2%ndustfy's
direct contribution has fallen to about 50%, although if
the indirect contribution is inciuded there has probably
not been any great change.

The guantitative importance of small scele
industry in empleoyment, producticn and foreign trade is
thus considerable, Nearly =11 maz ufdcturl ¢ establishments
are small, these small preducers employ over helf of all

labour employed in industry and they produce sbout one=

third of all industrial products. In America, by way of

ro _Ron" (Modern

(10) Tekshashi Kemekichi, "Gendsi Chusho Xogy
31 Telhs

¥ediwn end Small Business, Tokyo, 193

(11) The most significant chenge hss been from textiles 1o
eng inaeriﬁqs Before the war (193L-1936 average)
textiles provided 52% of sxports and metal
products 8,2%. In 1951 ihe propartlcn of
textiles had fallen to LiY% and metal products
had risen to 15,75 (White Paper on Trade (Ig
Hakusho ) 1952 issusd by the ﬁinxstry cf Trade
and Inaustry).

(12) Aceoriing to Tods YExports and Small Business" in
Keizal Chosa, January, 1953, p.28, issued by the
Duiwa Bank,
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contrast, establishments employing less than 100 persons,
although numerous {&about 99% of the total) employ lssas
than half of all emplo $@ lebour and preoduce lsss than
oneé~tenth ol =211 prf::-s:“fmt:tJ'j.,chne This differsnce is5 often
taken to be =& measure of Japan's industrial backwardness,
but it also indicates that, in Japan at least, the study
of such a large area of the sconomy is likely tc provide

8 valuable key to an understanding of the sconomy &85 a

WROle,

{1i) The_prchlem of definition

In s study of this kind, it is desirable, at
an early stage, to define the objeect of study and to state
clearly What‘has been taken to fall within its scops and
what has not. In the case of Jepansse mediun and smalli
serle industey this is by no means an easy task. &s the
previous section showed, the numbers inpvolved are 50 enormous
that little outward uniformiiy can be expected. It is,
however, quite clear that the concspt of "medium and small
geale industry® hss a very real and more: or iess well-defined

meaning in Japan; TBut it is not a simple concept, &and,

{13} Cf. A.D.H. Keplan, "Small Businese, Its Place and
Problems" New York, 1548; p.i11.



although 1t is hoped that its content will beccaome ampparent
in the course cof subseguent discussion, some attenpt at
its definition may properly be expected 2t this stage.
Indeed, one standard of derinition has alresdy
been 1lmplied, since the numbser of employess was taken Lo be
a4 measure of size by which medlum and emall industiry might
be distinguishned from laprge scalée industry. This is, in
fact, the most comnonly used critsrion, partly becguse the
aveilable statistlcal material claseifies ssteblishments
in this way. BSince the numbsr of persons employed is
sun ject Lo measurement, it appears, superficially at least,
to be a suitebhle yardestick by which sstablishments may
conveniently be classified as large, medium or amall. The
difficulty lies in pleking the particular number of employees
which makes an establishment "medium® rather than "small™ or
Marge rather than "mediwn™. If this is to be used as a
yvardstick, it must be a very slastie ons, since the numnber
of employees which constitutes a "small" establishment must
vary from one industry to another. A plant enploying 30
persons woﬁld, for example, be considered large in, say,
the motor repzair industry, but noi in the ship-building
industry. Although the strici relevance of such a criterion
must he considered doubtful, it has been widely used because
of its eccnvenience., Most Japanese writers, while pointing

out that the division is more or less arbiitrary, take
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astablishments employing lese than 30 perscns as "smallY,
those employing 30 to 100 (or 200) as "medium” and those
employing more than 100 {or 200) as “1&13@“.

Other criterisz based solely on solke measurs
of 3ize, although often useful for a particular purpose,
are liable to the same kind of sbleetions. Froduction,
gither by value or by volume, is difficult to use as a
meagure, since vealus varies greatly as between industries,
and the volume of production caanot be used over a long
pericd or whers widely differing products have to be
compared. ¥oreover, small plants in the engineering

industry, Tor example, are typically engaged on proceasing

(14) See, e.g., Tasugi Kisou, "Shitsuke-sei Kogyo Ron'
(Sub=-contracting Industry,) Toxyo, 19413 Yamanaka
Tokutaro, "Chusho Kogyo nco Honshitsu to Tenkai”
(The Nature and Development of Medium end Sm=ll
Scale Industry) Tokye, 1948; Komiyama Takujig
"Nihon Chusho Koegyeo XKenkyu" (A Study of Japan
Mediam and Smell sScale Industry) Tokyo, 1941;

chusho Kigvo Cho  {Bureau of Medium and Smell
Business;, "Chusho Kigvo no Iehi to Mondaiten”
(The Positicn and Problems of Medium and Small
Business ), Tokye, 1950,

b
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worik which does not resdily lend %Esglf to measurement.

The amouni of capital at its dispasg{ or the guantity of

its equipment can also give a clue to the classification

of any particular eatablishment, Dut, ezcept in extraue
cages, &lze alone does not turn out toc ke & very enlightening
basis for classification.

Qualitative z2riteria, though not so readily
amenable te statdistical treastment, go further towards
explaining the meaning of "medium and small scale industry".
It is posesible, for sxample, to distinguish small scale from
large acale industry Ly the methods of production used.
Handwork end craft mebthods are typical of small scale
industry, whereas mass—production shd conveyor-pelts are
not. The type of lebour employed is also a guide, The use
of famlly labour and apprentices is more typicasl of small
ecale than of large scale industry. Again, a distinction
may be made according to the foepm of business creganlzation.
An  individusl enterprise, where one men is at once the
ovner, manageyr, sccountant, and probably cperates a machine

a9 well, must be regarded ms small, ©On ths other hand, an

(15} In 1934, for example, estsblishments with capital of
up to 1000 yen were considered Ysmall": those with
1000 to 500,000 yen "medium®™; and those wlth over
500,000 yen *large” ($1 = ¥3,956). In 1952, up to
500,000 yen was cconsidered “small®; 500,000 to
10 million yen "medium®; and over 10 million yen
"large” ($1 = ¥360).
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enterprise organized as a limited liability company with
a large nunbsr of sharsholders, & boeoard of directors; a
general manager, departmental managers, oranch managers,
secretariess, accountsnts and S50 on, ﬁust certainly be
regarded as large.

In general, thnen, we may ssy that small scale
industry {in contrast to medium and large) is characterized
by a low stendard of technlowe and & tendsncy to rely on
manual skill rather than precision machinery, by poorly
paid lsbour of poor quality, ineluding a fair propertion
of Tamily and epprentice labcour, working long and irregular
hours in & “"factory” which is often part of, or an smnexe to,
the proprietor’s dwelling end by the absence of any definite
business corganization or proper book-keeping. The proprietor
himselfr has litile in common with the capitalist owner of a
large enterprise. The typical proprietor in small scale
industry has much more in common with his own workmen, with
whom he works, eats and often lives. HNormally his attitude
to hie business is pre-capitelistic rather than capitalistic
in the modern sense., He does not differentiate businsss from
household acecunts and regards his earnings as a livelihood
rathsir than as a profit,.

Small scale industry may be recognhized by such
internal characteristics as fhese, but mediwn scale industry

is often of gquite a &ifferent nature. A "medimm™ sized plani



may be well equipped and run in 2 thoroughly modern and
tusiness-liks fashion., Locked at in isclation a "medium¥
scale establishment bears little outward resemblance to
the beck~yard workshop typicsl of Yamall® industry. In
Japan, however, the phrase "medium and small scele industry”
standa not for medium scale industry and small scale
industry, but for a single ccncept, which, while including
the most hetercogeneous components, stands In a4 single
particular relationship to the economy as a whole and is
subject to & single set of problems peculiar to itselrf.
There must, therefore, be scome characterisiics
common to medium end small scgale incustry as &8 single
categary, to bhe scught not sc much within individuel
sstablishments, a8 in the externsl relationships of this
category to cother sections of the economy and to the esconcomy
as a whole. The most striking of these relationships is
that passive positicon of medium snd small scale industry
in relation to the rest of the economy which has already
been mentioned. Why this is so and how it came about can
be explained by reference to the historicsl procesa of
Jepan's economic development and in particular to the
peculierities of the formstion and development of industriel
capital since the opening of intercourse withi the industrial
nations of the West. These guestiocns form the subject of

the next chapter. It is sufficient to say here thet medium
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and small scale industry together form the passive part

of Japanese industry, subject to ihe pressure of eccnomic
Torces over which they have little control. This character-
istic passiveness is an important ingredient of our definition.
At the same time the heterogeneity of medium and small scale
industry reflects within ltself the variety of Japan's

economic development.

The copcept of mediuws and smell sceale incdustry
may he glven further precision by a statement of the con-
ditions which permit, and even favour iis continued
existence in Japan. With the advencs of industrislizaticn
in the industrial countries of the West, small scals
industry has shown a steady lonz=-run tendency to decline
in importance. This has not been the caase in Japan, Although
Jepenese economists of a generation ape {perhaps more familiar
with the experience of the West, particularly of Gerfany,
than with conditicns in their own country) ccontinually
predicted the deeline of emall scale induatry, it has, in
- fact, shown a remarkable cmpacity for survival over the last
Tifty years in spite of the progress of industrialization.

Not only heve traditional small seale industries survived,

but small scale industry has become important in such "modern”
industries as engineering and the manufacture of motor
vehicles., To a great extent, the conditions which permit

this survival are to e found in peculiaritiss of the
B



markets for feciors of preduction and for products, above
211, in the markets for capital and lsbour. I3 is the
overall shartage of capltial and abundancg of labour which,
more than anything else, supports the contimiance of labour
intensive metheds of producticn snd strictly l1imits the
possibility of sconomies of scale.

The importance of the conditions cof lmbour anc
capital supply is emphesised throughout this study, buil
since they are general over the whole sconomy, they are
less appropriate to a definition of medium and small scale
industry than wmore perticular mariket conditions. Of these
ar. important factor is the varied and scaettered nature of
home demand for consumption goods., The Japsnese demand
great variety in all btypes of commodities of everyday
consumptiones This 1is particularly trus of textiles for
Japanase native dress, but it eprlies also to all household
articles, Since the type of product demended varies alsc
from one part of the counlry tc another, the home demand
for consunption gceds is split up intc a large number of
very small and fairly definitely distinct markets. This
limits the possibllities of economles of large scale, and
where such conditions obtain we may expect to find proeduction
being carried on in small or medium sized unlts. Large
fluctuaticons in demand have the same sort of effect in

limiting the sconomies of large scale produchion.
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Seasonsl fluctustions in internal demand for consuwnption
goods apd, on a larger scale, Tluctuatlons in export demand,
are very marked in Japan. Apain, many iypically Japsnese
products require a technicue which does not lend itself to
large scale operations, and these products {(bamboo and
paper products for example) tend to be imporiant sxport
industries.

The remaining sections of this introductory
chapter outline the forms of organization typical of medium
and small scale industry; mediun and smell scale industry
23 the subject of a problem, and as gn integral part of the
Japanese economy. This should help to elarify & concept of
medivm and small sesle industry on which discussion can be

based.

(1ii) PForms of medium =nd small scale industry

The dependent &and passive position of medium
and small scale industry in the Japanese economy has already
heen remarked upon in 8 genersl way. Iore conceretely, what
form dees this dependence take? Since our subjeet matier is
so vast and heterogenecus we may expect to find considerabls
variety, and asny classification must be regarded as no more
than a brosad division for limited purposes, One such
classification is employed for purrcses of description, in

Chapter 1il, and will be used for the preliminary survsy
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In tnis section. It does not pretena Lo be in sny way
compranensive and any clesslfication which could make
that elein would certainly be too unwieldy to be useful,
While 11 Is recognized that other kinds of clessification
may be usgelul For periiculiar purnoses, that ussed here has
heen selected because it shows most clearly ithe structure
ef that pyramid of dependence wnich is =0 iﬁportant Lo Lhe
understanding of Japan's indastrial $§ructura snd medium
and small seanle industry's place in(itz

slthough the dependent nature of medium and
small scale industry is emphzsised, the control exercised
over it from zbove varies considersbly in strength snd in
directress. We may, therefeore, distinguish those cases in
wnich pressure from above is arprecisble and direct Trow
those ip whizh i1t is wvery slight snd indirect., The Tormer
will pe called “dependent forms' and the latter "independent

forms", although the distinction is one of degree and the

two tend to ghade intc one another,

(16) ™o originality cen be claimed for this ¢lassification,
It seens to have been formuulated cripinally Dy
Frofessor Komiyams {ov, cit. p. 7 ) and has since
been used (with individusl modifications) by several
Japanese writers.
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Indeprendent forms are éf two maln types.
First, and by far the more important nuperically, are
the very small scale preducers who work by handicraft
metnods for direct sale to the consumer., This includes
most trades which meke to order, such as tailors, plackw
smiths and motor repajirs. They sre able teo survive
because the naturs of demand and technigue do not pE§mlt
lurger scaele operations. They are operated by a maitZr,
who probably employs some family laebour and possivly an
gprrentice or two. OSince they sell directly to a fairly
large number of individusl customers they are independent
as far as sales are ccncerned, cr, to use Mrs. Robinfgn‘a
word, they are not subjeet to "monopsonistic exPloigatiﬁn".
Although such businesses are numerous in Japan, they are
a5 much of the nature of retail trade as of industry and
50 barely fall within the scopes of this study. In any

zase, 2ince they are common in almost any ecounomy they

do not seem to call for any perticular explanation.

(1?) The Jupanese word Oyakats has been translated as
Master, but this does not guite convey the meaning,
which hss scmethinz of the connctstion of Zgss, as
in the phrase "Union Boss". The word is a survival
Trom esarlier times when the Qyakata was the “hose'
of a workshop or group of workshops in & locality,
to whom the other members and his own apprentices
cwed & kind of allegisnce and whose duty it was to
protect the interests of the group.

{18} Joan Robinsorn, The Beonomics of Imperfect Competition.
London 1933. "Monopsony®™ is used to describe a
market situstion in which one buyer is able to
influence the market by reason of his being the gnly

buyer and is analcgous ito monopoly, where the same
sort of influence is exorcised by an only seller.
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In ancther category are those forms of
medium and small scale industiey which produce on a
medium rather than & small scale, and for a marzet
rather than to order, which are still asble to operate
indepsndently, since the higher strata of the economic
pyramid lack either the incentive or the power tc exercise
control. In this category may be placed those enterprises
which are protected by patent Tights or by a wellw
established reputation. Such independent producers must
be very rare in Japan.

*Independence” has here been taken to refer
to the Creedom of action of & single enterprise. It may
also he canéeived of as the freedom of a whole industry

Trom the competlition or pressure of large scale in?ustry,
5 Q
[

and it has, in fzct, beern so treated by some writers.

The signi¥icance of theé dependent position of medium and
small scals industry is not, however, limited to those
cases in which i1 cperates within an industry controlled
Ty & few large firma, bul is concerned with its dependent
position within the economy as a whole. Those very

numerecus smsll establishments which, while free of any

(19) G8ee particularly Chusho Kigvo Cho (Buresu of Medium
and Small Business] “Chusho Kigyvco no Iehi to
Mondaiten® {The Place and Froblems of neaium and
small Rusiness) pp. S80-35, where same cobion goods,
mlscellanecus textiles, 3ilk and artificial silk
textiles are included amengst indspendent forms,
although individual producers in these fields are
clearty dependent on commercial capital (ses
below, pp. 93 .foll.)




20,

irect control or competition of large scale industry,
are nons the- less restricted by & chaln of dependence
upon commercial capital, should not be classed as
independent. 3Zuch & classificetion would tend to

a

obscure thelir true position in the sconomy. In any
case, the two chains of dependence on industrial and
commercial capital are, to a large extent, linked by
the fact that the most powerful concerns at the top of
our pyramid typileally combine dontrol cver both industrial
and commercial undertakings.

These two systems of dependence should,
however, be distinguished when we come to consider
dependent forms of medium and émall scale industrye.

Dependence on commercial capital is generally referred

to as the Tonya System, the term being derived from the

fact that the commercial capitalist D?Eghom the small
establishments depend is normelly a Tongé, in faect if
not zlways in name, The word Tonya is usually trens-
lated as "wholesale merchant™ snd the earliest Tonya
seem to have been more concerned with distribution than
with actual production. 4t a very early stage, however,

those Tonya near the centres of production undertook the

organisation of producticon itself and the trensport of

(20) The legel definition of Tonya is
on & business of buying and 03111Ag
others under his own name®.
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Ll

the producis to the centres of consumptiocn., There aave

2, known respectively

{21)
L2
as "Production Tonye' and “Consurption TonyaT. The

thus come $o be two Kinds of Zon

former organise production and sell to the latter, who
are wnolesale merchants puire and simple,

Originglly very similsr to the Verlagssysiem

or putting-out sysiten Daniliar to s tudents of Furopesn

econaitic history, the Japanese Tonyz system, in sdapting

[

tsell teo changing clircumstances, has come to take several

Torme, The earliesi Ionye system was based on rural

[

cottage industry and this form 1s still important. The
Tonya suppliea whatever mwaterials ars not available on
the farm itself and often whatsever simple egulpment is
necessary to households in poorer rural areas, and the

tneir families in whatsver

[sX

work is done by {armers an
time they can spare from their agricultural work. Often
this work is an indispensable supplement to the iacome

of such rural households. The Tonya collects the finisbed
work and pays for it st piece work ratss, often making
deductions for rént of equipment or for interest on

advances, In this way many of the hand-woven silk

g

textliles used for Japanese native dress are produced,

wut the system is by no means confined to sili weaving,

(21) Those engaged in export irade are kncwn as "Bxport
Tonya" but are a kind of consumption Tonga.
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Wood and vamboo producis, pearl-shell Dutions, and even
cutlery are mede in this way. These rural producars are
entirely dependent on the Tonva and opporiunities for
exploitation by an unscrupulous Tonys ars cbviocusly wide.
They might be expected to enjoy large profits, but 1o fact
profit is small, since most of what they are able to sguecze
out of the peasants under their contrel is 1an turn sgqueesszed
out of then by the merchants in the largs cities to whom
they sell, and 3¢ on, vp the line until the proflts are
either finzlly reaved &s a monovoly return by 2 poweriul
exporier or merchant house {probably = Zaibatsuy interest},
or are dissipsted in the high gross profit margins
necassary to support an excessive number of small retail
Bhapss

A wery similsr form of organigation is found
in the large cltiss where slum labour takes the place of
poor agricultural labour. Although there ?gg)examplea ot
weaving belng carried on in this way in cities, more
typleal products sre cellulold toys, match bhoxes,
ombroidery and thongs for Japanese wooden footgear.
Production is by handwork methods., Such work is regarded
a§ a by-employment raether than as a main soureca of incomne,
Conditions are bed and the system often results in

"sweating”., These types of pre-medern hendweri home-

{22) eege, the lower strata of the FNishijin ellk weaving
industry in Kyoto.
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industry were comrnon in Zurcope in the very early years
of the Industrial Hevoluiion and have survived in Japan,
rertly because of the sarvival of a demand for pre-
industrial products but, more fundamenially, because cf
the existence cof pocls of excess populetion under the
necessity of supplementing thelir inecome by such work.
These forms are known as the "0ld Topya
System" to distinguish them from other forms of industiry,
which, though similar in their dependence on commercial
capital (Tonya), are altogether more "modern” end aross
during arnd aifter the industrisl revoluiion in Japan.
Because ithe methoeds of production enpluyed beleong to the
machine-age rather than to pre-industrial times, such
forms of organisation are c¢alled the "New Tonva System”
of procuction. The New Tonya System is distinguished by
the use of power muchinery ( lathes, power looms), rether
than handwerk, full-time ratner than part-timse labour,
employed rather than family labour and sgme Separation
off the workplace from the dwelling. The typicel unit
of production under this system is, in feect, a Tactory
in the true sense, slthough usually & small one, These
small factories are dependent on the Tonys for orders,
eften for materiels and sometimas for finance as well.

The Tonva is still a commercial capitalist, but is more
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integrally connected with the producticn process than
the "01d" Tonya and mey even have a factory of his own
in which he makes some part or performs Some DProceEss

of preduction, freguently assembly and packing. Some
industries organised in this way {(e.z. vower weaving,
pottery, tiles and pipes) developed by mechanisation

T dndustries formerly carried on under the Cld Tagga
System. Iore often, nowever, they were mechanieed from
the start (e.g. bicyclss, enemel-ware, electric light
globes and sewing machines). This form of organisation
shews clearly the stratified structure of Japaness
industry, since factories whilch are themselves dependent
on ITonya freguently put oul same simple processes to
pert-time home workers.

In contrast toc the Tonysa System which is
distinguished by dependence on commerciasl capital, thosse
forms of medium and small scale industry which are dependent
on ig%ustrial-capital are known a5 the "Sub-contracting
Syéiém” because they are based on a system of sub~letilog
of orders from larger factories to smaller. This aystem
shows the pyramidal structure at its clearest and is
found in its most typical form in the engineering

iniustry. At the hase of the pyramid is & very large

(23} A translation of Shitauke-sei-kogvo.
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number of very smalllbackuyard workshops which seldom
rogsess the eguipment to produce anything saleable in
a genersl market., Such workshorvs perform only one or
two simple processes, such as rough mechining or simple
stampling or pressing. They receive work, and from the
nature of ths processes this normally includes the
materlal, from a larger factory, rather better egulipped,
which has in turn received orders elther for processing
ar for the manuiacture o7 some small part from another
Tactory higher up the scals which may bs making parts
or evan complete products as the sub-contractor of =
large-~scale establisiment which has received crders
from a goveroment department, overssas buyer, or is
possibly producing for general sale on the hame market.
Thus a machiné cr a motor-car, for example, may bhe the
product of four or five or more successive siages of
sub-contracting, esch stratun of sub-=contractors heing
dependent for its orders, matérials, finance and scme-
times even eguipment and technicsl aid, om the atrata
above it. These parent factory-sub-comuractor
relationshtips will be exzmined in detall in Chapter III.
The aim of this section has been tc Bhow
briefly hew the chains of dependence of medium and

amall scale industry on commercial capiteal on the aone

{24) In Japanese known as Machi-kojoc.
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hand, and on industrial capital on the other, are
embedded in and perpetuaied by the forms of Japanese
industrial orgapisation, and to demonstrate the
mechanism by which a vast but passive mass of econonic
actlvity is controlled by a comparatively very small

munber of powerful economic interests.

(iv) HMediun and small seale industry ss the
subdeat of a proplean

This intrcductory description has so far
appreached the problem of defining medium and small
scale industey from an cbjsctive point of view., Since,
howsver, mediun and small scale industry is geneprally
thought of as the subject of a problem, the coacept
contains & considerable subjective element, and itis
meaning is fully intelligible only in the context of

the problem. This problen is continually changing and

there have been correspondlng changes in the significance

of the yhease "medium and small scale industry”. What
sre the problems in connection with which the concept
has been formula?e& anc by what process has 11 reached
_ (25)

its present form?

{25) For much of the informetion contained in this
gsection I am indebted to Professor Yamanaka's
gxcellent discussion in op. cit. Chepter 3.
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The ides of medium snd small scale industiry
as such 1s of recent origin. It became fairly definite
in the 1930's and probably does not dete back furiher
than the 1920%'s. Before that time attention was focused
on small scale industry and, esrlier still, on native
industry. It is a truiesm to sy that there can be no
roblem of small scale industry spart from the existence
of laprge scale incdustry. When, towards the end of the
ninsteenth century, western indusiry was introduced into
Japan, it was on a scals larger +than anything which had
hitherto existed in that couniry. At first, however, 1t
was not the difference in scale which attracted attention.
The possibillity that economies of large scale production
on western lines might threaten the existsnce of small
scale native production must have seemed very remote to
Japenese in the early years of the so-called industrizl
revolution. On the contrary, it was the newly introducsd
western industry, regarded as necessary for the creation
of an economy able to withstand forsign pressure, which
was in need of protection and careful fostering. Small

{in

scals industry, then thought of as native Industrey
contraet to "gestern” or "mechanised” industry), was

regarded as comparatively stable and s=hle to take care
of itself. 3By the lats 1880's, however, tihere srose a

fear that the strains and anomalies already becoming
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apparent &8s a result of the hasty introduction of western
industry, might adversely affect netive industry, at that
time practically the sole gcurce of the exporis necessary
to sustain the programme of importing industrisl potential
from sbroad, In this period smsll scsle (hand and ccttags)
industries first became an object of concern, hut they were

thought of as nstive i?dgstries to be enccouraged and
2

organised for export markeits.

By the end of the industrial revolution
period, that is to say roughly about the time of the first
World War, the structure of the Jepanese economy and its
problems had changed. Although hand production and
sgriculture were still important, capitalist western
style prdduction had become the driving force in the
econoily. This change raised new socisl problems of small
seale industry which was by that time thought of in con-
trast to large and mediuwn scale industry. Large and
medium sc¢ale industry was regarded as progressive, while
small scale homne industry wes rezzrded as s soccial evil.
Female and Juvenile labour, sweated labour and slum
conditicns were the problems gensrzlly asscclated with

(27)
small scale industry. The guestion whether small scale

(26) This attitude to small scale industry appears very
clearly in Maeda's Kogyo Iken (Ministry of Commerce
and Agriculture 1885) ana in his later Shoken (15893)

(27) See, s.g., Yokoyama Jennosuke, "Nihon no Kaso Shakai®
{The Lower Classes of Japan}, Tokye, 1898, whieh is
a gurvey after the models of Footh and Rowntree,
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industry would disappear or not and whether or not it
éhacld.he supported was alsc raissd, but the technigues
of study and, to a large exteni, the prcblems themselves,
were Imported from Furope and corresponded only wvaguely
(28]

to actual conditions in Japan.

Although what may be called the%Eurepean
approach tc thess problems persisted for & long time,
the end of the first World War saw a considerabie change
in the content of the small scale indusiry problem. The
war hecom alleviated the social conditlcns. The prosperity
and the great spurt in capital accumulation associated
with the war toom resulted in the mechanisation of many
industries which up tc that time had been charzcterised
hy hand methods of productlion either in the form of
cottage industry or of "manufacture". By this process
g large section of medium and smell scale indusiry lost
the character of hand and cottage industry and took the
forms which we have called the new Toanya system and the

sub-contracting system of organisstion. In the depression

(28) At the anmual conference of the Sccial Policy
Association (Shakei Seisaku Gakkai, of 1917
such subjescts as these Iormed the topieces of
digcussion. The influence of the German
historicel school (particulerly of Buecher)
is obvicus in the coantributions of men like
Pr. Ueda Teijiro, a leading scholar of those
days, unfortunstely known to English reasders
only by a rather superficial monograph largély
the work of his studentsa. (The 3mall Industries
of Jepan, I.7.R. UNew York, 1938).
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which followed the war these newly mechanissed small
establishments received a severe set-back, while, at the
other end of the scale, ithe concentration of large scale
finance capital procecded rapidly. The conditions thus
sross under which Japanese soclal and econcomie thought
and policy were faced for the Tirst time with the probiem
of the existence of medium and amsell scale industry in an
economy contrelled by whal 1t wes then fashicnavle to call
menopely finence capitalism. Thus our problem became
explicit in the periocd of rapid change after the Tirst
World var. It includes the problems of home and hand

industry and the sccial vroblems of the incdustrisl

-

revoluiion period, but it has become a problem of
‘management rether than of labour, a problsm of economic
organisaetion rather than of social ccondiiions. 1t has,
in fact, beccme the problem of "medium and small scale
industry¥. |

The end of the wrolonged post-war depresgion

in Japan coincided with the beginning of a conirolled

Fa

economy which lster came to be called ths Y"Quasi-Har
Heonomy®. The initiation of a controlled economy
rroduced a new attitude to medlun and small scale
industry. The social side of the problem tended to

fzds inte the background gnd the problsm bhecame primsrily
g problem of production ~ direct military profuction and

the preducticn of the exports necessary tc cover an

expanded import prograsme - and of the part which small
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establishments should pley. Where smsll plants were

not considered capsble of mexing any ussefal contribution,
the problem was fo divert lsucur and cepital from them

to more productive sectors = the so-celled "Re-employment
Froblem'. Where small plants could be utilised, the
problen was one of org anls=ng and mobilising their
capacity to the best advantage,

us, as *He prohlems changed, thers have
been corresponding changes in the conception of wmedium
and small sceale industry itself. The approach to each
new problen has added something to the eoncept which has
now beccme a very complex one. An.unﬁerstaxfiﬁg ci the
way in which the coneept developed in response Lo prcblems'

a8 they arcse opr were conceived to exist is indispensable

1]

in order to unravel ihis cmmvlcxltJ an@ to grasp the
significance of ihe ides of mediun and small scals
indusiey in Javenese economic and sccial thought.

wWhat, then, i& meant by ihe problem of
medium and small scale industry? There appears te be &
number of more or less distinet prohlems. According o
Arisswe, "The so-called medium and small scele industroy
problem in Lhe national econcmy is & pepuletion problem

rather than s problem of indusirial producticon and, as

{29 See below, Chapier IV,
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guch, is primarily & preblem of small scale industry”
Accordlng to Komiyama, on the other hand, '"So far as
its 2etual gructure and conditions are concerned, ths

ed mediwns and small scale industry prozlem should

6]
L8]
i
G
Ly
-
1t

be presented as a problen of industrial pggductior rather
than z8 & problem of population or of 1L§oar Apainst
this cne finds statsments like the following @ "Medium
and small scale industry, and particularly small scsals
industry {inzluding cottage industry) which forms the

bulk cf it, is s form of production by which workers

compete with the machine system of large scals in&usﬁfy
{32}
using &8 their weapon nothing but bad working conditions.”

If the development of the idea of mediun and
small secale industry ls properly undersicod, these stuate-
ments should appear caomplamentary rather than mutually
e¢xc¢lusive. The social, population, lsbour and producticn
problems, while heving each its own individual emphasis,
may be regarded as aspects of a single central problem =
the probiem of the adjusiment of basie elements in the
native Japanese econcmy tc a situation in which that

economy is controlled by highly developed indusirial snd

@

@

o

o+
&

finapcisel forms and ideas imported from the

Y N e + o } - s - - -
(30) Arisaws Hiromi, "Jihon Kogvo Tosei Zon™ (The Control
of Industry in Japan;, Tokyo.
{31) Komiyamz, op. cit. ©. 5.
(32) fTakehashi, op. cit. p. 48,



Dy the process described in this sectlon,
the concept of the "medium and small scsle indusiry
problen” has come Lo be an expressicn for the anaméliea
of econonic orpganisation whizh result frow the sxistsnce
in the Japanese sconomy of a nurber of mutwally incom=-
patible factors of =& fundsmentsal kind. The gssential
meaning of mediun and small gesle industry, in &1l its
variety, must be understocd as the embodiment or manl-~
festation of basle inconsistencles 1n i:
structure of Jepen. This is what lioks the wvast and
heterogenaous population of mediuvm and small enterprisses
into & single catezcery. 1t 1s also the reason vwhy the
problan is such s fundasmentsl one and why its solution

is s0 difficult and yet so vital.

(v} The mlace of medium and smsll scale industry
in bthe Japancsée economy

It should now be apparent why the study of
mediuwn and small scale industry and its problems is 8o
valuable as an apvrosch to the analysis of the Japanese
gconamy a5 a whole. Hince mediumn and small scale imlustry
is, as it were, the focus of fundamental problems of

sconomic orgznisaticn it may be itaken as A point of

departure for an investigation of those underlying



tructural inconsistencies without an anderstandinzs of

which the Jepanese sccnony remalns something of a puzzle,.
The recogniticn of medium and amall scale

industry as a special Teature of Japan’s economic

developnent goes some way 2lso Ltowards making modern

Japangse economic history more intelliginls, The changes
i small segles produciion over the last eighly years have

been just as far-reaching, if nol so spectacu 1lar as the

introduaetion of large scale western industry. It 1s
scarcely too muich Lo say thaet without the rapid develop-
ment of smsll scale native industry the programme of

westernisation could not nave been carried throuzh at all.

as the 1mafe¢5 in atlve ?PO—

3

ductimnywﬁféhw!iaéna;-~1nuua$fi 118?t1©ﬂ.0m tne WESETETN
Tabbery, aﬁi iﬁ is 8111l the existenee of small scals
producers preparéd 1o work for a very small return which
mukes lasrge scale guterprise profitable.

Since mediun and smzll scale indusiry under—
gtood in this way fcocecuses attenticn on important aspscis
ol Japahese ecopomic development and organisatlon, the
cejecy of this study, of which it formes the central thems,
ie not so much fo investipate small business Tor its own
sake, bat to incicate & way of approach to the snalysls
of the Japanese economy in general, It is the difference

in the ecounomic develcpment of Japan from that of the
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older industrial countries of the ¥est which makes such

an approach useful in Japan's case whereas it would

3

hardly be relevant in the case, for example, of the
United 3tates, The differsence in the nature of the

madiun and small scals industry problems in the two

L4

countries is spo marked that it is douniful whether the

]

lesscons of Japansse experience could usefnlly be aprlied
to an advanced industirial ssonomy or vice versa. On the
nther hand, it is guite likely that Japan's expsrisnece
gan, if approached in the right way, he of considersbls
value in planning the industrial developnent cf so=-called
backward countries, particularly those of South-~East Asia,
Tc sum up, the study of medium and small
scale industry in Japan is only cistantly relsted to the
study of small business in en advanced caplitalist economye.
Tt is hoped, however, that it can be ol cocnsiderable value
in the study of the development and vresent structure of
the Japanesge economy itself. Horeover, since the study
of mediwr and small seals industry in Japen's economic
development focuses attention on problems of adjustment

to the introduction of modern industrisl technigues in

-

=
[ Y

1 in

an economy in which capitalist organisation is sti
an elcimentary stage, il can possitly provide scme guidance
for counitries whleh, if they are to develop along industrial

lines st 811, may be expected to some exient Lo encounter

similsar difficultiess,
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The main body of this book starts with an

pistorleal discussion of some of the prodlems of

&
i

industrialisation in Japan as they sppesar in the

development of medium and amall seale industry. Tihis
is fellewed by & chapier describing the main ferme of
small business corganisation whichh have heen evolved in

Japan. Ghepter IV is concernsd with the position of

Pecific War, The cencluding chapter is an attempt to
ansalyse the sconomic haeis of medium and spall scale

industry in the Japansese economy.



Chanter 11 The HEyolution of Japanese Medluwn
and small Zeals Industry
It has alr“aﬁy been suggested that the

copntiming problem of medivm and small scale induastry

in Japan is syrnptomatic of basic gtructursl maladjust-

2

ments connected with the peculiar course of Japan'

modern industrial develomment. The crigins of the
proklen are therefore to be scught in Japan's esconamie

o

development itselfl, anﬁ are closely connected with the

rrocess of industrislisation of & predosipantly peasant
@CONONY.e

i

This process genersies twe 4digtinet, though
interconnectad problems. The first is the financiazl and
technical problem of the actual intrceduciion of westeprn=—
type industry. Flans for the sconoric develooment of

under-developed countries have recently focuseld a good

deal of attention on this auestiocn. The Ffinance of
ndusirisligation, the malntenance of adeguate and

slanced rates of saving and investment, criteria Ior

£

the selesticn of develeopment mrojecis and problsms of

Y A |
(1)
tud

iahour supply have rightly become subjecte of clese s ¥ e

(1, &ee particulsrly the work of Harrod =
analysing the process of economic deve



There 1is, however, ancthér problenm
assceisted with the induetrialisation of & "backward®
aconciy. Tohis ia {he provlsn of ensuring Lhat the

process of industrizlisati on does not affect ths

0

¥isting economy in such a way as to make its adjusuwnent

economy to the sxistence of an industrial sector in
its midst ie {aced st an early stage, serious and
egnduring soecisl snd economic prohlems are 1iéble 10
Arisca
Decause Western study of Japaa’é ndastrial
gdevelopment nas been conwerned primarily wiith the develop=-

ment of modem 1%&uat“y itgelf and conly secondarily with

(=

long pericd effects on the nest of the woonomy, Japan 1is

generzlly rezarded as an oulstandingly successiul example

of industirialisation, Japan has indeed bpeen succeasiul
in golving the former of our two problems of econcmic
evelopment. She has, however, beesn very ifar fron

succeasful in solving the lsiter. It 1is suggested that
the persistence and intensity of ths economic and scoial

maladjustmenis and inconsistenciss collectively known as
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the prohklaem of meiizw and

measare of Japaﬁ’ﬁ alluw@ sgquarely Lo fsce2 the problem
of adaptation of the sconomy aa 2 whole to the rapld growi:

ol a ¥Yesisrn-type industrial sector.
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dapsn's provlen of mediun and small scale
industry is thus not only a static problem of aconomi

gcale capitalist enferprise modellsd on western patterns
into an sconomy still in 2 stapge characterised by housahold
nandilersft produstion snd the seguent smergence of &

¥aonal" sconomy Torm the background to the problei.  The

LR

two sectors of the economy - wastbern mechanised industry

o the one hend, and small scale, predominanily household,
native profuction on ths other = have, at Tirst, Tew poinls

of contacht, As they come into closerccontact, the strains

and anomslies due to their co-existence bhecome increaslngly

apparent. With the eventual dominaticn of the sconomy by

,1'3
ck
e
[
.
O
[w)
=y

western industry 1in the form of large concenip:

ndustrial and financial power, the vroblan of reconcilling

[

nativs production to the new state of affalrs becomes

N - = . |
ontrolled economy in the 1930's

3

aeute. The fornation of a

[ e
by

5 seegn partly as a polley of rscovery from the depressiosn,

tul partly a3 a rether unsuccessful attempt to effect the

regoncliliation and integratlion of the twe spheres ol ihe

:f-

W i 5 o ey e e e - P
dual® economy by suthoritarian means.

in four siages. The first describes the sconomic environ-

ment into which wesisrn indusiry was introdused in the



Lo,

last gusarter of the nineteenth ceniury. Ths sscond
congiste of Japan's so-called ®Industrial Revolubion”
itself, although thai term mast be undsrsioocd as having
only the loosest comnection with the "Industrial
Revolution®™ as it occcurred in fngland. This is
followed by a period of whnai 18 rather euphemisticelly

called "Raticnalisation™, begluning with the post-war

Tinsncial vanic of 1920 and extending through a series
of crises to the grest depression of 1930, The foarth
disasirous sisge by whiceh Japan sought to rasclve Lhe

difficulties conseguent upon the hasty introduciion of

e

Western capitalism and to find a way out of the impasse

[
sy
)
D
!
o
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B

of the early 19%20%s starts with the foro

"ouasi-war economy” beginning in 1930-31, eulminetes in

the FPacific War and ends with Japan's final defeat,
This chapter deals with the Dirst{ th

h
wn and small scale

b

these rhasss, The exypericnces of med
industoy undsr the war sconomy and in the post-war period

o

are descrived seperately in Chapter 1IV.

(1) Industriel develovment before the introdoction
of Western indn stwv '

The emergence of a provles of medium and

gmall scale incustry as such rsguires, in fthe first place,

the existence of both lerge scale and medlan and small

8cale indusiry. An historicsl survey of the rroblems
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of thaipr interscilon mast start with & eliminary
diseussion of how and when each developed, Large scuale

irdustry (which may nere be equated to Western industry )
is elesriy a product of the programme of imporiation of
Weatern techmique koown ss the Japaness Indusirial

Reyolution, The origine of small scale incdustry,

{B‘hs

howsver, mist be souzht in earlisyr times, Industris

m

activity on & smsll scale can naturally be found at s

a

very early date, but it will be suflicient for our purpose

=

1o deserive the state and trend of industrisl develovment

evelopnent was

&
‘:}
Fh
e
i
¥
e+

at the vime when the whole sours
alteraed by the introduction of ¥Western industrial wmethods.
Since the seventeenth ceuntary, the pelitical

organisation of the country had become crystalllssd into

-::u

Teu

i

sl system ol govermrent with the2 Tokugaws famlly

;idly divided

]

% its hsad. Soclety was more or less rig

o

G

into lords, samurai, pessants, 2rtissns and merchanis in

basis of this feudal socisty

&

that order. The material
was a subzistence agriculture economy which it was the
policy of the Teudsl government to preserve. For this
purpose the sale of land was forpidden and restrictions
were viaced on the mortzaze and division of lani holdings.
Ghange of residence and of mmployment were restricted and
the type of ercps which might be planted was closely
regulated. Praciically the whnole of the production abhove

ar

what was required ito support thée peasantry at & very low
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standard of living was itaxed in one way or apother and
formed the income of the governing class. The interest
of the governing class therefore lay in the increass of
agricultursl sroductivity and productivity did increase
throughout the eighteenth ceniury. The increase ol é
saleable agricultural surplus not only of rice {at that
time the main form of Tfeudal income and weasure of wealth)
but also of other products of agriculture and rural
cottage industiry, coupled with the growth of sources

of demand in the rapidly growing citiea, which in the
nature of things could nct ve satisfied by subsisterice
production, led te the zradual extension of commerce,

A5 money becane more important, the dispositicn of the
commodity incomes of the large flefs came to be too
complicated & business to be handled by s feudal nouse-
hold and was entrusted to specialissed merchants. The
custom grew up of fsudal lordas holding thelr incomes

of rice and local products in warehouses in 0Osaks or
Edo (modern Tokyo), which thus becsme large commercisal
and financisl centres., Some local products sush as wax,

sugar, paper and ind?gg were handled by the Twenty~iour
2

?egchant Guilds of Gsaka or the Ten Merchant Guilds of
z)

EGo and had = naticnal market as early as the eighteenth
century,

{2} Nijushi-kusi Tonya.
(3) "o-kumi Tonya.




the pressure of increasing Tinancial siringency, (63
actively sncouraged the preoduciicn of comnercial cﬁgésg
The working up of these producta wes at first carried
on by the peasants themsslves as a by-employment, and
raper makinz, s51ik reeling and cotton spimning and
weaving were very closely conunected with sgriculiare,
tixe peasants working up thelr own crops and selling

the surplus, Later, as the ﬁissolutioﬁ of the peasaniry
progressed, and as markets widened and ceriain aress
beczme more and more sgpecialised in particular crops,
some peasant industry came to use vaw materials produzed

elsewheres, and to depend on merchants for access to

markets both for raw materials and for prolucts.

naed.

T~

L

o
<3
@]
2
«t
[N

(Typea of Famning in the Tokugaws Period), Tokyo,
41, ssem reasonable encugh. On this point sse
so Furushima Toshio, "Nihon Hoken Nogyo Shi®
(4 History of Japanese Feudel Agriculture,, LOKyo,
1941, and, particenlarly, Kajinishi ditsuhays,
"Nihon ni okery Ssngyo Shihon no XKeisei" SThe
Formaticn of Industrial Capital in Japan)}, Toxyo,
1945, pp. 16-4h,

(6) Paptiecularly the "Four iress and three plants®
(Shiboku 3snso), viz., mulberry, tea, paper mulberry
and lacguer; dver's saffron, indigo and hemp. The
cultivation of the wax plant, sugsr cane, tobacco
and cotton was also encouraged.




This process is well illustrated in the
case of the cotton industry. Cotton growing had become

localised in the district around Osaks at an early stage

|l

and by the middle of the eightsenth century (Csaka was
alrsady a large enirepot Tor cotton and cotton goods,
the importance of which can be gaupged from the fol%oWing
o
tabls of the amounts of cobtton entering Osaka in 1?§éa

Table 5

(8)
Type Quantity
Plain cotton fabric 1,178,391 ten
3triped cotton fabric 22,763 H
Cotton yarn 52,096,700 momme
Ginned cotton L8,5856,4L00
Raw cotton 1,603,878 kin

In 1730, 14 million yar?s of cotton textiles were
2)
exported from Osaka to Edo. The important cotton weaving

district of Waizuni imvorted most of its yarn and ginned

(7) These igures are taken from Takahashl Xamekichi

UTokupawa Hoken Keisai no Kenkya" (4 Study of
the Tokugaws Feudal Zconomy), p. 312,

P

(8) 1 tan = approximately {ﬁfsquare yards
1,000 momme = 8,267 1bs,
1 kin = 1,322 1bs.

(9) Takahashi, op. cit. p. 316,



L
o

cgfg?ﬁ from Osaka where the finished textiles were again
soldj In the nineteenth century, although the collection
and distribution of cctton From one rroceas of production
to the next was carried on by smsll lceel merchants, often
agents of large scale Usaks cotion msrchants, these
ﬁerchants nsither took part in nor exercised control over
the process of production itself., The cotton industry

wag thus earrled on by independsnt peasant housencld
preducers until the use first of imporied cotton yarno
{(from 1865) and lster of Japenese yarn spun by imporied
machinery from imported (mainly Indian) cotton caused a
sharp decline in the agricultural inc€$$)0f the pesasants
and increased their dependences on merchantis. The peasants
in this arsa did not, howaver, hecome entirely dependent
on comnercial capital until1gbout 1890 when the intro-
duction of a new type of lgom)which they could not aflford
te puy for themselves resulted in their becoming prectically
wage labourers working on looms rented ito them by the

merchants. This development; however, properly belongs

tc the nexi period.

{10) Tekshaeshi, op. cit. p. 314

(11) In the technicsl langusage of the time, the "Cotton
Exchange System” (Men-kae Seido) gave place to
the YReeled Yarn Exchange Systeam” (Xase-ito Xokan
$eido/. ‘

(12) The Taiko loom, invented in 1888,
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Thus, vhen Japan began to import Western
industrial technicue in the second half of the nineteenth
century, the cotteon industry was still carried on by
peasants in thelr own cottages as an adjunct to agriculture.
Although dependent on ionya of various kinds for access to
markets they were not yet wage labourers. Neither were
the tonya industrial capitalistis, but commercial coperators,
often local lanllords or money-lenders, cr both. The form
o production and its subsequent development were largely
conditiéneﬁ by the feudal peasant nature of the labour
and the commerceial = not industirial - nature of ithe

(13)
capital involved. Apart from ginning, which appears to

(12) Okura Nagatsune, writing in 1833, described the
organisation of the cotton industry as follows 3
"Pirstly, in the five provinces of Kinai (roughly
the district around Csake) there are peopls called
Wata-nakagsi in each village who buy up the cotton
in its raw state from the growers. Then {here are
Kuriya (cotton ginners) who take over the cotton
and empleoy & large number of people to remove the
seeds with ginning implements. The ginned cotton
is s0ld to 2 tonya who sells it to merchants from
various provinces who handle transvort. There are
transport charges by sea or land. The buyers in
the provinces sell it to the shops who get it
softened (wata-uchi) and the fibres straightened
(shino=makij....» There asre peovle who do nothing
but this softening &1l the ysar round. Thig is
spun into thread and made into hanks (kase=-itoj.
The hanks of yarn are scld to an intermediary
merchant (naka-gai) who sells the yarn to the
varicus weavers, If striped colton is to be woven
the yarr it put oul te a dyer before weaving. Thers
are alsc nerchants who go around buying up cloth

rom the weavers to sell tc & itonys, or plain white
cotton cloth is bought up by a "buyer” {(ghi-ire-va)

/who has it
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have reached the stage of capitalist contrelled cottage
wage labour, the rroduction of cotten was still s peasant
industrys

211k weaving was a little further advanced
in organiesation, In Xirduw, origirally a rather poor

agrisultural cistrict, s5ilk weaving was carrisd on by

P

reasants who, though still working in thelr own hones,
had by the middle ¢f the nineteenth century becoms fto &ll
intents and purpceses wage ldgbourers. Sinece silk 1s not

suitable for peasant

Lt

ongwaption, its production nmafurdlly

took on a commerceial aspect almost from the stsrt., Caplital

was provided by rich farmers, money-lenders or shopkeepers

of the locality who became hata-va (master w@gveEs}:
1&}‘
These hata-ya bought s8ilk yarn from the yaen merchants

and put it oul to be woven by peasanis in their own homes

Ay [ N
Tor piece work wages. Sometimes the hata-ya aciuslly

who has it dyed, patterned (i

sells it to the drapers' shops. The whole process
cf oroducing cotion cleth consists of fourteen or
Tifteen stazes creating a great anount of emnploy-
ment and E?“VIiln a subsistence For many Tamilies
{of neabants) There is no herd more miraculous
than cotton.” Hemro Yomu {Treatise on ﬁotton),
Mihon, ﬁagaku Koten Zensho {Collected Document

cn Japanese Science), Vol. 11, p. 260,

n shibori) etc. and
3

(14) Tto=-nakaegai.

is known as the *Chin-hats' or "Wage weaving®
+e
15
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gstablishment of a number cof manufacturies employing

from ten to twenty zirl workers. Although the ilasuzawa

P

femily introduced & pumber of locally made twenty-four

reel power reelervs in the 1550's, mamufeciurs in the

technical sense did not hecaome the rule until the introe

duction of Western machinery.

£,

The textile industry wss by noe means the

only indusirial occupation cof the Jspasnese peasant vefors

o

b

the Restoration. An lmportant and typical employasnt of

(23}
veasants, artisans and sometimes even of the lesser genlry
was the making of the lacquer ware Ior which Japan is
famoeus. Criginglly carried on by artisans in the capital

d the nobility,

)

under the patronage of the imperial couri a
the lacguer industry had by the early nineteenth century

he ono hand were

ot

5plit into iwo distinet branches. On
highly siilled craftsmen working to order under the
patronaze of high feudal dignitaries, while on the other
wos o largely peasant indusiry producing comnereialiy for
a growing plebelan demand. The latter (;rq
strongly lecalised, someilmes, as et Alzu ‘ deliberstely

Toustered by the feudal ruler as a comnercial exzori for

{23} 8See Iscbe Kiichi, "Hibon Shikki Kozyo Ron” (The
Jspansse Lacquer 100USLry ), Tokyo, 10063 pe 108,
The third chapter of this sxhaustive siudy of the
Japanese lacguer industry deals with the history

of the industry.

3

&
<

(24) Modern Wakamatsu,
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naiure of the labour {pocr peasants more or less tound
to the land and feorced to engape in industrial by~
employment Lo eke out their exisience) and the commercsisl

nature of the capital involved (capitalist landiords and

money~lenders) largely detsrminsd the foms of industrial

[}
ot

em cottapge indusiry precominated

w
[

prganisaition. ZTonys sy
and was tending to develop, not directly into manulaciure,
but intc cotiage wage labour conitrolled by comnercial

capital. Although ithese cotiage workers became, in fmoi,

employees of the commercial ocampitalist {(hata-ya or tonye )

the idea seems to have persgisted that the responsibility
for their livelihood remained with thelr peasant families,
Perhaps for this reason it reguired Lhe processes of the
Melji Restoration Lo clear the way for the establishment
of manufaciure, & developnent which helongs to the 1680"s
and '90's. Indeed, when manufaciure does come it appears
most often as cobtbage industry on an increassd scale,
81111 dependsnit on comnercial capital, and only rearely

a3 the application of industrial capital to "free' labour
and "free” meane of prodnction. #Horeover, the fact that
the formation of manufacture in Japan ccineides with the
introducticn of industry based on VWestern machinery and
technicgue Inhibited its development into modern factory

industry, and so placed the great majority of native

industry irrevocably in the dependent category of medium

and small scele industry.
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(ii) HMedilum snd small scale industey in
Japan's industrial revolution

The previous seciion gave a brief description
of the stets cf Jopanese industry immediately before the
introduction of western industry., This background 1is

w

important since the course of industrialisation and in

L

varticular, its effecis on the general economy of &
"backward” country depend toc & very large extent on the
stage of econcmic and indusirial development reached before
the beginning of the process, In this comnection the fact

that Jaranese industiry was still in the stage of cotisge

industry controlled by commercial cepital, and that manu-

Fh

facture and the formation of industrial as opposed to
commercial capital had scarcely appeared, masti be regarded
as erucial, Thls section will degl firstly with the process
I the institutional
changes necessary for development, with the financing of
industrialisation, =nd with the actual process of intro-
ducing wastern techniques)}; secondly, with the reaction of
the natlve econamy {(i.e,, the develorment of native A
industry, government policy towards native industry j; and
Tirally, st the end of the indusirizl revolution period,
with the emergence and implicaticns of s "dusl" econcmy

doninated by wesiern industrye.
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The institutional changes mescciated with
(26)

the restoration of imperiszl rule were of two types
corréesponding toc the twoe main aims of the ¥eiji govern-
ment, namely the unification of the country and the
modernisation of industry and commerce. Vary citen,
heowever, measures designed to promote national unification -
had far-reaching ¢conomic effects. The sbolition of the
clan fisfs and the recrganisaiion of loccal goverpment in
prefectures, for example, although designed {o promote the
centralisation of autherity, resulted in great changes in
inter~regional trade. More important, in view of the later
growth of large scals finance capital, was the Izat that
with the abelition of the feudal clans, their incomss and
debts were taxen over Dy the ceniral government, and ths
great merchants who had acted zs brokers for the clans in
Csaka and Edo found themselves almost automatically in the

FOVerItlenl«

{49

positicn of lerge scale creditors of the central
The removal of all internal tolls and restrictions on ths
frees movement of goods in 1859, although alsc a uznification
measure, had obvious effects on commerce, The same might
be said of the Imperizsl xessrizt on Edacation of 1872 to
whieh Japan owes her system of universal sducation.

In The more narrowly economic field, a3 number

of meagures paved the way for the modernisstion of the

(26) The restoration legally dates from the Snogun's
proclamation (Taisei Hokan) of th4th Cetober, 1867,
handing back the administrstion to the emperor,
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economy. In 1868, guild privileges werc sholished and
markets were made free to all. Lords and feudal retainers
whe, under the feucal system, had been forbidden to
engage in whsat were considered unworthy ocoupations,
were in 1471 made free to engage in comnervce, agriculture
or industry. From 1872 farmers also were permitted to
engage in commerce and Ifrom 1873 wers free to sell thgir
produce {including staple food crops) in whatever way they
wished.

The growth of commercial agriculiure was
hestened by the esteblishment of a nationzal systen of
land tax betwsen 1873 and 1887. The new tax, payabls
by the lzndowner sadé not, &3 formerly, by {he occupier,

was roughly as heavy as the old fendal taxes {about 34

i

per cent of the product) and was payable 1n cash., This
requirement greatly hastened the spread of g monstary
sconciy and of comnercial agriculture, and made it even
more necessary than before for peasants Lo gngage in
some industrial by-employment which would yield a cash
ncome, Pessants who had previously been intsrested
only in the guality of the hervest were now vitally
affected by changes in the price of rice, These changsd
conditions hit the pegasants very nard and, while on the
one hand sptimelating the development of merchant lande

lords and usurérs, cn the other hand nastened the disparsal

of the peasant claas and made their lakour sbundantly
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plentiful for pursuits other than agriculture., The
£all in the vrics of rice conseguent on the finencisl

retrenchment of 1882, for example, was a paprticulerly
hard blow to the peasants. Between 15883 and 18%0

267,770 peesants lost land walued at d@most 5,000,000 yen
‘ (27;
alling only 114,000 yen. 1In

for non~paymsnt of taxes

ct
&)
Fa g

the two years 188L to 188% alone, land valued at
37,500,000 ven is said to have been lost by peassnts
through foreclosures. As a result of ihis-gsort of
expropriation, commercial landlor nd tenant relation-
ships became the rule and the rural population hecame
divided inte poor tenants, small~hclders and labourers
on the one hand, snd wealthy landowners end money lenders
on the cother. This development should %e-rega rded as a
speeding up, due w0 institutionmsl changes, of a proceas
which hac been going on gradually for some time, or
alternatively, perhaps, the institutioconal changes

refleseted an established trend.

(27) "Hihop Nomin no Hihel oyobi sono Kyusai Saku® {The
Impawehlsnme;t cf’ the Tapﬁneue Feasanis and
Measures For their mellef{ {Ninen Sangyo Shirve

T&ikei, VOls 2' PP& L—Eﬁv""”‘)’f;

{20} Hzjfirnishi et ml., "Fihon ni okeru Shihon Shugi nc
Hattatse" (The Devulep nent of Capitalism in
Japen), Lokyo, 1951; Vol I, pa2ila
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As & pesult of this process, landownsrs
became cspitaliste, roughly in the period from 1868 fo
1820, At the same time, the pre-restorstion military
aristoecraey, the lerds and gspyrsl who had been dreawing
stipvends in rice for their (often nominal) feudal services,
cbiained from the govermment, as part of the restoration
settlement, sums of monoy as compensation for the loss of
their feudal revenues. These caplitalised stinends usually
took the form of govermient bonds, The more important
dignitaries who received comparatively large suns, ware
encouraged to use these bonds to found banks, and a con-
gideraeble amount of banking capital was formed in thils
way. Most of the lower samural so0ld their bonds at a
discount to money lenders, 1€ whose hands large accumu~

29}

latiocns of them hecame c¢oncentrated, Primitive aceumu-

lation of capitsl =2nd the process of changing a feudal

{29) In wll, the government peid out sbout 226,000,000 yen
as camuersatium for loss of feudsal incomes, The
meney wag raised as fellows @

YNew' Bands 1872 12,422,000 yeun
*314Y Bonds 1872 10,572,000 yen
7% London loan 1873 11,712,000 yen
Caritalised Stipend

Bonds 187L-5 16,56%,000 yen

Money Stipend Bomds 1879 173,502,000 yen
0ld Shrine Stipend
Ronds 1884 335,000 yen

(See Ckasz qﬁi and Tsuchiys "Nihor Shihon Shugzi Hattatsu
Shi Geivg? (An Introduction to the History of the
Wevelonmcnf of Jenanese Capitalism), Tokvyo 1937;
vp.e 22L-5, )
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soclewy intc a caplitalist society was thus more oy less
sceomplished by govermmeént actiocn., With the reforn ol
the currency in 1881, the setiing up of a cential bank
(the Bank of Japan) in 1882 snd the ecreation of a modern
credit system wiih converiible ocurrency, whe basis was
leld for modern capitvallst development. Heverthelass
ihe dissolution of the old clasges was far from complete
and, in pertisoulzy, private industrial capital was still
practically non-ezistent in the 1880's.

At all events, by the 1880's or '50's &
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and financial capiial had taken rlace. and a correspondingly

large body of redundant raral vopulation kad been formedys

The population could euvgage freely in sny vursult and
could move Ireely from one place to snothsr. Although

many feudal practices and relaticnships lingered on,

E1y

38t of the condiitions Ffor industrial ﬂevelog- .
30)

ment were provided by the reforms of the eariy Meiji Era,

-
{h

BOLE AT

The agiual process by which the Heiji
goverrment set about iIntroducing western induasiry is

alrly well known in the dnplishespeaking world and nsed

(%0) The Meiji Er
1868-1311,
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{31}

nct he descrihed in detail hsre. That industrialisation
had, in the first instance, to be underiaken by the
govermnent was probably insvitatle in view of the
conditvicns of the time. Frivate industrial caplual

was practically non-existent. Eecause native indusiry
was 8till in the stage of peasant cottage industry, the
formation of industrial capital assccieted with the stage
of manufaciure had not yet iaken plasce. Whet truly
industrial invesiment there had been, had been made by
the Shogunete and the feudal clans, The KHelJi govern=-
ment, &5 their successor found itself in possession of
almost a2ll the industrisl investment of the ccouniry.

The arsenals, shipbuilding yards and mining enierprices
acguired in this way formed s basis for further develop-

ment of heavy industry,

(31) G.C. Allen, "4 Short Economic History of Modern
Japan”, Loadon, 1946, Chapter II, contains
what is perhaps the best short accouant in
dnglish.
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Sovernnent snterprise was by no means

conpfined to indusiries of direct military importance.

e

In accordance wiith the zlozan "HWational prosperity and
(32)
military strengih® the government entered the field of
{33
light industry also. The Department of Industry, sei

n Octcber 1870, dealt with 811 govermment industrial

o
b
[

enterprises not of 2 specificelly militery character and
managed {apart from railways, telsgraphs, mining, cement
and tile works, steel works, shipyards and engineering
shops) spinning mills, weaving sheds and a breweny.

The povernmen! not only set up model factorises of 1ts own,

but also imported machinery wnich it sold to private

cperators on sasy Lerms,

(32) Pukoku Kychel. Takshashi in "Iihon Shihon Shugi
Hattstsu Shi’" (& History cf the JSevelopuent ol
Japenese Capitalism), p, 109, considers this a
Teudal idea and cslls the government policy of
1563-83 the "Period of Pendalistic protection
and intervention”, in contrast io a period of
"lLaissez fairs" from 1851 to the Sino-Japanese
War and 2 pericd of YCaplialistic protection”
from the Sinco-Japanese Far on. Certaianly the
government's industrisl activity in the early
period ws not activsted by capitalist
princizles.

(33} Eobusho. This department handled the original
gstablishment and management of industrial
undertakings. It was abolished in 1835 when
most of its erterprises had been sold off,
and its place was taken by the Hoshomusho
gstablished in 13881,



Tae government nct only owaed and operated
over seventy industrial undertakings, btut alsc gave very
consldershle finencial sssistanse teo privete industrial
develorment. A contemporary observer noted : "We find
that every conpany or namufactory desgerving of nolice
in any way has been furnished with capital by the Govern=-
ment or has beern endowed with special privilsges by ithe

(54

same power,’ The early history of the Mltsubishi firm

=

furnishes & good example of the exitent of this government
ald. The founder of this firm, ap ex-gamurai by the namne

of Iwasaki Yatesrc was gultrasted with the managenent of the
sea transpori used in the Formosan expedition of 187h and,

85 a revard, was presented with thirteen ships used in the
~8X§eﬁit10ﬁ§ and waes sble to buy & number of other govermuent-
owned ships at a low price. In eddition, the company
received a yesrly subsidy of 250,000 yen from 1875. TFor

a shert iime the govermment appeared to fevour a rival

line which it had set up in 1883, but in 1835 the lins

was amalgamsated with the ditsublshi company to form the
Nippon-Tusen XKaisha (N.Y.K.] under the control of
Mitsunuishi. The N.¥.XK. then roceived a subsidy of

880,000 yen per year.

{(34) “rhe Currency of Japan® (& keprint of Articles and
Eepop+s : published by the Japan kazeute, 1582);
I
I}a 2‘(30&
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Most of the indusirial undertawings not
specifically military in characier were scld off to
ficancial groups aecund the 18807s. The nrices paid
were far lowar than the investment asctually maas by

Table & shows when and to whom these

(35)

stablishments wers s0ld,

the goveriment.

{35) There is some uncerisin

ty as to wny the govermmeni
sold off these undertak

ings.
Kajinishi et sl. {(see op. eit., Vol. I, p.35)
suggest that the zovernment had intended to
sell themr as soon 288 condlilions hsed been created
under which private enterprise wculd nave some
chanes of success, and that it cun31iereu thet
such conditions hed been created by November 1880

"

when the plan for selliing off ““cuowles (ﬂoi
Baraisage Geisosu) was introduced. The present
weiter ig inclined +o link the sale of Lhese
factories with the generel policy of Tinancial
retrenchment of the 1880's, o

£ which Hatsugeis
#usayoshi was the leading exponent. 7The low
prices paid (irn compariscn with the gzoverns
ment s investment ) D”Obhﬁly represented fairly
accurately the rather low earning cspacity of
the enterprises caplialissd at the rather high

prevailing ratee of intereet,

Seg also H.i. chxaa, ”Japaﬁ‘a Emergence a5 a
Hodern Stat New York, 19463 p. 1351,

tatal,
where this quesuleﬁ ia discussed furiher.
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{(36)
Tehle 5 Selez of Governuent Enterprises, 187L-180%

Wame of Entesrpuise baie H2uyer
= el QTR L s014d T O
MIRING
Takashima Joal Fine 1874 | Goto Shojiro {(Trans-
' ferred to Hitsubieshi
15821 ) ,
As?ia Coprer 1877 | Farukawa Ichibel
2ka Kossksa Mine 1 1884 Sakemoto Yehacohi
fasa&a Silver 1884 Xuhara SHCSHEDUTO
¥Kamaishi Iro 1285 | Ysnsaka Chobei (part)
Innai Silver Mine 1885 Furanlkswa Iechibel
Okuzu and Magzane Mines 1885 -
Ani Copper H¥ine 1885 | ¥Furukawa Ichibel
#iike Toal Mine 1888 | Sasaki Hechiro {(Trans=-
feprad to Hitsul 1889
Sado Cnld Mine } 1896 Mitsubishi
Ikance Silver Mine
1386 Kawnsakl Shozo
1587 Mitsubhishi
LOALS IWnuSTRY
Yuksgawa Cement Works 1885 | Asano
Shinagawa 3lss53 Works 1885 Nighimura
TEITILES
Bakal ﬁazton Spinning
Factory 1873 - = -
Hirogshima Cotton
Zpinninz Faetory 1882 Hircshime PFrefecturs
Aichl Cott On
Spinning Factory 1886 { Shineda Xsokat
Hitta Waste 8ilk
Spinning Factory 1837 Hitsul
Tomioka 5ilk Spinning
Factory 1883 Mitsuil
(3¢} This 1list is taken from Hajinishi el al., op. cit.
Vole I, ppe 235=7.
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The government retainsc direct controel of
the munitions indvstry which, even after the Jus&0-

Japanese Wer, included mest of the engineering capacliy

gty

plants making shilps, munitions, machinery and rolling
stoeck) compares government and orivate enterprise in
the engineering industry in 1907.
{ FAe
AT
Tahle 7 = Governnent Bnterprisze in the Encincering
Tondustry, 1907
HNo, of Hoe. of Prime Mover
Factories Workers Hors8pows
Goverument
Factories 14 83,432 63,925
Jivil Faggories T03% 53,511 25,000
TOTAL Tl 141,853 858,929

The formation of industrial capital in the

lzte nineteenth century was thus slmost entirsly o

e

rrise

-l

e

out by the govermment, or with very considerable govern-—
nent wsgsistance. This was unsveideble, since the estab-

lishmaent of modsrn industry in the backward econonic

(27} This table is btaker from “"Mdeiil Kegyo ShiY (The
industrisel Hisglory of the Meijl Perdied) Kiksail
Her, Chigaka Hep: pe 5Se




conditions of the time was a task which could hardly
be expected to atirzet privets capital from the start.
In carrylpw out its policy of YNatiornal prosperity and
military strength®, the governmnent was not prepared to
wepit for conditicons te srise in which ihe formestion of
private industrial capital could take place. What little
industrial szapitel) had been formed in Japan before the
Heiii restorsticn was ®under the pressure of siate

caplval from above, either foreed 1o dissolve or was

prevented from developins fulily, much of it remaining
_.Q &t
,

as so-called mesdiuwn and small scale industrey”,

3ince this chapter is not intended to be

an economic history cf modern Japsn, the course of
Jepan's industrizl revelution has only heen very briefiy

(33) - o

sketched. The present study is concerred with the process
of 1nduetrialisaticon only insofar as it created & problem
of adjusyment for the native Jspesnese economy, and résuliesd
i =n economis structure cheracterised by the problem of

e

medium and small buginess,

(38) Hejinishi et al., om. cit. Ts 2h.

&I ﬁce unt the

1 read rg to consalt
the works of Professor G.0. Allen and Dre 5,0.
Normsn alr aﬁj cited.
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What was the effect of the introduction
of Western industry on the economy as a whole? Since
Japen was a predominantly sgricultural coégggy, rentlon
mist be made of changes in agriculture. The development
of agriculture in this period is of particuler relevance
to this study, becouse tlhie emergence ¢f a large body of
gurplus rural population living at a low stendard of
subsistence 1s, as we have already seen, a factor of
primary importance in the problem of medium and small

scale 1ndustry. The commercialisation of agriculture

dic¢ not lead, in Japan, to large scale commerclal

(4OY The proportion of households engaged in
ggriculture was as follows 1~

1873 79%
18687 74
1851 70

(Hirsno Yoshitero, "Nikhon Shihon Shugi Shekai
no Kiko" (The Structure of Japanese Capitalist
Society), Tokyo 1534; p. 15)

The proportion of the population supported by
agriculture was 78% in 1873 and 66% in 1888.

(Ono Tekeo, "Noson Shi" (A History of Rural
Villuges), Tokyo 16Li: Pp.305).
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farming snd the wldespread use of agriculturzal wage

labour. On the contrary, medium small ferms became

(L1)
the rule in this period.

This wes due partly to the
fact that large landowners could obtain a greater net
return by letting land in small lots to tenants who
employed only famlly labour and who, becesuse of lack
of other cpportunities of earning a livelibhood, were
prepared to pay £ rent as high as haelf of the crop in
return for a very mesgre, 1f fairly secure, stendard

of subsistence.

of rice land, increased considersbly bhetween 1873 and

Small scele tenent ferming, particularly

1892 as Teble 8 shows.

(42)
Table 8 - Proportion of tenent farming by type of land
Paddy fields Dry fislds Total
Year | ouner | Tepant | Owner | Tenent | Owner Tenant
Culti-]| Culti- Culti=- | Culti=- culti- Calti-
vated vated vetad vated vated vated
1863 - % - % - % - % 69% 31%
1873 | 59.8 4L0.2 69.3 31.7 63 37
1877 § 56.4 L3.6 66.6 33. 4 61 39
1882 | 50,0 50, 0 65.7 1 3L.3 60 Lo
(41) By 1912 gbout 52% of farms were of from cne and a
quarter acres %o five acres (Xajinishi et el.,
op. cit. p. 79).
(42) Hireno Yoshitaro, op. cit. pp. 76=79.
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Farmers with holdings of less than one and
g quarter acres and tensnt farmers cultivating even two
or three acres could not support their (usually large)
fomilies by agriculture slone. Surplus roral population
took the form, not of unemployed agriculturel labour,
but of families of farmers, generally tenent-farmers
cultivating plots of lend too small to yield a ressonable
livelihoeod. The chenge from Yfeudal” to Ycommercial"
agriculture and the modernisetion of the economy in
general thus did 1ittle to =lleviate the hard lot of the
peasant. ©Slnce most of the demand for industrisl lebour
in the new "western” industries wes filled by persons
formerly of the creftsman or gamurai classee, the initlal
industrislisation provided very little slternstive
occupation for pessants and a pool of underemployed,
rather than unemployed, persons was formed.

If these pessants could not live by =sgri-
culture alone, some supplementary scurce of income had
to be found. As we have seen, this was not provided by
western industry. It was provided by developments in
native industry. Durling the period when western industry
wes being introduced, native industry underwent con-
sidereble chasnges. With the oppening of the country to
foreign trade some netive industries declined in

importance while others grew. The use first of imported
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cotton yarn and leter of cotton yarn spun by modern
spinning plants from imported raw cotton led to s sudden
deecline in the native cotton growing and spinning industry.
This wae counterbslenced by a great rise in silk production
both for home consumption and for export.

At the same time as modernm industries were
being introduced on the latest western patterns, native
industry was entering the stage of manufacture, but manu-
facture of a peculiar kind. Manufacture became common in
Japan in the 1880's and 1890's with the widening of markets
and the introduction of more compliceted eguipment.

Markets widened in two weys. With the general
development of specislisation and internsl commerce and
with the growth of urban populations, there was a widening
of internal markets. BMore important to native industries
wae the growth of export markets. 8Sines the introduction
of western cepitaelist industry was, to a large extent, a
pelicy of protecting the country's economic and politicsl
independence, the government was unwilling to risk that
independence by imcurring large foreign debta. The cost
of importing industrial potentisl hed therefore to be met
by a corresponding inorease in exports. For this purpose
Japan's native industries were eminently suiteble., Such
traditional products as raw sllk, textiles, ceremics, lacguer

tea and straw matting could he exported without much change
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in technique or much new capltal investment. It was

the need to preserve a balance in foreign trade which
first brought emall scale industry {at that time thought
of as "native industry") into the realm of government
policy.

In his "Kogyo Iken" { Policy for the
Encouragement of Industry ) 1885 and "Shoken" ( Obsser-
vations ) 1893, Mzeda draw attention tp the nezd for
promoting exporta of native products. Exhibitions and
researceh stations were set up by the govermment, and
producers' unions were formed to handle the inspection
and marketing ¢f exports. In 1885 the government started
producers’' co-gperatives for the purpose on z regional
bagis. In 1898 the first national crganisations for
dealing with staple expcrts were established. By 1510
there were 770 such organisatiocns, almost gll handling
exposrte of mative products.

Development of markets, ithen, was one
impetus towards the formetion of monufacture. The other
was the development of technique., In the field of
cotton spinning, no deubt stimulated by the competition
of imported yarn, the "Garabo" cotton spinner was
invented im 1073. It appearesd in the industrial
exhibition of 1877 and was wlidely used, particularly
in the 0ld cotton district of Mikewa, in the 1880%s

and '90%'a., In the silk reeling industry the introduction
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of the so-called "Agekae" reeler in 1880 made possible

a greatly increased cutput and enabled the peasant
ndustry to compete with the imported French and

Italian filstures. In weaving, new and more complicated
types of loom appeared. In the 1880's end '90°'s ¥Battan"
and Jacquaerd loome came into common use in the old silk
weaving districts of Kiriu, Ashikaga and elsewhere.

The widening of markets and technical
developments in the general context of a developing
commercial and capitalist economy led to a change from
peasant cottage production controlled by Tonya to what
may be called pessant manufacture. This change differed
from the corresponding dsvelopment in Europe in that it
did not necessarlly, or even usually involve the transfer
from peasant labour to free labour directly employed by
an industrialist. What is called "manufacture" in Japan
was usually cottage industry on a larger scale. Depen-
dence on the capitalist (Tonya) was increased by the
necessity of working with machinery and oftien material
supplied by him, but this dependence rarely reached the
point of becoming a wage labourer in the factory of an
Industrial capitalist. One reason for this is to be
found in the conditions of labour supply. For the same
reasons that the large lsmdowner found it more Profitéble
to rent lend in small lots to tenante at very high rents,

than to farm 1t himselr, the Tonya found that it paid him
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better to rent capitzl eguipment to peasant houssholds
and to have the work contrascted for et pisce rates than
to employ full time labour and engage in production
himself, In this way he could rely on effective plece
rates being kept very low by the fierce competition of
poor rural families anxious to obtain some supplement
to thelr income, however small. This tendency was
reinforced by ths sbeence in Japan of the nesd to set
up separate factories in order to take advantage of
steam or water power. The use of power was introduced
rather late in Japan, end when it did come, it usually
took the form of elesctric motors, which can be used in
a smAall home plant almost as well as in a separate
factory bullding.

| Two things are importamt about the develop-
ment of native industry in the YIndustrial Revolution®
period = the peculiar way in which manufacture was formed
and the fact that native industry reached the stages of
manufacture at a time when western industry and the
operations of finance capital were beginning to mssert
themaelves as the driving force in the Jeapanesse economny.

(43)
The position is summed up by Kajinighi ;-

(43) "Hihon ni okeru Sangyc Shihon no Keisei" (The
Formation of 1lndustrial Cepital in Japan),
ppe 26?"'8&
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“"Apart from rare examples in late
Tokugawa tlmes and a few in the early Mei]l
period, the formation of manufacture in Japen
starts from around 1887. This contradicts the
view sometimes put forward, which characterises
late Tokugawa times &s the age of manufacture.
In lote Tokugaws timss, particularly if one con-
glders the silk and cottonm industrles, in general
one can discern no more than the formation of
capitalist controlled cottage labour. The
processes of the Meijl Restoration were
esgential if this was to develop into manufactuare.
This usually involved the exzistence of a psasant
class expropriated by the drastic processes of
primitive seccumalatlion. Thus manufacture smerged,
gometimes gradually, sometimes rapldly, roughly
around 1887. Since this was the pericd in which
machine spinning and gther imparted‘machine
industries were being established, it is clcar
that the emérgence of manufacture did not result
in the formation of an *Age of Manufacture' in the
strict classical sense. Where large scsle industiry
had thus already developed, manufacture found 1its
path of development cut off and had to submit for
a long time to large scale industry. In this way

it took the form of so~called medium and smsll
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scale industry -« the characteristic feature of
Japanese caritalism,®
These are the aspects of Japan's industrial

revolution which are relevant to our study of “the
characteristic feature of Japanese capltslism”, namely,
the way in which menufacture developed and the fact that
it developed at the same time as large scale western
industry was being esteblished. By 1914 (by which date
the first phase of the industrial revolution is aometimes
taken as being completed) a dusl economy had come into
being. The resultant conflicts did not become apparent
until the next phase - the series of economlc crisee
known in Jepsn as the period of rationalisstion. The
exlstence of a dual economy was nevertheless something

new and important.

{ii1) Medium and small scale industry in the modern economy

As we saw in the preceding seetion, the intro-
duétion of largeQSGale industry in Japan did not immedistely
raise the problem of small industry in any acute farm.
Japan's experience in this respect contrasts with that of
Germany, where industrislisation very quickly raised the
gquestion of the future of smsall industry. Since the large
scele industries introduced into Japem in this period were

largely producing ™military" or "western" prodocts they
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did not compete at a2ll closely with native small scale
Industry which produced mainly traditionally "Japansse®
products.

Although there is some discussion of the
competition of large and emall industry in the litsrature
¢f the period, it is no more than an echo of the writings
of the German historical school and can have had 1little
relation to actusl conditions in the Japanese ecgﬁﬁéw.

On the whole, the period of the “Industrisl Revolution”,
that is to say, of the introduction of western jindustrial
techniques, was one of steady development for small scale
native industry also, which, as we have seen, reached a
highly developed form of manufacture in this period.

This development tends to e overshadowed by the much more
rapid and spectacular development of large scale western
industry, but is, nevertheless, real and importent.

This ie not to say that small industry
developed entirely undisturbed; but its problems wers
due far more to Internal competition within its own renks
than to the competition of large scale wsstern indusiry.

The nsw itechnology A4id mot so much replace the old as

(44) See Kamai, "Nihon Kogye Shi" {(Industriel History
of Jepen), Tokyo, 193b.
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form an addition to it, and, as already mentioned, the
0ld industries had still an important part té play in

this period insofar as they provided the exports which
paid for industrialisaticn.

By the end of thils pericd of initisl
industrialisation, {that is, roughly sround the first
World War) the position had changed significantly. Small
industry wee still very important quantitatively, but was
no longer the driving force in the eccnomy. At the end of

the Industriel Revelution pericd Japan was left with most
of its productive capscity crowded at the two extremes of
large concentrations of caplital at the one end, and very
small businessee at the cther; and elthough the latter
were numerically and in weorking populaticon the vast
majority, it was the former which toock the lesd in
procducticn and set the tons of the economy as a whole.

By the epd of the first ¥World War, aslthough
meny vestiges of & pre-capitelist economy survived, they
were largely superficlzl snd secondsry. Japan had developed
a cepitalist econonmy in the modern sense, firmiy controlled
by cepitalist principles. At this point; the problem of
emell scale induetry became & problem of the existence of

small scale industry {already thought of as “backward")

in a modern capitelist scciety, and it raised the question
of whether there was a permanent place for small scale

industry in further economic development.
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& number of factors tended to meke
contemporary sascholars enswer thie questicn in the
negative. In the first plece, there was the rather
etroog influence of foreign echolership. All the work
of the German historieal school seemed to indicate that
modern industrisl cspltalism was not a climate in which
small scale induetry (then thought of as hand and cottage
industry) could flourish permenently. At the same time,
Marsheliisn econcmic theory based on assumptions of
perfect competiticon and mobility of resources esemed
tc indicate that firms, like the famcus “tress ¢f the
forest”, either grow or wither, and that, with few
exeeptiona, small “backward" firms cannot compete
permanently with large efficient bupinesses. In point
of feect, neither conditions in Germany nor the essumpiions
of Neo-Clsssleal economic theeory corresponded in eny but
the vaguest way with sctual conditicns in Jépan at the
time. Their influenece on Japanese thought was, however,
no lese important for that.

Another factor which made Japanese wonder
whether smell industry had not ocutlived its usefulness
wes the changing character of Japanese exports. Whereas
the bulk of these had earlier been provided by small scale
native industry, a good proportion of the great increase

in exports during the war consisted of the preducts of



78.

large secale western industry. Thls =pplied particularly
to the demend of the Allies for war materials and cother
rroducts of the engineering industry and to the growth
of large scale cotton textile production for export. It
was considered that as large industry beceme established
it would provide at least sufficient exportis to settle
the import bill.

Finally, there was the growth in the scale
of =ome emall industries. The tremendous incresses in
demand during the war and the availabllity of slectric
power led to & rapld growth in the sesle of operations.
The spread of the use of electric power in particular,
while it favoured emell scale operations as such, on the
other hand, set the lower limit to scele somewhat higher
than that for purely hand production. More importznt, it
enormously lncreased the possibllities of growth for small
ostablishments. Whereas the gap between hand labour (or,
as in the case of sillkk filetures, the water wheel) and
gteem power was almost too great to be bridged at all,
the gap betweern a small electric motor and a larger
electric motor could be bridged in easy stages. The

following table shows how the use of power spresd.

/Table 9
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(L5)
Table 9 - Percentsage of Factories using Power by
pize of Factory

Year 31ze of Factory by Number of Employees

5=10 10-15] 15-30 30-50 | 50-100 { Total
1909 1l L% 30, L% 6L4.1% | 78.2% 28, 3%
1914 28.9 L9.1 76.1 87.8 L45.8
1919 L6.2 65. 1 85.7 192.8 61.3
1920 55,0 76.6 B3.5 | 9.5 65. 3
19291 75.0 83.0 | 88.9 92,7 | 96.8 Bi.5
1931 | 77.3 85.0 30,8 | b4 | 97.7 82.9
19331 79.9 87.4 | 91.2 | 95. 1 97.7 85.1
19351 B0.6 88.4 | 92.3 i 95.5 1 98.0 86,1
1936 | 81.4 89.2 | 92.5 5.5 | 98.0 86.8

From these figures it appears thel factories
employing over 5C persons (and to a lesser extent those
employing 30~50 persons) were mechanised mainly in the
period before the first World Wer. Factories of the 15-30
employses clags lntroduced mechenical power during the war
and small factories (5-15 employees) beceme mechanised in
the post-war pericd. It i1s guite clear that whereas the
pre=wer mechanlsetion of the larger plents was based on
steam power, ths post-war mechanisation of the smaller
factories was based on electricity. In 1909, for example,

only 10.8% of all power used was electriesl and this was

{(45) Compiled by Professor Komiyama from the Factory
Statistice of the Ministry of Agriculture and
Commerce and the Hinistry of Commerce and Industry.
See Komiyoame, op. cit., p. 13.
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(Lb)

concentrated in large engineering works., Pre-war
meechanisation in the smsller plents (5-i5 employses)
reflects the use of water power in the 8ilk reeling
industry. That the mechanisation of smaller plants after
the war reflected the increased use of eleciricity is

¢clear from the following table.

(L7)
Table 10 = Use of Electirlc Power by Size of Factory

. Percentage using Electric power as

Size of Factory power percentage of
total power used

1919 1929 1919 1929

5 -« 10 emiay-

ees TSP 4.9 8.1 8L, 6

10 - 30 # 65.0 86.1 £9.9 86,7
30 - 50 ¥ 85. 7 93,2 56.3 87.2
50 = 100 " 92.8 96. 8 59.9 96, 2
100 - 500  ® 97.2 99,0 56.3 G5.0
500 -100C¢ ¥ 100 92.7 65.1 93.8
Qver 1000  © 99. 4L 100 56.1 91.5
Total 81.2 81.4 58. 1 88,9

(4L6) See Ksmbaysshi Teijiro, “Nihon Kogyo Hattatsu Shi Ron®
{History of Jepsnese Industrial Development, Tokyo,
1948, Teble 12, p. 103 and Table 14, p. 109. The
source is the Ministry of Agriculture and Commerce
Statistics, Beries 26, 1909,

(47) Based on the Factory Statistics for 1919 and 19529,
Compare Kembeyashi, op, ecit., p. 174, Tebles L3
and L.
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The guestion of the future of small scale

industry in a capitalist economy was discussed at some
length as early as 1917 at the annual meeting of the

(L8)
Society for Sociel Policy. There seemo to have been
fairly general egreement that small scale industry would
either grow in scale or eventually be competed out of
existence. Medium scale industry (eay, 50-150 employees)
was regarded as already on the way up, as it were, and
attention was concentrated on the small plants, mainly
on cottege industry and urban by-employment. The problem
wes no longer one of "native® industry to be fostered as
a meang of earning foreign exchange. It was regarded =ss
2 social problem of relieving the worst features of small
gcale industry during a tremnsitionzl pericd in which it
would eitler grow or disappear. The emphasls was thus
mainly on the social problems assoclated with egmall acale
industry (particularly home industry, handwork and by-

employment) - on sweated labour, female and @ild labour

(48) Shakei Seisaku Gakical Wenji Talkaei 1917. See
Yamanaka, "Chusho Kogyo no Honshitsu to Tenkail
{The Nature and Development of Medium and Small
Scale Industry) Chspter 5, Section 3.
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and general conditions of work, rather than on small
scale indupstrey as a workable form of jndustrial
organisation,

The problem of medium end small scale
industry as a form of industrial organisation became
explicit in the szeries of cconomic crises which f'epllowed
the ending of the post-war hoom and culminatzd in the
world-wide depresgsion of 1529-31.

In spite of the prophecies of Japanese
cconomists and sgoclologists, small ascale industry
stubbornly refused either to disappear or to grow into
modern large scals industry, but went off on & line of
develooment of its'own. By the time of the financial
colliapee of Marech 1920 the character of medium and small
scale industry bad changed considerably, and these changes
beceme more pronounced throughout the troubled times of the
1920%'s. A large section hed alrveady lost the character of
home industry snd handwork and had entered the stage of
factory production, albelt on & small scale.

Just as the stage of menufacture appeared in
an unusual form, s¢ the type of small feetory producticn
which emerged Trom it was of & type peculliar to Japan.

Az we can relate the stage of "Capitalist Cottasge Industry”

to the Early Tonys System, and the stage of "manufacture”
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fo the 014 Tonya System of production, 6o we can relate
small factory prod%ﬁ;%on to the New Tonya System and the
Sub-contracting System. Whereas in the West, manufacture
did; in fact, either develop into independent industrial
caplitelist enterprise, or disapvear, the development of
factory production in Japsn {(cutside of government—
sponsored large scale western industry) was a strange sort
of compromisa,

Bmall factory production emerged in Japan
through thé mechsanisation and inecrease in seale of small
workshops generally under the control of commerclal
capitelists (or Tonys) but sometimes - particularly in
the engineering industry - in the form of cutworkers for
a large Tactory. This growth took place mainly during and
immadiately after the first World Wer. This perlod was
particularly favoursble to such growth for a varisety of
reasons, the most obvigus ¢f which was the general very
high level of demand both for home consuuption spd for
gxport. Just as important, however; was the attitude of
large scale industry to this great increase in demand.
BEstablished large scale anterprises regarded the lnerecase
g8 tempeorary and were unwillling to undertaske a programme

of capltal investment large enough to cope with the rise

{49) Bee below, Chapter III.
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in activity in their own sphere, lel alcne to enter fields
of industry new to Japan,‘s&ch as bicyeles,; sewing machines,
electric globes, rubber preoducts, knitted goods and various
metal products for which o demsnd (both home and export)
arpgse in Japen at this time. A large zrea was thus left
open to those outaide the charmed circle of large scale
industry - namely to small and medivm factory producers.

The influence of slectric power in this
develcopment of small business has already been mentioned.
fmother important factor of a permissive kind, which con-
tributed to the growth in scale of some small scale
industry, was the prosperity of the rursl poepulation.
Since ease of entry is a feature of Japanese smell business,
the pressure of excess rural population normally means that
an increase in demand is usually filled by an increase in
the number of firms rather than by the growth of existing
firms. The high prices of riece and raw silk (the two main
cask crops) brought comparative prosperity to the rural
population and tended to remove this pressure to scme
extent. V

The stage of factory production which "mative”
{25 opposed to "introduced") industry reached at this time
had, as we heve said, some peculiar features. What

emerged were not small but sturdy and indepsndent industrial
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capitalists of the ninsteenth century English typs. Ho
‘process of competition and inmovation promoted some to
the ranks of big business, while reducing others to
bankruptey and failure. Although the technique of
production beceme that of the factory system, the form
of industrisl organisation retained many features of
manufacture, and even of cottage industry and the putting
out system. Just as Japanese mapufacture remained under
the contrgl of the external comnercial capitalist = the
Ionys = 80 small factory industry was un=ble to free
itself from this external contreol.

This extsrnal control took two main forms
which will be described in greater destail in the following
chapter. On the one hand, the unwillingness of large
factories to increase thelr capacity and their preference
for letting cut to small factories that part of their
orders which they could not £ill from their own capaclity
has already been noted. This greatly increased the nwibers
of small factories (mainly unspecisllsed engineering work=
shops) which were dependent on large scale industriel
capital for their successful c¢peration. This form of
industrial orgsnisation we call the "Sub-contracting

System of small factory production.
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On the other hand, those formser outworkers of
the Tonya who had now become the owners of smell factories
might have been expected to have become independent.
Although they attempted 4o do so, few were gble to stand
en their own feet. 1In the process, however, the Tonya
system underwent a considerasble changs., At the suggestion
of the government, many of these small factories organised
themselves into industrial associations (Kogyo Kumiai)
under the law of 1325, These were co-operative unions with
some elements of certel-like control, but nc powers of
compulsion. Their main intention was to introduce some
element of order and organisaticn in the export industries.
The law setting up thess assoclations expressly excluded
all who were not engéged in actual production, with the
intention of deing away with the Tonya. In this, however,
it was not successful. The Tonya set up small factories
of their own {usually for preliminary processes, packing,
etec. ) and thus became eligible for membership of the
industrial assoclations which they soon came to control.
It ie this growth of the Tonya's outworkers into small
mechanised factories and the participation of the Tonye
themeselves in the process of production which detinguished

(50)

the Few Tonye System from the 0ld Tonys System,

(50) See the next chapter.
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Thps, the prophecies that small scale
industry would either grow into large scale industry or
disappear, have not been fulfilled. On the one hand,
although a large part of Japanese native indusitiry has
now passed through the stage of manufacture and reached
the stage of factory production, there has been very
little development of independent industrisl capital
outside a numerically small group of large scale "western"
undertakings. On the other hand, small scale industry has
shown no noticesable tendency to disappear.

As late as 1935 a foreign observer decizlgd H
"In Japan the importance of small industries 1s declining.
The number of smzll industries will diminish and they will
finally dissppear and be replaced by large undertakings
where satisfactory conditions of labour prevail as a
natural consequence of centralisation and mechanical
progress.” Why has this not happened? Meurette and the
earlier Jepanese scholars based their predictions on the
experience of European countries. Clearly the lessons of
this experience do not apply to Japan, nor, when the
differences in the timing and circumstances of industrial=-

isation are considered, 1s there any reason why they should

(51) Fernand Maurette, "Social Aspects of Industrial
Development in Japan', I.L.0. 1935.
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be expected to do so. Western methods of large scale
factory production were introduced late into Japan, when
they had already reached a high stage of development,
the result of many decades, perhaps centuries, of sleow
growth. This advanced form of industrial orgenisation
was introduced into an ecconomy predominéntly sgrerian,
in which almost all production was in the form of pessant
cottage industry. This is the context in which the problem
of Jepenese medium snd small scale industry has srisen.
The object of this chapter has been to throw
light on the nature of medium end smell scale industry snd
its place in the Japasnese eccnomy bty reference to ite
origins and development. Its origins have been sought
in the pnative Japanese economy, and its development haa
been showin tc correspond with the development of the native
economy itself. This development, slthough strongly
influenced by the introduction of western large scsale
industry, is sharply separated from it. 4By the end of
the first World War at the latest, the problem of the
future of Japanese small secnle industry was not how it
could develop into modern independent enterprise zfier the
clageical model of English industriel develeopment. In
Jepan, modern industry was already in existence and by
that time had a firm grip of the country's industriel

syctem. The problem for amell scele industry was how to
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it iteelf into sn industrial structure already dominated
by a group of large scaele industrisel undertakings which
themselves had no tradition of growth from any sarlier
form of industry in Japan. This is, perhaps, the basgic
difference between the position of medium and small scale
industry in Japan and its position in, for example,

Englend cor Amerdcs; and, in conjunction with differences
in the supply of lebour end capitel, helps to sxplain many
of the peculiarities of recent Japanese indusirisal develop-
ment.

Since the object of this study is specifically
medium end small scale industry, this sccount has avoided
treating the modern sconomic development of Japan as the
develcpment of large scale western industry snd the
formation of large finaneciszl groups, in which small scale
industry, for some rether obscure resson, perversely refuses
to disappear. On the contrery, we have tried To explain
the structure of Japanese industiry in terms of the develop-
ment of the mein body of indigenous Japsmese indusiry,
vitelly affected by the impact of western industry and
subject to its increasing control,; but nevertheless
developing along lines of its own. We have seen this
develop from production by peassnts for their own use

{(and by artisens to order) into cottage procduction for a
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market, under the direction and control of the early

Tonys (lamdlords, money-lenders and merchents). We saw,
roughly around the period in which western industry was
belng introduced, the emergence of mesnufacture vnder the
"0ld Tonya System” = still scatiered in cottages end

under the control of commercial capltal, but with minute
division of lsbour and a compllcated orgesnisation.

Finally, we saw (while large scale industry wes entering
the stage of monopoly finence capltalism) the mechsnisation
of small scale industry snd the emergence of medium and
small factory production, atlll unahble to free 1tselfl

from dependence on outslde capltal - either commerciel

(the "New Tonys System™) or 1ndustrial (tte "Sub-contracting
System") - and 8till preserving many features inherited
from earlier stages of development. 1In the next chapter

we shall see what forms medium and smell seale industry
has evelved in the process of adjusting 1tself to the

modern industrisl l1life of Japan.
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The Anatomy of Mediuwn and
omall Scals Industry

In the preceding chapter we discussed the
nature of Jepanese medium and small scale industry and
its place in the Japanese economy by tracing its
gvolution from pre-Restoration times to the end of the
1920's, Although there have been structural changes in
the Japanege economy since that time, the structure and
organisation of mediwr and small scale industry have
remained basically the same, Whereas the earlier
development of smell scale industry was treated as an
integral part of Japanese cccnomic development as a
whole, 1ts experiences under the war sconcmy and in
the post-war period sesmed to reguire a somewhat
different treatment and will, thersfore, be described
in a later chapter.

In this chapter we approach our problem
from 2 different direction; namely, by studying the
forms in which medium and small scale industry exists
now, and in which 1t has exigted more or less unchanged
since the 1930°s. Peculieritieas of warime organisation
and post~war changes of detall are, for the sake of

convenlence, postponed to the following chapter.
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The heterogeneity of medium and small scele industry
and the need for classification were emphasised at the
outaet of this study and & schamne of classification was
indiceted, based on the degree and nature of dependence
on outside capital. Mediwn and small industrial enter-
prises were divided into thres main groups = those which
are relatlively independent of outside capitsal; those
which are depsndent on comnercial eapital; and those
which are dependent on externsl industrial capital.

The second group - those which owe their existence to
their dependence on commereial capital - was further
divided into the "Early Tgnya System®, the'™ld Tonya
System" and the "Hew Tonya System".

We have seen how and in what sort of
economic environment esch of these types of 1ndustrial
organisation evolved. These dilfferent types of organ-
isation and the way in which they work must now be
described. This chapter will be, im fuct, & description
of actual conditionssin Japanese amall-scale industrizl
egtablishments and the way in which they work in the
framework of the modern Japanese industrial gystem ae a
whole. In using statistical material in this context,
one mast Inevitebly deal with averages which may sometimes

be misleading. In ss many cases as possible, therefore,
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actusl examples of what may be regarded as typical cases
are glven wherever their inclusion ean help to clarify

an impression or f{o complete a2 picture.

(1) Independent forms of medium and small scale industry

The term "independent” as applied to medium
and small scele lndustry may have either of two meanings.
Cn the one hand, it may mean that an industry as a whole
is carried on in small units independent of the competition
of large scale industry. On tha cother hand, it may refer
to the independence of a single firm from control by
capital extéernal to the firm itself,

Many examples may be found of independence
in the former sense, The weaving of sllk and artificial
silk, some cotton, lacquer wars, cloisonné and animal
and vegetabls products are all industries organised on &
small scale which, for various reasons, are not subject
to the campetition of large secale industry. Various
factors may explain the absence of large scale competlticn.
The nsature of the raw material may make large sceale
operations dirficult, for example, animal and vegetable
producis, the fishing industry and some other foodstulfs.
Ageln, the nature of the demand for the products of an
industry may limit the scale of production. For example,

the limited nature of the demand for some high-grade
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pottery or for such things as good guality Chinese-

style writing brushes, makes mass production impossible.
Extreme variety of demand, as in the case of silk

texfiles for Japanese dress, toys, household pottery

and other articles of Japansse household use, makes

large scale production impracticable. The same con-
sicerations apply where demand fluctuastes widely over
time, either seasonally - e.g., fans, calendars - or
because of fluctuations in business conditions, as is

the case in many small scale industries manufacturing

- special lines for export. Again, large scale production
mey be difficult because of the nature of the technigue

of production, which, as in the cases of damascene,
cloisonne, bamboo and wooden products, makes mechanisation
Aifficult. Moreover, since asccumulated industrial capital
in general is particularly limited in Japan and its
marginal efficiency is very high, it tends to be employed
first in those fields which, while otherwise sulted to
large scale production, also offer the highest returns

to capital. Many industries which could be, snd in more
advanced countries often are, carried on on a large scale,
do not offer returns large enough to tempt large scale
capital 1n Japan. Large sectors of industry are thus

left, for the time being at least, to medium and small
scale 1ndustry, "independent” of direct competition from

large secale capifal.
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If Yindependence® is taken in this sense
most Japanese medium and smaii s¢ale indusiry is
independent, since it rarely competes directly with the
products of large-scale industry. Even where both large
and small firms exist in the same industry, dlrect com-
petition is rare. Either the products of small producers
are surficiently different from those of the larger firms
to make the markets for the two types of products almost
completely separate; or, the smaller producers are com-
plementary to the larger, as in sub-contracting. Where
a genuliue case of dipect competition is found (the
elesctric lesmp industry is perhaps a good exampls), ths
co-existence of large and small firms in competition is
generally based on the existence of two or more optimum
gcalss of productlion. It must be emphasised, howsver,
that such direet competition is rare.

Since the majority of small seale industiry
iz independent in this sense, and since the existence
or absence of direct competition is not always a good
indiecetion of the ability of small enterprises to stand
on their own feet, we prefer tc use scme such terms as
"oompetitive® and Ynon-competitive' to describe this
relationship, and to use the term "independent" in its
second sense, that is to say, with reference to the

independence of & single firm from conirol by ocutside

gapival,
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Dependence and independence in this sense
are relative terns. No firm is completely independent
of externel Torces, hut this dependence may he more or
less obvious. Bmall manufacturing firms which have direct
access to markets both for materials and for products and
can operate in those markets free from interference and
repression, may be regarded as independent for our purpose.
Pew small firms enjoy this kind of indepsndence in Japan.
Those which do are of two mein types. First, there are
those small artisane who manufacture directly to the
order of the consumer, In this category are tailors,
seamstresses, some Jyers, shos-makers, visiting-card
printers, a number of food trades, carpenters and various
repalr workshops. Small manufacturlng establishments of
thie type are familiar to almost everyons and are by no
means peculiar to Jepan. In fmet, this type of firm in
Japan differs so little from similar firms in more familiar
countries that it hardly requires detailed description
here. The 2cale of cperations is typieally very small,
ususally one man assisted perheps by some of hils family
and occasionally an apprentice. If an apprentice is
employed, he vary likely lives on the premises and 1s
treanted as one of the family, As a rule, very liﬁtle
¢apital is required, alihough in the case of a bhaker or

a printer, capital may amouni te a few hundrsed pounds.

The typiczl egtablishment consists of a small shop with
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the workshcp behind it. Living quasrters are sither
upstaire or in the rear of the premises, There 1is
seldom eny attempt to separate the accounts of the
business fron household accounts., There is very little
opportunity for innovation and little prospect of growth.
These small mamifacturers working to the corder of
individual consumers exist in Japan for the same reasons
ag they exist in other countries, As 1w other countries,
their numbers havé declined with the development of resady
made goods, The smith and the tinker can no longer com-
rete with the variety of goods offered by the retail
irommonger and, as elsewhere, the bespoke booimaker finds
inecreasing difficuliy in competing with the retatler of
ready-made snoes.

The second group of independent small manu=-
Tacturers 1s of quite 3 different kind. These ave flirms
which produce some kind of specialty Tor which the demand
is limit?d and in which the independence of a particular
firm is protecied by a special position in the market.
This special position may amount Lo a monopoly and may
be based on the age and préestige of a firm or on the
poseesalon of patent rights or secret processes. For
csxample, & cértain firm makes Japanese-style tobagco
pipes. This firm is of such age and prestige that its
brand bas beecome almost a synonym for the product. In

addition, it is said to0 possess a irade secrel which
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enables it to produce a supsrior product. Another firm
produces a c¢sertain type of pickls and heceuse of the age
and prestige of the firm and the wide reputation of ite
pickles, enjoye 4 special position. A rather different
example of a firm enjoying the same kind of special
position as a result of the possession of patent rights
is provided by a medium~-sized firm which spscialises in
communications eqguipment, in which field i1 holds & number
of important patents. The medium-sized firm 1s thus able
to ramain independent, althougzh the communications equip-
ment industry as & whole is tighily conirolled by a very
gmall number of large cCongerns.

We have said that independent mediuwn and
small manufacturing establishments are rare, but it should
be remembered that 1t is not s¢ much a statement of fact
ag 2 judgment of how independent an enterprise must be to
mérit that descrlptiocn. Sinece it 1s dependence which is
the imporiant cheracteristic of medium end amall scals
industry in its relations with the economy as a whole,
we have deliberately set the standard of independence
rather high. The important faet is not that some small
establishments are independent, and the important guestion
is not whether there are somowhat fewer or somewhat more
independent small firms. Vhat is far more important for

our study is the proposition that medium and smell scale
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industry as a whole occupies & dependent position in the
Japanese econamy. Thalt the nature and degree of that
dependence varies greatly will become clear from the

following descriptions.

(ii) Dependence on commercial capitsl

(a) The Barly Tonys System

Those forms of organisation under which
medium and small scale industry is dependent on external
commercial capital are known a&s the Tonye syglgm. The
essential feature of the Tonys system is that a2 commercial
capitalist stands between the small producer sand the
merket for his product and often between the producer and
the market for materials as well. The degree of isolation
0of the producer from the market varies, and the control of
the commercial capitalist, or Topya, over the small pro-
ducer may be reinforced by other factors, but essentially
the dependence of the small producer 1s based on the
Tonya's position between the producer and his markeis.

Although there has been scme tondency towards

dependence on industrlal rather than commercial capital

(1) See above, Chapter I.
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over the last two decadea,&the mejority of Japanese
medium and small industry is still organised in some
Torm of the Ignya system. The Tonys system may bhe
conveniently divded intc three types corresponding with
the three stsges of the development of “"Japanese"
industry. Corresponding to the early stage of peasant
cottage production for a market i1s the "Early Touya
System”. Corresponding to the stage of manufacture is
the "0ld Tonys System™, and corresponding to the stage
of emall faectory production is the “"New Tonya System”.

Since the early Tonys system has been
mentioned in conmnection with the historierl evolutionm
of medium and amall scale industry, and since something
liks it still survives here and there in the Japanese
industrial economy, it should be described briefly here,
although it is now quentitatively urnimportant.

The early Tonya system is distinguished from
later forms by the fact that production has not yet
reached the stage of manufacture inythe technical sensa.
Where 1t still exists, it is based on the part-time labour
of peasants in thelr own cottages, and no outside labour
is employed. The products are usually very simple and
require no tools not avallable to the average farmer.
Sipce the production processes are simple there 1s very

1ittle division of labour.
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Under the Jepanese system of agriculturs,
there is considersble seasonal fluctuation in the demand
for agricultural labour. During most of the year only
half of the agricultural labour is employed in farming,
and in January there is practieally no agricultural work
gt all. In M=y {(the rice planting season), August and
September (the harvest time), on the othsr hand, there
is metually = ahortage of agricultural lsbour. Un the
average, the agriculturasl population is employed for
perhaps 185 days per ;gar. Bince agriculture doss not
usunlly yield a reasonable living to farming families,
most engage in some by-employment in the intervals of
agricultural work in order to supplement their cesh
inccme. This by-ecmployment 1s stlll sometimes organised
on the early Tonya system, much as it was in the
eighteenth century.

The farming family producer some simple
product, such as straw sandals, wooden implewments, bamboo
producte or 8ilk braid, or performs some lebour intensivé
proceas, such as "tied and dyed" work (known as shibori).
Materlials are either agricultural products produeed and

worked up by the peasants themselves, or ars provided by

(2) Dr. Nasu's esstimate. See Takahashi Kamskichi,
"Gendal Chusho Kogyo Ron" (The Theary of Modern
Medium and small Seale industry) Tokyo, 1936;
Pps 150~151, See also Nasu, "Land Utilisation
in Japan", I1.P,R. 1929.
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the Tonyd., The Ionys 1s probably & logal merchant or
‘perheps & well-teo~do loeal farmer who employs his stock
cf capital in organising this sort oif lecal peasant
industry. In elther case, the Tonye takes no active part
in the process of production. His activity is limited to
the selling of the produce and (sometimes) the provision
of materlials. The Jonya pays the peasant workers by
rilece rates, His control cver the peasant producers is
based on his speclal position as the only link between
the producers and the markets for the products and
sometimas for the materials as well. The peasants must
engage in some by~employment to supplement their agri-
cultural income and are in no position to refuse even
very low rates of payment for their work. The Ionys
himselt can thersfore determine, unilaterally, the price
of the peasants' labour, and piece rates are consequently
lowe

Several factors contribute to the gradual
disappearance of the early ITonys system of indusiry.
The demand for its products, which are typically articles
of Japanese consumption, is declining as Japanese daily
life becomes more and more westernised. With the spread
of the use of power and lmproved techniques, the gphere
of simple hand prcdéuction 1s steadily contraciing. If

the long-term trend of rising sgricultural incomes

continues, the incentive for fermers to engage in such
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unremunerative work may be expected to diminish.

Already few examples of simple household hend production
remein, and with the genmeral development of the economy,
the trend away Tfrom the pre-manufacture methods and
organisation of the early Ionya system may be expected

to contimne.

Dependence on comnmercisl capital

{b) The Cld Tonya System
Wuat 1s hers called the "01d Tonya System™

of production corresponds more or less to the stage of
mapufacturs as it appeared in Japsn. It will be remembered
that Japanese manufacture was ~ and insofar az it survives,
8111l i8 ~ of a rather different form to that familiar

in the West. Ewen though peasants lost their land, they
continued to engsge in agriculiure as tenant farmers on
small holdings tc a greater extent than, for example, in
Bngland. The early Tonys system was based on the necessity
of these small tenant farmers to supplement their agri-
cultural incomes by engaglng in some industrial activity
which would still allow the peasant family unit to aontinﬁe
t¢ enzage in agriculture. This meant in practice that
ingg?trial actlvity was largely carried on in the workers'

homes. Sinece this kind of home industry was regarded as =

(3) The aliernatives were for the workplaces to be near
the workers' homes {e.zg., silk filatures), or for
a member of the family to go away to work for a pericc
of time (e,g., the recruitment of girl workers for the
eoctton spinning industry).
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supplement to the family incone rather than its main
source, the Tonya felt no obhligation to provide a living
wage to those who were, for all practical purposes, his
employess. It was, therefore, in the interests of the
Zonye to retain the system of home industry as long as
possible, since it released him not only fram fthe
responsivility of maintaining his workers, bhut alszo

from the necesgity for fixed capital investment in
buildings and eguipment. The system of home industry
was, therefore, retainsd, but organisaticon and technigue
developed considerably.

The old Tonya systenm 1s distinguished from
the earlier form by greater specialisation and division
of labour, by proviegion of meaterials and working capital
by the Tonya, by an inefeaae in Tull-time lebour, and,
in some cases, by the employment of epprentices and
journeymen by the head of the outworker fanlly (not by
the Tonya himself)., Conditions wery greatly from industry
to industry, but on the whele the labour is of poor

quality, wages are low and conditions of work are bad.

Three main types of 0ld Tonys system industry

can be distinguished according tc the type of labour

employed. The first type is based con the part-time labour

of peasants in areas which are either poor agrizulturally,

or which posgess speclisl advantages for a particular
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industry. The second type uses the pools of low grade
labour avallable in the poorer districts of large cities.
The third type 1s based on the labour of master craftsman
working in atsliers attached to thelr dwellings, and
employing an apprentice or two.

The use of peasant cottage labour under the
0ld Tonya system is most common in the hand-woven textile
industry, but it is also found in a variety of other
industries,

The manufscture of silk and cotton textiles
for Jepenese consumption by agricultural families is wide-
spread in Japan, but is most comnon in Gumna and Ibaraki
Prefectures and in Hakate and Kagoshima in Kyushu. Hand-
woven cotton textiles mre manufuctured in Kurume and other
districts of Kyushu and in Shizuoka Prefecture.

The weaving of silk in the areas around Isezakil
and Ashikags in Guwmna Frefecture is typical of the by-
employment of farming families in districts which are poor
from an agricultural point of view. The weaving is done
in &8 room or shed attached to the farmer’s cottage. The
Tfloor is of earth and lighting 1s usually poor. Fower
locas are now becoming common but many hand looms stilll

(L)

survive. This area produces a large amount of raw silk

(L) Even in 1949 there were 117,646 hand looms &s against
only LL4,7671 power looms engaged in the production of
narroyw width sllk and artifiecial silk textiles for
home consumption. See Chusho Kigyo Cho (Bureau of




and the farmors originelly wove silk produced and spun
by themselves. Thls is no longer the ecase, since the
regling and epinmning of silk is now a speclalised
industey organlsed on the factory system. There are
tﬁo types of esteblishment. One is known as Hataya or
Orimggo, and these weave on thelir own account to the
order of a local Ionya. The other is variously known
as Chimbata or Debata and these weave (for plece-wagses
only) to the order of a Hataya. While the distribution
of the preduct 1s in the handa of the Tonya, the Hataya
or "Weavers" éontr@l the process of production. The
Hataya are enpgaged full-time in the industry. They buy
yarn from a silk merchant (often through an intermediary
known as Nakagai) and put it out to be dyed and sized,
Some of thls yarn is woven by the Hatsysm themselves, but
moet of it is put oul io Tarmer-weavers (Debata) to be
woven for piece-wages., The woven cloth is collected by

the Hataya who sees to the inspection and finishing and

Medium and Small Business) "Kore ksrs no Chusho
Kigyo" (The Future of Medium and oSmall Business)

TOkFU,ig)-}g; Pe 2315

(5) These are sometimes known as Qrimoto and sometimes
as Hatsya. If there was once & dlstinction it
seans to have becane blurred znd the terms are used
practically interchangesbly. Possibly those which
weave more on thelr own account should be gallsed
Hataye and those which put out most of the yarn
should be crlled Orimoto.
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s€lls to the loesl Tonya. The Tenya in turn sells the
sloth to merchants ln the centres of consumption or to
department stores,

With the imtroduction of power locms thils
sysiem tends to shade into the new Tonya system, and it
is not easy to draw a hard and fast line between the old
and new systems. In general, the old system corresponds,
8¢ already mentioned, wita mapufacture and the new Tonya
system with smell factory production using powsr machinery.
In many industriss the difference 1s obvious snough, hut
in the weaving industry the distinction becomes rather
blurred, Although the use of powsr macninery 1s a
characieristic of the new Ionya system, the uss of one or
twe power looms by & peasant fanlly can hardly be regarded
as constiltuting & factory.

The production of wicker trunks in Tamba and
of paper umbrellas in Gifu provide examples of strongly
localised peasant production under the old Tcnya systen.

The Tonys provides the materials (bamboc and paper in the
| case of the wsbrells ipdustry) aand puﬁ;them out to peasant
households which speclalise in a particuler process. One
fanily may split the bamboo; another cuts the papsr to
shape; another makes the handlses; another assembles

the frams snd yet another attachas the paper cover to the
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frame. In busy times the families wheo receive work from
the Tonya may, in turn, put out some of it to friends and
neighbours.

In the above examples, the o0ld Tonya use the
excess labour of peasant fanilies unable to earn a
livelihood sclely from their small plot of land. In the
same way, families in the pcorer districts of large cities
are able to supplement their incomes by accepting work from
Tonya. The typical Japanese slum consists of long terraces
(Nagaya) of small tenements built right up to the street.
Bach tenement consists of two - sometimes three - rooms,
of which one does duty for a workroom. Very often the
workroom is also used as a living room. Because the
windows, particularly in western Japan, are usually
covered with wooden lattice, the lighting is poor.

In general, the organisation is similar to
the cases elready quoted. The Tonye or "maker" as he is
now sometimes cmlled, buys materials and puts them out
process by process to outworkers who are usually atiached
to one Tonya or, at the most, to two or thres. These out-
workers are engaged full-time in the industry. Often
whole streets are engaged in such work for a single Tonya.
0l1ld people, women and children form the bulk of the lsbour

force, since able-bodied men can normally earn a better

wage by working in fectories or as day lsbourers. The
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simpler processes reguirinc no special {ools and little
special skill are put out either by the Tonya directly

or by his full-time cgutworkers to cthers who do this work
only as & by~employment. It is not uncommon to find high
school studsents accepting this sort of part=-time work 1o
help to pay for their education. One may even Tind civil
servante and bank clerks émplcying thelr evenings 1ln this
way, (o supplement galarlas wnich have not kept pace with
the rising cost of iiving.

The manufacture of Japansse folding fans in
the poorer suburbs of Nagoys City may be taken as a itypical
example of the o¢ld Iouya system in an urban ggga. The
Japaness Folding fan consists of bamboo ribs and & paper
#ground”, and is manufecture is divided intc about nine
main processes. One Tonva, or "Fan Maker, in Nagoya puts

out work to 240 households as follows :-

Eaper
te Pasting of paper to make 3-ply
paper and rough ecutting out {4 Households)
2. Painting or printing of designs (Lo ")
3. Folding {25 o)
Le Trimming and edge gilding | {3 * )

(6) This description of paper fan production is based on
versonzl cbservaticn in December 1952,
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Bamboo

5, Making rib blanks (cutting, _
splitiing and shaving bamboo) ( & Households)

6, Rib-making {boring, shaping,

polishing snd staining) (100 i )
7. Riveting ribs (15 " )
8. Shaving down rib points { 20 " )
Aasembly
9, ¥itting bamboo ribs to
paper "ground" ( 25 N

10, Inspeetlon, attaching
accessories, packing Done by Tonya)
In this particular case, the Tonpya does not

rut out the making of a fan as & whole, but passes oh the
geoods in process from one set of outworksrs o the next,
Not all processes require the same degree of skill.
Process 1,; for example, may be performed by pari-iime
iabour, even by school children anxious to esern some
pocket money. Frocess 2, on the other hand, regquires a
good deal of skilll and sometimes real artistic ability.
The fitting of the bamboo ribs to the paper ground =
process 9 - requires great manual dexterity. The best
workers in this department are regarded as the virtuosi

of the industry and sern comparatively high wages.
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Both full-time and part-time workers are,
therefore, emplcyed. FPart-time workers recuire no
special machinery or tools, but full-time workers may
use simple presses or punches. These tools may be bought
by the workers themselves or they msy be rented from the
Ionya. Alternatively, the Tonya may lend money to the
workers to buy equipment. This supposes a fairly strong
connéction between the cutworkers and a particular Tonys.
This is, in fact, the case, end outworkers sre usually
atteched tc one, or oceceasionally two, Tonya. The Tonya
expecte hig workers to perform his work in preference to
work put out by others, but if he has nc work to offer,
his outworkers may accept orders from elsswhere,

The Tollowing chart shows the organissticn
of the fan ipndustry, and is typical of the 0ld Toaya

system in an urban area,



The 014 Tonyo System in the Paper Fan Industry

Chart Ko, 1.

Exporter
Supplisr of .
Materials - e
- TONT AN “Rolesaier
“:ﬁaterials ins§ectiﬂh-vhw
~, =~Hetailer Consumer

and Packine

Part-time
° Cutworkars
o 3\
-
- Full-time
\J Cutworker
Full~time Full-time Household
Qutworker Cutworkar
Household HEousehnld
Fart-time Part-time
Cutwerkers

Outworkers
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The heterogeneity of Japosnese small scale
industry, sven within & comparatively amsll category, is
well illustrated by the -structure of the geis thong
industry in Asekusa, one of the poorer industrial |
suburbs of Tokyo. Geta are a type of wooden c¢log, and
are the traditional everyday street footweer of the
Japanese, The thongs (hapao) consist essentislly of
a piece of thin rope or cord, covered with velvet or
other cloith, leather or plaesstic material.

The mamfacture of these thongs ia carried
on under the old Tonya system &nd, like the paper fan
industry, is based on the cheap labour of city slum
dwellers. The industry is orgenised on three different
systems which represent three different ways in which
manufacture (in the technical sense of the word) has
developed in Japan., Under the first system, which one
suspects represents the sarliest development, the Tonys
gimply provides materials, and scmetimes tools, and
himself takes no part in the process of manufacturs.

The materials are put out to an ountworker who undertakes

the whole of the mapufacturing process. This men then

{(7) This descripticn of the geta thonz industry is based
on Chusho Kigyvc Cho, Shinko-bu, XKoho-ks {Informaticn
Section, Promotion Depariment, Bureau of Medium and
Small Buainess) "Hanpao Seizo Gyosha Keiel Jittai
Choga® (Survey of Dusinese Conditions among Gets
Thong Froducers) October 1951, and 21so on personal
observation in Cctober 1952,




114,

performe somé of the processes himself (usually finishing
only) and in turn puts the rest out one by one to other
outworker households. He then delivers the Tinished work
to ths Tonya =snd receives plece wages of so much per
hundred pairs. Of the 53 gets thong Tonya in Asashlusa,
eight operate in this way.

Under the gscond system the Tonya himself
takes some part in the productive process, usually cutting
out, and oceasionally finilshing as well. The other
processes ~ sbout nine operstions are lnvolved altogether -
are put cut by the Tonya dirsct to the outworkers, either
full~tima workers or to those who accept such work as &
by=-employment (factory workers® families and unemployed
persons ). The Topya himself in this case employs three
or Your workmen directly in his owz estabhlisbment. Out~
workers sre nearly always one-man establishments WitF8)
perhaps some help from members of the outworksr's faﬁily.

As in the fan 1ndustrf,)a full-time outworker normally
S

works for only one Tonya.

{8) o0ut of 183 outworker households in Asslkusa 102 are
cne-nan estaeblishmente and 78 consiet of two members
of the same family.

(9) In Asakusa 202 out of 251 full-time outworkers work
Tor only one Tonye and 41 work for two.
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Under the third system the Ionys makesa the
gntire articls in his own workrooms and In this cass may
employ from 6 to 10 workers directly. This system is not
very usual, agd only 7 of the 53 Tonye in Asakusa operate
in this wey, as opposed to 38 who operaie on the second
systeam,

This sxampls of the geta thong industry has
been quoted to show fthe varieiy of organisational forms
which exist under the o1& Tonya system. These thrse types
apnd various combinations of them can be found in many other
indusiries organised on the old Tonya system and using the
pools of cheap lsbour avalleble in poor wrban districtis,
The mamfacture of match boxes, pencils, brushes, paper
boxes, some toys, garments and many other articles is
carried on 1n the same sort of way s6 in the examples
guoctad,

Rather different from the ghove examples as
far as the itype of lsbour employed is concerned, 1s that
group of industriss in which master craftesmen and artisans
work under the contrel of a Tonya. In this category are
the mapufacture of damascensg were lacouer, cutlery, soms
geramics and other producis which reguire special skill o
artistic ahilitﬁs Suech industries may be cerrisd on in

gither urban or rural sareas, depending op the nsture of

the raw material, but the worksrs are craftemen, and not
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casual peasant or slum labour, The Tonys may be a merchant
pure and simple, or he mey be a master craftsman himself.
The corgapisation of the industry varies according to the
nature of the Tonys. If 2 macster erafisman is himselfl
Tinanecivlly strong enough to ect 23 a Tonve, and to sell the
proaﬁet in the centres of consumption as well as organislng
the manufacturing process, there is no room for & purely
comnercial demler hetween the mapufacture and the marketing
processés. If, on the other hand, there are no masier
craftsmen with sufficient finsncial s trength and market
contacte to handle marketing themselves, there is o function
for a "production centre Ionye® and so ancther step is
intreduced into the orgenisation of the industry. The
“production centrs Tonya” acta as ths link beiween the small
producers and the national or overseas markeis.

As sxamples of the old Ionys system in & skillied
craft industry we may take the manufacture of cloisnnn§1é?
Shippo Mura apd the mamufacture of damascene ware in Kycto.
In the first esse, sales arse made through “production centre
Tonya". In the second, certain masiter crafismen themselves

ot et

rerform the functions of Tongya.

{10) These descriptions are hased on peracnal observations
made in December 1952 and Janusry 1953 respectively.
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The mamfacture of cleoisonne conslets of
gight processea each normally earried cut by 2 specialised
workman. Pirst, the article - perhaps & vase or box - 18
designed by an ertist. Then the body is mads from copper
or alloy sheet, The dagign is then transferred to the
copper body. Ower the lines of the design, metal wire is
applied to fTorm little dividing walls betwesn sections of
different colours. The making of the enamels 1ls a separate
process. Painting with snamel and firiog in & kiln form
the central part of the work and the workshops which perform
them are in & position to contrel preoduction as a whole,
When the enemelling has been repssted a sufficient number
of times, the surface is polished and metal fittings are
attached, 0O these eight ssparate types of craftsmen only
one type - the enamellers -~ work on their own account
directly to the orders of & Tonye. The rest perform one
process at plece pate wsges on materlals put cut to them
by the esnsmellers. The labour Toree is composed of trained
craftsmen apd epprentices. PFomily and casual part-time
labour are rarg.

It shculd be poticed that the ensmellers
cececupy &8 special peosition in this industry, enalogous to
that of the Orimotc or master weavers in the silk weaving

industry. The lacguerers occupy 2 very similer position
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In the lacquer industry, contrelling production and

forming Ehe)link with the producti markets through the
11

local Tonyae.
In the case of the manufacture of damascene

ware in Kyoto, one section of the trade is in such a strong
positicn that the local Tonya has dropped out altogether.
Two or three master craftsmen, and one in particular, have
taken over the marketing functions of the Tonya and sell
direct tc Japanese retallers and depsriment storeées and to
overseas buyers.

The heterogeneity of Japanese small scale
industry has already been mentioned more than once, butv it
can hardly be overemphasised. Within the preseni category,
which has been called the 0ld Tonys System of industrial
organisation, we have already distinguished three main types
according to the kind of labour employed = poor farmers,
depressed urbsn communities or artisans., A hard and fast
distinction cannot, however, be drawn in every case. The
lecquer industry of the Alzu district, for example, ussés
mainly artilsan lebour, bult some of the simpler processes
are put out to agricultural housshclds. Moreover, the 014
fonyas System shades inte the Early Ionys System at one end,

and into the New Tonys System at the other.

(11) See Isobe Kiichi, "Nihon Shikki Kogyo Ron" (The
Jepanese Lacguer Industry) Tokyo, 1946.
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Neverthelese, the Cld Tonys Sysiem possesses
gertain definiie characteristies which mark it off as &
separate catsgory within that buge group of smsll and
wediuwn seaie Industry which is depsndent on commerclal
rather then on industrial capital. In the Tirst place,
the method of production ie invariably soms form of manu-
facture in its narrower soense. Normslly, this is what may
be called "dispersed manufacture®, The actusl technigue
of production is very similar to thet of Adam émith’s Din
factory, but it 18 as though each of Smith's worksrs
rerforned his particulaer process in his own cottage and
not undar 2 singls roof under the direct supervision of
the e&trepili&ur. Secondly, the enirepreneur himself
provides circulating capital in the form of matesrials,

wagea and credit and is responsible for the sale of the

{(12) Division of labour is often extremely mimute. In
the gyeing of material for plain black jsckets
beapring black and white family crests, for example,
soven separsie sets of outworksrs are inveolved.
The firset indicates where the crests will come.
The next spreads round paitches of dye-resistant
pagte over thesge areas, The third thsn dyss the
length of materisl bhlack. The fourth washes out
the dye-resistant psste from the spots where the
cresis are to go. The fifth sets the dye and
stretehes the material. The sixth paints in the
crest with aspecial permanent ink and the last
process (performed by & g eperate outworker)
consists solely in cleaning up the area around
the creat.
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product,; but does not normally taxXe a significant part

in the process of production 1tself, He is concerned
mainly with submiititing patterns, recsiving orders, Keeping
in touch with markets and in genersal deciding what and how
mich to produce, Actual vproduction is entrusted to the
oculworkers,

These outworkers form the third characteristic
feature of the 0ld fonye System. Apart from the artizans,
whooe position is scmewhat hetter, the outworker's Jot is
not & happy one. Although he is fres from dirsct super-
vision and may work when and how he pleases, he must
usually work very long hours. When he receives work from
his Jonya he is also set 2 time limit by which the work
must be completed. If the work is not completed in time
the cutwerker may inecur s penaliy. The Touya has 2 good
reascon for snforcing this time limit, since, in passing
the goods in process from ons set of outworkers to the
next, delays might cause serious dislioccation of production.
In busy times, howsver, this may mean that the outworker
is forced to work long stints, socmelimes as long ag fourieen
or fifteen hours & day. Not only are the hours long, but
conditlons of work are often bad, VWhile there 1is not
necessarily anything inherently unpleasant 1n working st

home, the typical urban outworker's tenement is cramped

and il1l-lit, The dwelling of his counterpart in the rural



districte is probably more spacicus, but the workroom is
dirty and cluttered with agricultuaral peraphernalisz.
Since the outworker works st home he is not
proetected by factory laws or labour leglslation. In the
eyeg of the law he is the propristor of an indepsndent
one-man workshor. ASs he is not l2zally sn amployes, the

Tenys or whoever provides him with work, hes no respon-

aibility to provide continuous workz or a regular income.
If business is slack orders may cease at any tilne snd for
any poeriod, The full-time cutworker is thus entirely
depencent upon the goodwill of the Tonya. HEven the out-
worker who accepts such work as a by-smployment is a2t the
mercy of the Tonva to the extent thaet ths supplement to
his inecome is indispensable. The result is sweated labour
and low rates of payment, The possibilliiy of improving
thelr position by combinstion is limited by the fact that
the outworkers are dispsrssd. Some co-operative organisatlon
has been achieved since the Pacific War and hes sometimes
had a dramatic e;gggte

It is pre-eminently the 014 Tonys SJystem wnich

has Jaid Japanese industry open to the charges of sweated

lebour, starvation woges and Ysocial dumping', and so long

{13} &See below, Chapter IV, Dev > W
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g3 this gystem of indusitrisl organisation survives in
d2pan these charges will be applieceble. The defenders

of the system claim that it performs & service in providing
work for types of lebour which would otherwise be unable

to find employment a2t all, and thet any goods producad

or income generated in this way is 21l profit. This may

he the case in ihe present condition of the Jupanese
aconony. Only if economic conditions were to improve
steadily is it pessible that the C1ld Tonye System, with

81l its soelal spd econcmic disadvantages, might decline.

Dependence on Commercial Capital

(e¢) The New Touya System

In apalysing the various types of Japanese
medium and smeall scale industry, the asctucl Torms themselves
ars not so important as the sitage of industrial development
which they represent. For this reason the stage of
industrial development represented, rather than the
external form of enterprise, is taken as the beeis of
clagpification. Whereas the O0ld Tonya System repressnts
manufactiure in the pecullar dispersed feorm which it tock
in Japan, the New Tonye System represents small scale

Tactory production using power driven machinery.
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It was pointed out in discussing the evolution
of medium and small scale industiry in Japan, that the age
of Ycottage manufacturs" in Japan corresponds roughly with
the ¥Meijl pericd (1868-1911). This doss not mean that the
01d Tonya System has been sntirely sopplanted or that 1t
is no longer imporient both quantitetively and in Japanese
industry as 2 whole. It is true to say, however, that
whereas the overwheluing msjority of native Japanese
industry took this form before the Tirst World War, the
introduction of power (psrticularly electric power) and the
mechanisation of native industry during and after the war,
pushed manulfacture out of many of the fields with which it
nad traditionally been assceisted., At the same nime the
majerity of new industries which were intrcduced to Japan
in that period never pessed through the stage of manufacture
at all, and were carrisd on by machine productiocn in small
factories from the start. There was, therefore, a marked
change in the nature of nstive Japanese ipdusiry roughly
during and after the first Werld War,.

The change from manufacture to small factory
production aid not, however, involve a breéeak with the old
Tonys tradition of contrcl by commercisl eapital. The two
elements of the old system - the Tonys and the outworker -
remalned, and their relationship was adjusted to changed

technical conditions by & kind of compromise. With the
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introduction of machinery =znd the prosperity of the
imnmediate post~war boom, there was a determined attempt
on the part of the outworkera to break free pf control
by commercial capitalists and to become indspendent
industrial units. In this attempt they were assisted by
government action in the form of the Industirial Assogigiion

System (Kogyo Kumiri Seida, 1925). The 2im of these

Incustrial Assoclations was to enable small producers to
dispense with Tonya by perfomming thelr funciion through
co~operative action. Paced with the loss of thelr function
the Tonya converted part of their capital into industrial
capltal and themselwves joined the associations as prolucers.
In view of their connection with the markets and thelr
supericr finesncial strength, the Tonye were thus able to
retain eccocuntrol. In the process they compromised to the
axtent of going part of the way (but not the whole way)

to beecoming industrialists themselves, The outworkers,

on the other hand, also compromised to thsz extent that,
ailthough they had in form become small factory owners,

they remalned dependent on semi-commercial eapital in

their relatlons with the market. In the procass a few
Tonya were displaced and a feow small factories became

independent, but these were exceptions.
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The result was the New Tonys System: &
compromise between the formation of independent “"native®
industrial capital and the continued domination of purely
commercial ecsapiital. A number of features distinguish it
from the 01d Tonya System. First and foremost isg, of
course, the use of power driven machinery rather than
relisnce on handwork. The power is normally provided by
electricity, which though by nc means sbundant - the
Japanese are even more familiar with power cuts than we
are - is the cheapsst form of power available, and
possessas the great advantage (from the small user's point
of view) of being infinitely divisible into small units.
The machinery used is usually oi a simple ftype - simple
general purpose lathes, drills, presses and grinders.

The eguipment is usually in rather poor conditicn and
probably cbsolescent, and the small factories rely

heavily on the skill and judgment of the workers to make

up for the inadeguacy of the machinery. The exception is
the power loom, which is by its nature a fairly complicated
piece of machinery. HNevertheless oune can say that the
degree of mechanisation of these small factories is con-

(14)
siderably less than that of larger plants.

(14) This is emphasised by the fact that the methods of
production in small planits are considerably more
labour-intensive than these in the larger factorles.
If the ratic of lshour cost to value added is taken
as an index of mechanisation the compariscn 1s as
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In the second place the scale of operstions

is somewhat larger than under the 014 Tonya System.

Whereas the typiesal outworker

aztablishment under the

Cld Jonva System coneists of one man, possibly assisted

by one or two members of his family, the typical Yamell

factory” of the Vew Tonvs System consists of an owner-

manager, vossibly oné or twoe members of hig fapily and

anything from four or five to fifty or sixty employees.

(14 (contd.)

follows.

The industries taken are typlcally
crganised cn the New Tonys Systenm,

Retio of Isabour CSost to Valus Added by Scals
of Plant (1951 )
Seaie of plant by smount of csvital (Unii
million ven)
Food TEX Paper |Glass and ﬁetal
Products| tiles | Productst Ceramics| Products
Under 2} 25.3h4 57.h6 % 45,62 75.45 83.52
2 =5 22,156 L, 251 52,37 7562 65.56
5~ 10§ 33.42 62,91 L3.48 117,03 7ha 33
10- 50 | 16.80 36.L48 1 36,92 00, 21 5999
50-400 | 16,28 ho o2 1 24.77 39,81 39,62
Over 1001 15.C9 26,431 26,75 L3, 74 38.96
Aversgei 20,24 3,221 32,40 55,16 £9.60

From Chusho Kigyo Cho (Buresu of Msdium snd Small

Business ), "Chusho Kizvo Kankej Tokel Shiryvo Shu"
(Collected Statistical Meterial on Medium and Gmall

usingss )

February 1953; p.i18.
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It may be azssumed that the majority of these Ysmsll
factories? come within the renge of from five to Cifty
employees. In the weaving industry, for exemple, about
70% of ell weaving sheds (as opposed to cottage weavers)
have between ten and one hundred looms which, i1f we allow
two looms per employee, means that most of these seteblish-
ments employ betweson five and fifty peggggn. In the field
of plastic products, s typliesl New Tonye System induatry,
the typicel size of 2 small factory seems to be from 10

to 15 améiggees, In the ceramics industry of Aichi
Prefecture, which includes the large centres of Seto and
Tokonabe, three sepsrete size ranges exist. The smallest
which use mainly femily lsabour and have at most ome paid
hand are either organised on the 0ld Tonya 3ystem or work
gs sub=contractors for lerger potters. The biggest
faetorles employing over KO workers have their own sales
organisation and are independent concerns. These larger
factories very often act as Tonyse in reletion to smaller
firms. It ie the medium sized plants of from 10 to 20
employees which are organised according to the Hew Tonya

System,

(15) The figure is from "§ihon Boseki Geppo" {(Japen
Spinning Monthly) April 19548,

(16) The writer's estimate, confirmed by members of the
industry - October 1552.
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Tith this difference 1n size goes a
difference in the composition of the lebour fores.

Whercas the outworker households under the 0ld Tonys

System were composed almost entirely of famlly labour,
the "small faetory” depends mainly on employed lebour.
This employed labour is, however, infericr in guality
to that eof large scale industry. As Teble 11 shows,
the preporiion of men =nd women in the prime of their
working life in the labeur fores of smell fsetories is
appreciably smaller than that in lerge factories.

(17)
Table 141 - Age Composition of Lsbour by Scele of FPlant

Smaller Factorles Larger Factories
Age groups | (30-99 employees) {over 500 employees)
Male Female Male Female
15 G L% 0. 8% 0.2% 1. 5%
16 2.0 e & 0.8 749
1 ?"‘1 8 Te 1 353 L{as 8 23s 6
16=20 7.5 17.0 6.8 22.7
21 “‘25 ‘17 ? 2506 20:6 29!“—
26"’30 1 Lﬂ-né 9}0 16.8 6. 7
31*35 12&6 502 16»? 235
36=L0 10.9 o3 14,0 2.3
LL1“"5O 16 2 5.8 -7513 2&5
51 =60 Be1 2.2 3.7 Ge &
Over 60 2.1 7.2 0.3 -
Totel 100 180 100 100

o Cho (Bureasu of Medium and Small Businese)

oY vo no Ichi to Mondaiten" (The Fosition
and Problems of Medium end omell Business) Tokya,
1950; p. 228,
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IT we assume, as the Japmmese themselves do,
that the hest yesrs of a working man's life are from 21
to 4O and for a woman frcm 17 to 25 we find that small
factories have only 54% of male employees and 61% of female
employees in this age group, as against figures of 68% and
76% respectively for the large factories. 8mell factories
thus employ s correspondingly lerger proportion of
elderly and very young workers. This is asccounted for on
the ong hand by the fact that workers who have retired
from regalar jobs 1n large factories at the age of fifty
then accept employment in smell factories, often working
until they are over sixty years of age. After retiring
from regular employment in the big plent these o0ld people
mast normally sccept a reduction in weges on going into a
small factory, but sinece they sre still expected to con=-
tribute to the family income, this is usually accepted
philosophieally enough. On the other hand, the relatively
kigh proportion of younger smployees of from 15 to 19
years of age is accounted for by ths relatively large
proportion of apprentices in smell factories. 1In genersl
the smaller the factory the greater the percentags of
spprentices. In the smallest plents the percentage was
as high as LO% before the Pacifie War, though it has

(18)
probably fallen since the war. Although labour in the

(18) "Tokyo Shi Shokogye Cheosa® (Tokyo City Survey of
Gmall Industry) 1935,
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amall Tactories of the New Tonya System is modern
induestrial labour in a sence in which the ocutworkers

of the Cld Tonya System are not, it ie a kind of mecond
elaess industrial 1zbour.

The relationship between lsbour and manage-—
ment in Japan's small factorlies differs considerably
from thet in a large seale factory. Although this
reletionshin is chernging, 1t still retains many features
of an serlier scclety vwhich the Japanese themselves speak
of as "feudal™. The use of this tsrm is loose, but it is
meant to express a pre-industrisl, pre-capitalist master
and servant relationship, in contrast to the "modern'
relationship of capital and labour. This is shown in the
practice of providing beoerd snd lodging for empilgges.

In the small scale woollen and worsted wesving industry
of the Owarli district of Alchi Prefecturs, for ezample,
two thirds of all employed workers live with their
employers, in housing provided by tﬁigz The same 1is

(21)
true of the texztile industry of the Hokurlzu distriet.

(19) This is slso done in very large scale cetton mills,
but it is not = usual practice in large plants.

(20) According teo the Govermment Wool Tasehnology
Research Station at COwarl.

(21) See Shimazu Chitose, "Ikite irw Jokg Aishi®
(The Real Life Tragedy of Girl Workers)
Bungei Shunju, February 1954,
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Most of the workers in these industries are girle whose
families (usually marginal fermers) live some distance
away, and some provision for their housing is necessary.
Conditions in thess lodgings vary g great deal. Some,
which the writer was shown at Owari, were of a very good
standard. In genersl, however, conditions are poor, and
in soms cases (e.g., in Johana) are very bad.

Conditlons of work in small Tactories arve
usuelly bad. Whersas lsbour legilslation does not apply
to household industry, it is suppesed to apply to any
small factory employing five or more persons. In practice
there is a realisation that sinee small factorles largely
depend for their existence on low wages and long hours of
work, striet enforcement of the Labour Standsrds Law would
make it lmpoasible for them to carry on. In practice,
therefore; this type of legislaticn is not strictliy
epplied to small factordes. Nevertheless, the number of
infringements reported from small factories is very large,

as the following table shows.
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(22}

Iable 12 - Breaches of Labour

Scale of Factory

Standards Law by

Number of Factories Reported ‘

Gver 100 10 = 09 Tnder 10

Total employees employeas employees
1952 Jan. 11,691 611 14,920 6,160
Peb. 12,823 740 5,331 6,752
Mar. 11,344 728 4,758 5,858
Apr. 11,317 868 by725 5572k
Hay 12,334 957 5,610 55767
Jan. 14,706 1,012 5,652 5,002
Jul. 16,110 1,917 8,026 6,167
Aug. 10,213 727 44,828 4,556
Sep. 10,235 866 L4810 b,559

Hours ¢f work are long and irregulsr. Twelve
hours a day is not uncommon, and hours mey be even longer
when orders are heavy. Workers are expected to realise
that their employer is not a free agent end 1s dependent
on the Tonya for whom he works. When a rush order is
received, or when work is aceepted at =0 low a rate of
payment thet the small factory owner snd his workers can
make 8 living only by working unmusuelly long hours, the
employees are expected to co-operate. If times are hard,

the employees are expected to accept a cut in wages to

(22) Chugho Xigyo Cho (Bureau of Medium end Smalil
Busiﬁesﬁi, "Chusho Xigyo Kankedi Tokei Shiryo Shu"
(Gollected Statistical Materisl on Medium and
Small Business) Pehruary 1953; 7. 38.
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enable the small factory to carry on. Often, in fact,
wages may be in arrearg becsuse the small factory swner
is unable to meef the wage Pill until he himself can
collect payment from theigéggi, On the other hand,
when times are good the amployees expect, and wusually
receive, a substantial bonus.

Contact between management and lsbour 1is
close, particularly in the smaller factories (up to 20
employees) where the owner usually works alongside the
employees. In splte, however, of the paternalistic
attitude of the employer, conditicns are worse in the
small factories than in the large, and wages are lower.
Pew workers, therefore, would prefer a job in a small
factory to che in a large modern plant, end accept such
positions only because the altsrnative ls unemployment.

In addition to maeehinery and employed lsbour,
the small fmctory of the New Tonyn System is distinguished
from the outworker househeld of the (014 Tonya System by
the conditicons of business menagement. Rhereas the out-
worker is for all practicsl purposes am employes of the

Tonya, the owner of a small factory is in fact, as well

(23) In May 1952, for sxsmple, over half a million pounds
of wnpaid wages were cutstanding, mostly in small
factories, Ibid. p. 37-
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88 in theory, an sntreprensur in his own right.
Although he freguently operatss a machine alongside
his workmen, he is responsible for securing orders,
negotiating contracts, buying materisls and equipment
and paying wages. In this he may be assisted toc some
extent by the Tonys with whom he desls. Some Tonya
provide cireulating capital in the form of materiaols
or of financial accommodation. Some lend eguipment or
s@ll it on time payment. Some even provide tecknical
agsigtance, jigs and geuges. This type of sid is,
however, becoming less common, as the financial strength

of the Tonys themsslves has shown a marked decline since

the Pacific War. The amall factory owner is slso the
accountant of his businsss and is responsible for keeping
a set of books, making tax returns and raising loane.
This function he usually performs very imperfectly. OF
148 small factories exaemined by Nagoya City in 19&?,
106 ware found to have inadequate sccounting sygigm5.
There is some attempt to separate business and housshold
accounts, but the separation is by no means complete.

The small factory itself is usually a rather
rickety woocden building or series of sheds, nearly alwaFs
adjacent to the ownmer's living guarters. It is generslly

(24) Chusho Kigvo Cho {Pureau of Medium snd Small
Businese%"cggshc Rigyo no Ichi to Mondaiten”

(The Position and Problems of Medium znd Small
Business); p.210.
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poorly 1lit but well encugh ventilated through broken
window penss end cracks in the warped wooden framework.
The building is hot in summsr and ccld in winter and the
surroundings are muddy in wet weather. The layout of the
machinery is often inefficient amd crowded. It is mot a
pleasant plece to work.

Let us turn now from the small factory owner,
his cmployees and his rather shabby factory to thg Tonya,
on whose patronage they all depend. The "New"” Tonya, as
we have already secsn, is to some extent an industrialist.
His part in the productive process may be limited, but 1t
is certainly grsater then that of the "0ld" Tonya. We
have already seen how the Tonys came to enter the pro-
ductive process himself. He may fit into that process
in any of three ways. Pirst, in the course of mechan-
isation some processes are likely to become more highly
mechenised than others and to reguire operation én a
somewhat larger scale. These, since they reguires con-
siderable capital asnd are likely to be "key-points* of
tﬁe productive process, give the Tomya a considerable
measure of control from within the industry itself. In
the weaving industry, for exesmple, the o0ld Tonya took
no part in produstion which was orgasnised hy the Orimeto.
The new Tonya, however, often controls ths dyeing and

finishing processes. This requires a considerables
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investment of capital but gives the Tonya control over
the amall weaving sheds in hisarea. Similarly in the
pottery industry the new Tonya probably owms 2 kiln, and

in ths knitted goods industry the Tonya often knits the

fabriec.

Secondly, in the production of some goods,
the finishing processes give the product some distinctive
quality {ususlly of appearence only) on which its sale
largely depends. These important processes ave cften
performed by the Tonys who has & special factory for the
purpose. This final process msy be no more than packsging,

end cecasionslly even no more than the'applicatien af &
well known trade mark. dNore often, as in the bicycle
industry, it consiats of assembly, painting and metal
plating.

Thirdly, the Topya's plece in the industry
mzy be based on speciel technical knowledge. In the metsl
toy industry, for exemple, the Tonya will usuelly have a
factory of his own in which he designs new toys -~ of'ten
very ingenicus ones.

With the mechenisation of the outworkers amd
their growth into small factories, and with the entry of
the Tonye into the industrisl process itself goes a change

in the reletionship between the Tonys and the producers.
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The change in the relative Tinsncisl strength of the twe
parties has led to a reduction in the degree of
dependence on the Tonya. "With mechanisation emd the
growth in the financiel and industrisl scale of the
producers, they are graduslly eliminating the weak polints
of household production snd are coming tc have scme sales
power of their own. The necessity for relying on o
merchant for buying of row materisls, sale of products
and market setivity in gemersl is declining. In pros-
perous periods they {the smzll faectories) are in =
particularly strong positicon. Certainly the itrend towards
independence does not slways proceed smoothly and the
producer must 8till, particulerly in periods of depression,
rely on the Tonye for financial a8id ..... In genersal,
however, there is no doubt that the degree of Cependence
has 1es§ened, even if only becsuse aof the general incresase
of scé%gzn

Seme small factories havg a closer relationship
with the Topye than others. Those which ﬁ@rk for only cne
Tonys and for no other, and are under his direct control -
praﬁgégally a branch Tactory - are called "attached”

factories, and their connection with the Tonye is very

(25) Tasugi Kieou, "Shitauke-sei Kogyo Ron® (The Theory of
Sub-contracting Industryi, p. 130,

(26) Senzoku Kojo.
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tlose indeed. The Tonya provides working capital, often
a good deal of fixed capital and mechinery, tools, Jigs
and gauges and technicsl adviee, QOther factories which
work for more then one Tonyzs {usuelly for two or thres)
have & loosger relationship.

Often the small facteories in turn put cut
gimple processes to even smaller workshops or even to
household industry. The following chart will clarify

the structure of the New Tonya 8System.

(27)
Chart No. 2 The New Tonys System (Metal Toys)
Market b ﬁ@me Exg GI"t'
Department Wholesslers Exporters Forelon

Stores \ \ / / Buyers

T ONY A (with own factory)

{

i !
Small Small “Aﬁtgchﬁd" Small Smalg

Factory Factory FPactory Factory Factory
(10~15 (60 employees) (10-15
employees) employees)
f 1
Backysrd  House-
wOrk=— held

shops industry

i
I Sub-contractor

Specislists (A beckysrd workshop Household
{Box makers, with two or three industry
platers) employees )

Re-gub-contracior
(By-employment
household industry)

{27) Besed on a survey of the Tokyc metal toy industry
made by the writer in 1352,



In this particular caose, in the metal toy
Industry in Tokyc, the Tonya hss 35 small factories umder
his control. As each of these fzctories averages about
two sub-contractors, and the “attached® factory has sbout
five, the Tonya controle, to a greater or lesser extent,
over a hundred workplaces.

The eontrel of the Tonya over the small
factories is not alweys as rigid as in this exampls.
Naturally enongh, the degree of control wvaries in inverse
proportion to the size of the factories. 1In the bicyele
industry, for example, most of the industrisl producers
ere econnected to the Tonya (or "maker" as he is celled)
by 1ittle more than a simple buyer and seller relationship.
The "makers® of parts - chain, wheel rims, hub assemblies,
etcs = are themselves Tonya and have z number of smell
factories and household workers under their control.
These parts "makers' then supply the "makers” of the
complete mechine with components. Some components (€.g.,
ball bearings, tyres and tubes) are made by large scale
industrial enterprises cover whom the Tonys can have no
control. The orgenisation of the bicycle indusiry is

shown in the fellowing chart.
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Chart No. 2

The New Tonye System din the Bleyele Industry

Bicyele Tonya

Own Assembly plent
(150 werkers)

Largg Scele
industry
(tyres,
tubes,
etc.)

i
Parts "Malker'

Gwn Factory

(60-70 workers)

i i i

Sub-contractors

3

Parts Tonye

(for
amaller
parts)

K

I
Household
production

[
"Atteched"

Factory
{meking of
fremes)

(50 workers)

P 1

Backyard
workshops

|

it tached"
Factory
(making
brakes )
(400
workers)

!
Small
FPactories

(unattached)

[ i

Backyard
workshops

i P

Backyard
workshops
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In this case a distinciion is mede between
2 YpPaprts Meker" whe has hie own factory, and s "Parts
Tonye” who simply orgsnises household production of
simple parts like spockes. This bicycls Tgnva probably
buys perts from at lssst ten of these semi-independent
suppliers, In addition he has Yattasched" factoriss
{practically pranch Pactories) for frames, brakes and
pedals. The rest of the work is put cui to unattached
small factories of from 10 tc 20 employeées each. The
Tonye himesslf handles only agsembly, painting and plating.

Sometimes the crrzanisaticn of an induatey

under the Hew Tonys Systiem may be very complex and includs
horizontal as well as verticsl relaticnship & highly

suceessiul exsmple of this kind of organisgsaticn iz the
post-war sewing machine industiry. Some sewing machines
are made entirely by a single very large firm - several
converted munitions plants do thls - but in coest of
~production they cannot compete with & highly developed
form of the Tonys Systen.

The indusiry is crganised in three main

(28)
agsceiations. The Japan Sewing ¥achine Industry Assoclation

m

congists of the Tonya or "makers' who handle the actual

') Nihon Mishin Kogvo Kai.

o~
g
Oy
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production of the sewing machines, and includes abhout

&7 meégggss The parts makers ars organiﬁed)in the Sewing
machine Parts Industrial Ceo-gperative Asagggations and the
sales aid?5?§ the industry has formed the Sewing Hachine
Sales Associetion whicheonteins 20 large wholesalers and
exporters. The wnele 1pdustry whizh must iaclude al least
twe thousand workplaces, great and smali, ig controlled by
the Japan Sewing Machine Indusiry Association and its
regiongl organilsaticns, which exercise . 8 considerabls
degree of control cver the members. The following chart
shows the orgsnisstion of the irndustry in very abbreviated
forme. The three types of relaticnship between the Tonyso

{ the members of the Sewing Machine Industry Association)
and(g§§ factoriss under them are interesting. The "attached”
fgcigﬁiﬁa work only for one Tcounys and spe under his direct
control. Helations are very close apd the Tonya supplies
considerable finencisl and technicsl aid, In order to

maintaln techpical standards the Tonva must potify his

agscelation as to what factorisesz he ussz in this way. The

{29) December 1952.
(30) Hishin Buhin Kogyo XKyodo Kumiai.

{31) Mishin Hambai Kumizi.

(32) 1In this case known as "designated” factories
(Bhitel Koiol.
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(33)
Hoo=operative’ factories are designated by the Association

itself and work for several member Tonya but do no work Tor
non-members, The “ordinary" faiiiiies are mainly smell
backyard worksheps who may work for anyone and are only
loosely attached to the Tonya.

Chart No. &4 The New Tonya System in 1ts most developsd
form (The sewine machine inaustiry )

Industry Association

Parts
Associ- |

ation Member Member Hember
fooya L00ny8 fonys

Part e

Makers— —Jonoberative
Factories
100 - 200
_ employees
J ! Attached Ordinary
Subh-Con= Factories Factories
tracting 100 ~ 150 (5 =10
employees employees )
T T
Sub-contracting

(33) EKyoryoku Kojoc.

(34) Ipovan Kojc.
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This example shows the highest stage of
davelopment which the New Zopya System has reschad, snd
also represents the most advanced Tormetion of industrisl
capital. The "attached® factories znd the “oo-operatiye!
factories, as well as 2 large proportion of the mekers of
perts are already fully fledged medium or smsll scale
industrial enterprises. The small workshops dependent on
them must be regarded as heing dependent on industirial
cepital within the industry rather than on sxternal
commercial eapitel; thet is to say they mist be regarded
s sub-coniractors rather than outworkers.

It sppears as though the development of the
New Tonya System and the progressilve formation of native
industrial capitsl, both by the Ionya and by the small
factories, itself limits the sxtent to which that develop~
ment ean go without making unworkable the kind of relation~-
ships between industry and commercial capital which & the

characteristic feature of the System in general. A&

new kind of relatiomshilp develops, first and foremost in
the snginsering industry, but, as iths formation of Japanese
industrial capital develops, in an ever increasing range of
industirial production. These naw reletionships - déependence
on industirial espital within the industry - we call the Sub-
centracting System of industrial orgenisation, and the

remaindsr of this chspter will be devoted 1o its dsscripiion.

[ D



(iii) Dependence on industrial ¢apital -
The Sub-Contracting Sysiem (35)
35

By the Sub-contrecting System of industrial

organisation 1ls meant the system by which large indusirial
concerns put out work tc smaller factories, the smaller
factories being in some way dependent on the larger. That
the orders come from industrial concerns is important,
since it is this dependence on industrial capital within
the industry rather than on extiernal commercial capital
which distinguishes the Sub-~contrscting System from various
forms of the Tonya System. The fact that the source of
orders, or parent factory, exercises some degree of control
over the sube-contractor is also imporitant. If & medium~
sized engineering faciory crders sieel from a huge steel
plant, this is nol regarded as sub-coniracting for the
purposes of the classification adopted here. Sub-
contracting is distinguished from simple ordering of work
by the degrse of dependence of the sub-contractor cn the
source of ordsers,.

It should be emphasised that sub-contracting
is not an entirely clsar-cut category and that these
distinctions tend to bhecome blurrsd in borderline cases,

A large industrisl concern may, for example, employ some

(35) Shitauke-sei Kogyo.
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of its capiital commerclally, and, particularly in putting
out the manufacture of a complete article, may act very
much like a Tonya. The contrel of the parent Tactory
over the sub=-contractor is slsc a matter of degree, and
the precise point at which that control becomes definite
gnough to indicate a sub-contracting reiationship must
remain vague,

1f the various forms of the Tonya Bystem
represent various stages in the development of aative
industry, the sub-coniraciing system represents a stage
in the integration of native industry with large scals
western industry. In this process of integration, medium
and small scale native industrial capital has taken a
definitely subordinate position; however, the hasis of
control is not pre-modern exploitetion from cutside the
industry, but the repression of small capital by large.

Sub-contracting is most common in the
engineering industry, in which the epproach of native
and western industrial capital has advanced furthest.
Sub=contracting became impeortant as the result of the
enormous increase in the demand for the products of the
engineering and allied industries which started sbout 1931,
Betwaen 1931 and 1937 the production of the engineering

industry increased more than five-fold. Part of this

increase was connected with the general rise in economic



activity, perticularly in the export field, which

followsd the re~imposition of the gold embarge in
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(36)
1931

The grester part of the increase, however, must be

atitributed to the grest expansion ¢f the armamsnt

industries,

The following table makes this clear.

(37)

Table 13 ~ FEstimete of Military Orders to Civilian Faectories

(million yen)

Military i Amcunt put ¥roduction of {4)
Expen- out to Enginsering ot
dituare Civilian Industry ()
Factories {(B)
{4a)
1932 840 364 805 (543 1 L5.2% (53)
1933 9GO L32 805 53s7
1934 990 L5 1,082 L1a.1
1935 | 1,173 528 1,389 38,2
1935 | 4,199 EZD 1,609 28,5
1937 1 L,k 2,15% 3,248 525,;5973 6543 §9065)
193& 63096 .ﬁ!283 &9559 35588 ?5'5 91»:5)
{36) The value of exports rose from 1,518 million yen in
1930 to 1,932 million yen in 1933, a rise of almost
30% even though the yen depreciated by 40T as a
result of the re-imposition of the gold embargo,
lgures are from the "Nihon Boeki Nempyo' (Japen
Trade Yeer Bock).
{37} Tasugi's estimate. See his "Shiitauke-sei Koeyo Ron®

{ Sub-contracting Industry); p. J06.

Ths figures

in brackets are accerding to YMori Kiiehl, "Hihon

Kop

Industry ), Tokyo, 1943;

pe 106,

0 Kosei Ron” {The Structure of Japanese
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Lhout one halfl of the production of the senginesring
industry was devoted to srmaments over this period,.
Large scale enginesering works were flooded with orders.
The following table shows the position in 1938, (38)
J

Tehle 14 - Productive Cavecity and Unebsorbad Orders
of lesding Industrial Companies

{million yen)

Productive | Unabscrbed {B)
Capacity Crders e
A) (B) (a)
Mitsubishi Jukogyo bly 270 [124%
Hitachi Seisakusho 68 85,3 125
Shibeaurs Seisskusho 23 50 217
Mitsubishi Denki 20 Lo 200
Ikegal Tekko & 20 523
Gasu Denko 9 20 22
Ishikawajima Zosen 15 29,7 261
Jidosha Kegyo 15 ac 533

In this situation ths leading ccompanies,
closely connected with governmant circles and recelving a
large share of government contracis, were unable to i1l
these contracts from their own capacity and a¢ put cut to
smeller firms & large proportion of these unsebsorbed orders,.
No comprehensive figure for the amcunt of orders passed on
in this wey is available, but for the middle 193C's

200 millicn yen per year is probably s conservative estimate.

(38) From Inous and Usami, "Kokks Dokusen Shihon Shugi Ron"
{Naticnael Monopoly Capitamlism), Toxyo, 1950; Pe 132.




149,

ot 211 of this amount can be regarded ag sub=contracilng
ag defined here. A zood proportion was simple ordering
cf work or buying of componsnis in the open market.
dowever the asmeant of sub-contraciing in the narrower
sense must still heve incresased enommcusly during the
(39

decade.

The factoriss svailable for such work were ol
two types, The majority of the larger -~ mediuwm scale -
Tactories had come into exisience with the estsblishment
of large scale engineering during snd after the first
World Wer, These factorles sprang up to £ill, as it wers,
the gaps between the lerge concerns in the government-

Tfogtered engineering industry. The second tyve grew from

{%3) The extent tc which some large seals engineering
industrier rely on sub-contraciing can he gaugsed
by the following figures published by the Economic
Statlisation Beard Research Secticn, giving the
proportion of the cozt of production represented
hy sub-contracting for various industriss in 1952,

Shipbuilding 7R
Automobiles 6 2%
Textile machinery 3t
Telsphone ¥guipment 265
Rolling 3tock (104

(77 (if simple crdering
is included. )
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emall backyard engineering workshops of the kind known

ag Y"Mechi Xoio¥. Relow these are two or three strata of

smaller workshops to whom work filters down from the
larger concerns, s8¢ that the engineering incustry as =&
whole is in the form of a hugée pyramid.

Why do large factories put out work? In the
early thirties the main reason wss undoubitedly sheer
inebility to core with the huge incresse in orders from
their own capscity =lone. One might have expected their
capacity eventuelly to incresse sufficiently to cope with
incressed demand, but this wasz not the case. Part of the
increase was considered temporary and largs concerns were
unwilliong to invest in plant which might at some futurse
time stand idle., Insofar as the ipcrssse in demand for
producer geods was the result of the accelerator =ffect,
this view was correct; but unwillingnese to invest went
further than this. It was the deliberate policy of large
conearns to shift all risks of fluctuations in dewand on
to the smallier sub-contractors. As well as covering them-
gelves against risks in this way, large conccrns are abls
to maintain their rate of prgfit even though the actual
work 1is done outside their own factories. Often, indeed,
they find it more profitable to put the work ont to small
factories (which are competing fiercely with one another)

tharn to do the same work in their own factories.
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A pest-war survey of the reascns why large

factories put out work gave the following interesting

results.
{Le)
Table 15 ~ Why Largs Factories pui out Work
Mechan~ | Blec~= Trans-~ | Pre-
ieal tricesl ¢ port ciaion _
Engin- | Bngin- |Epgin- | Engin- Average
eering eering | eering | eering
Because out-
side factory
possesses
special ) , V
tectinique 23,1% 29.0% 1 28,08 1 27.7% 27, 5%
Because the
procsss put
out is not )
important 20.5 1G: 3 1he6 tholy 1h.lh
Lack of
capacity 32.9 2635’ 22-1-6 25!5 259}4
Ag adjustment
for changes
in demend 16,5 11,6 8.3 10e & 10.7
Begause cost
of productiom
is lower
outeids 7o 7T 1643 23: & 18,2 16.2
Other Oa§ 5;? 2@9 jazl; 5¢§

Chusho Kigvo Cho {Burean of Medlum and Small

Business ), "Lnusho Kigvo po Ichi to Hondsiten®
(The Position and Problems of Medium and omall

Business j;

Pe 115,
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Notlce thet sboui one third ls comnected
with hedging of risks of changes in demand. Cn the other
hand, small factcrises sccept such orders in spite of a low
return because they cannot stand on their own fest, Lack
cf finmncial sirength, inaccesgivility of markets for
matarials snd lack of direct sales cuilets are the main
reagsons why small engineering shops cannct gebt along
without accspting this kind of sub-contracting work. In
general, the smaller the factory the greater ithe dependsnce

(1)

on sub-contract orders.

(L1) The following tables prepsred by Professor Komiysms
show this very clearly.

Hamy- Pro=~ Marmy~
Seale |[facture kessing! facture ! Repairs | Total {4 B}
only only and G (O
{4) (8) Fro- (c)
ceadsing
Workers
1 iy 24 40 3 1 65 132, 35161, 5%
5= 74 73 11 1 159 {L46.5 [Lo.0
10-1k 25 7 2 - 35 (71.4 120.0
15-23 39 14 L 1 55 170,82 i25.4
AG=49 11 1 3 - 15 {76.7 &.6
50=939 3 - - - 3 = -
Over 100 L - - - I - -

In small workshops enploying less then 10 persons
dependence on sub-contracting is particularly
striking. The following figures refer to such
amzll plants in the enginecering industry in 1336,
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As has already been mentioned, the
factories which accept sub-contract work vary in size,
asquipment and so con according to thelr position in the
pyramidel structure of ths sub-ceoniracting system itselfl.
Those which accept orders for whole parts or sub-agsemblies,
or even for complete products direct from a large engin-
gering concern, may employ twe or three hundred persons
and possess & modern well-eguipped plant, It is not the
internal condition of these frciories so much as thelr
position of dependence which is important here. These
larger Tactories usualily have a numher of gources of
orderg - a8t least 20 - and thelr dependences on any one

source is ecorrespondingly small.

{L1) (Contd.)

No« of 7

Type of work Pactaries )
Production for markst only 17 S5el
Pertly production for market G 2.9
Production to order only 92 29.5
Partly producticn to order 17 Sely
Sub-contracting only 136 §3,6
Partly sub-contrecting 4 13.1
Total 32 100.0

See Komiyama, “Nihon Chusho Kogyo Kepkyu® (4 Study
of Japenese Medium ond Small Seele Industry);
Ppe GL=5,




Towerds the base of the pyramid where ithe
scale of operations i small, the degree of dependence
is correspondingly mors marked, The smallest sub-
contracting worksincps {under 10¢ anployees ) seldom have
more than three scurces of ordsrs and many depand on one
only. The type of work winich these small workshons can
perform is severely limited by the nature of their
equipment. The smallest possess only one or Lwo general
purpose lathes and perhaps s power 4rill, The larger the
workshor the more varisd the eguipment but, as Table 16
ahows, plants enploying fewer than 30 workers can

scarcely do more than rougin machining.

(L2}
Teble 16 -~ EBguipment of sub-gontracting Fectorises
by Beale (1930 '

1-b 5 53 10=-1L 1629
Lathes 2.0 2,6 6al 8,0 Geld}
Drills 3.9 0.8 1.5 2,0 2.0
Shapsrs 0.06 | Co.b 0.9 0s 3 1.0
Millers 0.2 Go 8 1.5 2.5 Talt
Grinders Oe 2 7 7 2 Ge b
Motors 1.0 1.0 .0 1.0 1alt
Horse power used 1.1 1.8 2e7 2.0 Te

(L2} Komiyama, op. cite. ©.
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A large proportion of the work put ocut is in

fact rough machining and casting, snd this work goes o the
{

o
L3
smeller fagtories.

Labour as well as eguipmeat 1s of poor quality
but improves as the sub-comtractor becomes largeirr. The
master himself 1s usually a skilled machine opsrator wao
h&s perhaps spent many years &s & foreman in & large factory
In very small plants {1-L workers), thersfore, the pro-
portion of skilled workmen is comparatively high. In

general, however, this proportion rises with the size of

the plant.

{44)
Table 17 -~ Perceptage of 3killed Workers by Seale of Hactory
1~ h Lo
5 - 9 23
10 - 14 27
15 « 29 33
30 - L9 L3
50 ~ 99 LS

v "

A8 many as L% of the employses of small
engingering workshops are apprentices, Thess apprentices

recelve training as machine operators; turners and fitters

(43) 1In 1950 32% of all work put out in this way was rough
machining sand 18% wes casting. See Chusho Kigyo Cho
(Eureau of Medium snd Zmall Businesa) Y"Chusho Kigvo
no Ichi to Mondaiten" {The Position and Problems of
Medium and Small Business); p. 305.

(44) FKomiyems, op. cite D, B0,
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ani ofter live with thelr empleyer. The rormal period

of apprenticeship is five years, and the apprentice
normally lesves his master after six or seven. Alithcugh
the system has many features of the 0ld style handicraft
apprentlceship, it hzs at the same time many of the worst

fentures of sweated lebour., The aprrentice’s wages arve

H

o

very low, even thoupgh an apprentice of one or WWo year
standing may do nearly &5 much work 85 2 fully trained man.
As 8 source of chesyp labour, the spprentiice system is almoest
indlspensable to smell engineering workshops.

The relationship betwsen the sub~contractor
and the scurce of orders veries considerably aceording to
the relative size of ths two parties, The lerger the concern
which puts ocut c¢rders, the largsr and the more numercus are
ite sub-contractors likely to be, The relationship hetween
s parent firm end & sub=contractor ususally starts through
agomée personal connection. Sometimes the sub-contractor
himeelf is s former employeg of the firm on which he depends
for crders. MYore freguently ne is introducod by a friend
who already has a connection with the large factory io
question. Cnce the conpection is made, the sub-contractor
must normally tske whatever terms the parent fectory offers,
25 the loss of 2 sieady sourcs of orders might be rulncus

to a smell workshop.
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Since most of the work of sub=-contractors,
particularly the smalier ones, consists of machining and
other processing work, materials are pormally provided wiith
the order. Fraciically all work done by workshops employing
fewer than 10 persens is done con materials provided by ths
scurge of ordeps., Larger sub-contractors, producing con-
plete paris or sub-assemblies, mey somelimes provide thelir
own materials. where the conneciion between the parent
Tectory and the sub-contractor 1z clese, and particularly
where the sub-contracicor woris exclusively for cne large
factory, the parent factory may extend financial and

technicsl sid. This may take the form of supplying initial

fagd

capital tc set & man up in business as & sub-coniracuer.
Por example, an emplojee who has been in 4 large Tactory
for many yeaprs and whoe reaches the ape of retirement may
receive, in lieuw of a retirement allowance, an old lathe

or two snd a get of tcols and even a small factory building
in which he can continue to work for the company, not &8 &n
empleyee but as z sub~contrector. Alternatively the largs
factory may sell old sgulpment to sub-contractors on time
peyment. Financial sesictance in the form of opersting
capital alsg 1es gcmetimes provided by the parent T
particularly to amaller sub-contractors. Teble 18 gives

some Ligures for the incidsnce of these kinds of relstion-

ships according to industry.



(45)
Table 18 - kRelaticnship between Parent Faciory and
sub-contractors '
Mechan~| FBlec- Trensport | Freecisicn
iesl Ttrical Ingine- Engin~ Averag
Engine- Engin~ eering gering
gering | eerlang
Material
gupplisd B0, 1 L7.0 A8, 2 L2,.8 L3.3
Financial
Aseistance 13.6 15.8 13.0 10.6 137
Techniecal
Guidance 2,2 35. 3 24.5 28,8 29,9
Hguipment
lent or
sold 8.5 12,2 8.7 19,2 9.9
Capital
invested he2 Q.7 1.7 G 2.0
Fersonal
Connection 8.3 a2,.8 5e7 1. 3 Teld

In practice mosy

af this kind of assistance is

confined to sub-contracteors,usually of mediur rather than

very small scale, who work for cne parent factory only.

(L6}

These "attached" sub-contractors are practically branches

(&5)

(L6)

112

Senzoku Shitauke Xedo.

Compiled by the Kokumin Keizai Kenkyvu Kai (Nationa
Econcmic Research Associstion} 1950.
Chusho Kigyo Cho (Buresu of Medium snd Smsll
Buainess ) Chusho Kigvo noc Ieni to ¥Mondnlten®
{The Fosition snd Frobiems of Medium and Smell
Business); p.

Quoted from
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of the parent factory. This type of gpecial sttachment
to & single source of orders became common with the
development of the war organisation of industry from
avout 1937 or 15338 cn, and was actively encouraged as
part of the general plap for the war effort. Sub-contracting
played & large part in the plan for the mobilisation of ihe
engineering industery in three maln ways. Sub-contraciing
from large elivilian factories to medium and small factories
in the cities incresssed in importence and became regularised
into a definifte syetem of contrel. Hilltzry snd naval
arsenals and munitions plants put out a&n increasing volume
of work direct to medium and small Tactories through channels
of eontrel sstablisked for the purpose. Finally = schens
was evolved whereby small engineering workshops in rural
areas were organised through local govermment authoridies
to accept work of & military nature, st first as a prelief
megsura, and later 28 part of the plan For the total
mobilisation of industry. These three wartime devslopments
wlll he discussed in grestier detail in the following chapter.
What is the basis of the control which large
factories are zhle Lo éxerciss over thsir sub-contractors?
Supprly of materdials, finsncinl snd technleal assistance
wars once asupposed to he the levers by which this ceonirol
was maintained, but if this wsa sver true it can hardly Be

30 now. Now that the supply of raw materisls is no longer



contreolled as it wss under the war sconomy, emall, apd
particularly mediun sized plants have fres access to
markets for materials, Fer from receiving financilal
agsistance, small sub-countracicrs now have great difficulty
in getting pald for thelr work within a ressonable tine.
Whereas payments made by small plants are primarily in
cash, the payments which they recelve Trom the largsr
factories ars lergely in the form of &0 day or even 90 day
+ills. Thus, so far are the sub-contractors from receiving

eny finsncial assistance from the large concerns, that they

3

are, in the aggregete, net creditors of big business.
Technical inferiocrity is still a major reason

Tor the dependences of small enginﬁerimglpiants. The

gnallest worksnops do not possess eguipment capable of

more than simple processing work and therefore cannot

cperate independently. This does not always apply, howsver,

to larger sub-coniractors employing 200 perscrs or mMors.

The basis of {he sub=contracting relationsiipy has some-

times heen sought in the theory of coptimum scals and

& to resgult from

PN

divizgion of lahour., Hepnomlies are sa
the splitting of £ of processes which cannnt be performed
at tne optimum scele in a8 single plant. This dees not go
Tar to explain condiiions in Japsn. If the optismam scale
for a ceprtsin proecess is 8o large tvheat & lasrge factory

cannot reach it, the plent reguirsd will be large enough
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to ocecocupy sn lndspendsnt position in the industry evaen

as & separate firm. On the other hand, if the opiimum
scale is small, duplication o multiplicaticn of the
cpiimum plant within the large factory itselfl is unliksly
0 result in serious diseconomies,

The basis of the perent factory = sub-coniracto
relationship is rather to be found in the general sconomic
environment, and ln the absolute differsace in background
and in financial and industrial strength of the two parties.
Thé dependent position of medium z2nd small scale industry
is t2 be understood against the beckground of the historieal
development of the Jepanese cconomy &nd pasrticuliarly in the
context of the backwardness of induatrial ecapital formation

in Japan.
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Chepter IV Medlum and Small Scals Indugtry
in the War Economy and afler

{i) The transition to the war &conomy

The controllsd economy, or fthe "Quasi-war

(1)

geonomy”  amo it was generslly ¥Known in Japan, is regarded

as having got under way afiter the ineident of Fehruary
<3
-

1936, The emergsnce of ths Quasi-war ccondiy was ed,

[

1‘;

&

cE

s
e

(]

o

Lo

i
[

however, by & pericd of preparation which may be sa

have started rowghly sround 1950, Three major(gren&s =% of 1
z

relevant to the formation of the ccnirolled ecaﬁamya

First was the genernl climaste of the inter-
national ecopnomy. By 1930 cr 1971, internal distress,
palance of payments difflculties apd monstapy confusion
ware prompting 8 number of countrises to adopi measures of
gontrol to safeguard their economies’ international position

& feeling arose that national income and the level of

employment were foo important to be left to the opesration

{1} Jun-eenii Keizal.

(2} 26th Februsry 1935, in which the Minlster of Finance
and cthers wers muardsred.

(3) See aleo in this connection Yamanaka, "Chusho Kogyo
no Heonshitsw to Tenkal® (The Naturs and Development
of Medium and Small Industiry), Chapter 7.
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of whet was by that time regarded as the very uncertein
compéensatory mechanism of neo-classical theory. With the
general sbandonment of the gold standapd it became clear
that some system of “artificisl” controls would be
necessary to replace the Yautomatic” adjustments of the
¢ld aystsem. In the brosdest terms, the sxperiéncss of

the world-wide depression of 1929-30 arcused a greater
senzg of vespeonsiviliiy for ithe mailntenance of internal
prosperity and at the sanme time c¢rested a feeling that this
should be attempted by greater regulation of econcimic life
by the stats,

Secondly, conditions in Jepan itsell pointed
to inecreased govermmeni regulaticn of sconomic life.
Although in the years between thse first Worid #ar end the
great depression, a tentative sxperlment in esconomic
liberalism had been mads. Japan hed s long tradition of
authoritarian control, not only in economic 1lifs but io
every sphere of ectivity. The successiocn of crises during
the 1920%'s, culminating in the great finencial panic of
1627 and the werld depression of 1929-30, 4id much to
discredit sconomic liberalism In Japan. The Jlopsided

avelopment of the economy and the increasing concentration
ol economic power in the hands of a few financisl combines
(the Zaibatsu) gave weight to the view that some regulation

Was necessaery. Iy 1530, distress 1o the rarel districts of
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Japan was wldespresd. The collapse of the American
market for raew silk had very sericus conssguences for
lavge mumbers of farmers for whom sericulture had heen

a moest Important source of inecme, The situation eeemed
$¢ ¢all for more active measures than the orthodox
financisl gﬁ%icy of Inoue Juancguke, Hinisier of Finance
in the Hamaguchi cabinet of 1931, who, in the name of
"Raticnalisation” was exposing Jupanese bhusiness to
straing whicn it was scarcely sble {0 bear.

At this point the third main factor in the
trend towards the controlled sconomy became very important.
This was the increasing influence of a secticn of ihe
Japanese sy, Impressed with the effects of proloaoged
depressilon in Japan, pariicularly emong the rural

ospulation, vhis group saw little hope of eelief from the

b

]

olivies of peoliticel pariies dominated by lsrge financial
combings. At the same time the increamaingly high $ariff
walls which were being erected apainst Japansse goods, and
thie example of thse Otiswa Agresement bty which the British
Commomwealth was sesking tco establish soms kind of working

system of inlernational frade within its own sphere of

(4) Eamepuchi himself was succeeded as Prime Minister by
Wekatsuki in 1831,



influence convinced the military faction that Japan's
aim sghonld e to gain contrel of a similar sconcamic
bleck on the Asistig meinland. In September 1931 they
forced the hand of the ¥inseito govermment by provoking
the incident whieh started open hostilities with China
for the control of Manchuria., The Waekatsuki cabinet
resigned in December, and & new cabinet toock office with
Takaheshi Korekiyo gs Minister of Finance. Almosi
imnediantely Japan again left the geld standard znd the
new Minister of Finance embarked upon & policy of refistion
which continuocd with only 2 short interruption until the
military finally geined control in the coup of 1936,

Cver this period the expenditure of the
central zovermment on general account rose from 1477 million
yen in the finanecial year 1331-32 to 2282 million yen in
1936=-37, Total governmnent indebtedness, which stood at
£,187 million gen in Mareh 1931, rose to 10,575 million
yen in March 1936. The increase was spent primarily on
military expéfnsion and the ampament industiriss, and
secondarily on relief measures. Hilifary expenditurse ross

from 454 million yen {31% of total expenditure) in 1931

(5) Hinistry of Finance, Dank of Japsn, "Zaisei Keizal .
Tokei Nempo® (Yearbook of Public Finance Statistics)
1948,

(6) Ibid. p. 210,



. %

L6
L)
®

7)
to 1,078 millicn yven (L7.2% of totel expenditure) in 1%%50
One result of this expansionist budgetary policy was to
raise industrial employment from 1.56 million in 1931 to
2.59 million in 1936. The incresse wag heavily concen-
trated in enginzering and heavy{i?ﬁuzzéy.

This “Emergency Fingnce“ had its effect in

raising the level of zetivity and in promoilng exports,

but at the same time it introduced & strong elemeni of

» through ths sxpansion of the armed forces

tei

contrcl, an
and the munitions industry, prepsred the ground for mors
getive control of public life by the military.

Cf particular relevance to this siudy wes the
formation of & new sttitude to industry, and in particular
to mediun and small scale industry. By 1930 official cireies

in Japan ook the view that industrisl oolicy shceuld be

directed not, as Tformerly, fto smoothing the way for the

et

7} Itid. p. 35.
8)

£

The figures are from the Hinistrey of Trede and Industry’
Pactory Statisties, and are gquoted from Xaedinishi st a
“"Wihopn ni okerw Shihon Shugi no Hattaetsu" {The
Development of Capitalism in Japan), Vol. I, p. 250.
It is interesting to note in this connection that in
spite of this Inerease in smployment real wages fell
steadily over the pericd, (See Allen, op. cit.,

e 183)

{9) Hijoji Zamisei.
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pnatural evolution of Japmnese industry slong classicsl
lines, but %o solving the problem of its adjustment 1o
life in an economic environment characterised by imperfsect
competition and monopoly capitalism. This change 1n
putlook affected the officiel attitude ic both large scale

monepely eepitsl and 40 medium and small scale indusiry.

The orgsnisstion of lsrge scale industry inte eartels for
colleetive security and the mointensmce of 1ts position
in world markets was actively encouraged. ©Smell scale
industry pclicy chengsd from concentrstion on relief
measures over o pericd in which it might be expected to
disappsar, to posiitive measures for orgaenisstion and
control based on s recognition of its plece in the economy.
Tvo sgencies were pet up in 1930 tc carry out
the new policy. Under the Law for the Contrel of Essential
Induélgg large scele induatry was ufged to orgenise "to
safeguard the fair profit of the induvstry in guestion ...
with s view to the hesnlthy development of the astional
gconomy.” In fact large scele industry needsd no sncoursge-
ment and wery little amction was ever token under this law.
Medium and smell scales industry, on the cther hand, was

entirely incapsble of autonomous cartsl-like acticn, in

view of ite flercely competitive nsture snd of the very

{10) Juvo Sangyvo Tosei Ho.
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large nuwbers imv@l%ffz The Emergency Buread of
Induatrial Rationalisaéien gstablished 1n June 1930

was designed to organise medium pnd small scale industiry
from sbove. The need for organisation was summarised by

Takeuchi KEs

kichi, head of the Iandustrlal Buresu of the
Ministry of Trade . and Industery, ae follows :

"In the first plece 1s the fact thet
thelr production equipment iz inecomplete becaunse
they lack sufficient capital. Then, secondly, they
are comparatively slow in technieal improvement and
progress. Wherees large scale factories (can carry
out research end keep up with the latest development
abread) this cennot be expected from medium snd
emell scale industry. They are always lisble to
fall behind ip technmique, Thirdly there is practi-
€ally no control amongst producsrs in the same
industry, and they are thus likely to degenerate
inte unreascnable competition. Conseguently, being

caught up in a competitive environment they themselvaes

force prices down. The nationgl poclicy must be to
remedy these three failings and o meke thelr
operations profitable by recognising the existence
of medium snd smell scele mamufacturers s suck both

{i2)
from an industrial snd a national point of view.™

(11}

(12) "Zaisei Keigal Jiheo' (Bulletin of Public Finsmce)
Angust 1934, GQuoted from Takahashi EKsmekichi,

Binii Sanpyo Gori Eyoku.
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- raw agllk for export and s simllar organisation was formed
for the tea industry in 1887. The system was extendad
under the Law for ¥Major Export Industry Assccistians of
1&%%3 %hich was amended and further extended io eover

other than export industries by the Law for Hajor Industrial
Assoc§;%10n3 of 19C0. These assoclations were designed for
control @f;marketing and quality. They were voluntary and
were Torbidden to engage in resirictive practice such as
price and production control.

After the £irst World Wer an element of c?w)
ererative @rganisation was introduced uwnder a law of $9£59
which was intendsd to help medinm and smsell scale export
industries through the post-war depression., These ssaoccli-
stione too were voluntary snd were rather unsuccessful,
Few imporiant export producers joined end by 1930 there
were only 13 of them ipn existence,

In 1931 this system was again gmended by ths
Law for Industrisl Assaiiggians which again extended the

seope of the systen te cover any industry whether expori

{13} Juye YTushutsu-bin Dogyo Kumisl He.
(14)
{(15) Juyy Yushuitsu-nin Kogye Kumiai Fo.
{16)

Juye Bussan Dogyo Kumial To.
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or not, end also widened the sphere of operstions in which
such assocletions might engage. Morscver, whereas agrse-
ments to control price and production had been exprassly
forbidden under the esrlier laws, the Minister of Trade
and Industry, dr. Tavera, introduced, in March 1931,
proposals to relax these restrictions. As a result the
law was smended to permit price and producticn control.

In prectice, however, the industrial assocliations seldom
achieved any control of this kind., Although in theory the
ggsocliations could engage In a wide range of ﬁctiigéies,
in practice they seldcm 4id more than meke some atiempt

at guallty control, and occasioually engseged in co-operative

buying of msterials.

It was these industrisl assoecialtions (Bogyc
Kumizi) which formed the baslc unit of the system of
industrial eonirol during the period of the guasi-wap

economy which extended roughly from the cutbreask of the

{(17) These included inspection of raw muterials and
equipment; specification of materlials; Pregu-
lation of producticon; price agreementa;
installation and operation of eo~operative
equipment; co-cperative warehonsing, processing
and buying: lending ¢of machinery to members end
teehnical assistsnce and research. See Takxahashi,
op. ¢it.; p. 190,
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China Incident in July 1537 to ithe outbreak of the
Pacific War in December g;ﬁ?. The necessity for control
snd the aims of government policy wers succinctly stated
in the "Three principles of economic policy! propounded
by Kaya Okinobu on teking office as Minister of Pinance
in the Eonoye cabinet of June 1937. These were firstly,
"to take conerete megsures for the expsnsion of productive
capacity;®, sscondly, "to take messures to maintain the
balance of international peyients;? aznd, thirdly, “to
estimste supply of and demand for commodities and to teke
gteps 10 bring these into adjustment®.
The programne for the "expansion of preductlive
capaeity” called for concentration of investment, financisrl

gecopmodation and gllocation of scarce raw materisls in the

maniticng and preducer goods industries, 2nd a corresponding

(18} These Kogye Kumismi incrsassd rapidly in numbers when
they begame the official chanmels of control. The
following figures are given by Isobe Kilechi in
"Chusho Kaggp Tossl Soshiki" (The Organisation
for Gontrol oF Hediwn end Small Scale Indusiry),

Tokyo, 1942; . kb,

1934 513 zagoelations
1935 652
1936 850
1937 1,173
1938 2 836
1939 h@h17
1540 6,580

1944 8,560



173,

reduction in the resgurees availahle for home consumption
© industries. Since these latter were were primsrily
composed of medium and small sesle industry, small
producers found Inereasing difficulty in continuing
operationa. The maintensnee of the balence of intar-
netional peyments also invoelved incressing restrictions on
the operation of smoll planta in particular. Although
export production was encoursged, this was offset by the
rastriction of imports almost sntirely to strategile
materials. In this connection the attempt to maintain the
value of the yen by pegeging Japan's cost structure, whieh
was by then begimning to feel the strain of hesvy defielt
finsneing, resulted in & cumberaome system of priee control
and retioning.

The rationing of scarce moteriale and the
adjustment of supply and demand by rationing end price
control were carried out through the industrial association
end their fedsrstions which becams organs of government
control rather than the voluntsry asscociations of producers

(19}
which they had originslly been.

{19} The experisnce of the rubber products industry
illustrastes the change in the funciion of the
industrial assoeisticens. The first industrial
assoclation in the industry was formed in 1927
by small scale producers In Kobe under the Hajor
Exports Industrisl Assoclations Lew of 1925.
Others were estsblished under the revieped law
of 1931 and a Federatlion was formed in Cctober
1931. Ite abjects wers control of guelity,
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The already extensive limitations on the uss

of searce materisls were extended to cover Ebe)wh@le
20
gconomy by the Nztional Totael Mobillsation Law, which

(19) (Contd.)

promotion of ssles, aome co-operative operations
and the general prometion of the welfare of the
industry by combination and ce-cperative action.

By 1540 the Federstion had as its members
13 regional industrisl assoeiations, U large scale
producers as indlvidual menibers, and the Japan
Motor Tyre Industrial Association. With the out~
break of the Menchurisn Incident, the Federvation
was appeinted as the agency for the allocation of
ray rubber and concentrated on this rather then on
market ccntrol. Under the REubber Rationing Control
Regulntions of July 14938, the Federation was ziven
the tasgk of adminlstering, through its member asszocl
ations, three separate systems of ration for
munitions preduction, exports (link system; snd
clvilisen goods.

In Japuary 1941, under government pressure,
tha Federstlion set up o committes to conslder
Yenterprise re-adjustment” as a result of which
the number of producers was reduced (on paper, at
any rete) from 1300 to about LOO.

Kote the gradual change from the independsnt,
salf-governing, voluntary structure of the Japan
Federation of Rubber Industrial Associations before
the Manchurien Incident, tc¢ the compulsory, state-
controlled organisation for the regulation of pro-
duetion, distribution and exports inito which it
had developed by 1941 or 1942,

gee Tokiya and Fujli, "Wags Kuni Gomy Kogyo
po Yushutsu Shineho-ryoku” (Capacity for Export
Expansion in the Jepanese Rubber Industry) in
"Eokumin Keizai Zasshi' (Journsl of National
Economy) Yol. 67, Noe. 2 and 3; and Ische Kiichi,
“"Chushe Kogyo Tosei Soshiki" (The Orgenisation for
Control ef Msdium and Small Scale Indus try),pp.251-30

(20) Kokxks So¢-~doin Ho. The FPlan for the Mcbilisation of
Resourcee (pusshi Doin Kelksku) specified 32 materia
affecting practiceB.Lly every kind of industry and
small scale industry in particular,
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ceme into operation in May 1938. During 1338 and 1939
the government poured forth a stresm of laws and adminis-
trative orders designed to re-deploy the total productive
capacity of the country in the interests of miiitary
expansion.

The cuts in home consumptioﬁ vitally affected
redium and smell scale industry which produced largely for
the home e&usumption.marketf With the outbresk of the
second World Wer in September 1539 smell plants producing
for export also found their markets greetly restricted.
The re-deployment of Japanese industry did not proceed
smoothly, but resulted in severe frictionel and structural
unémployment amongst producers in non-essentisl incdastiry,
of which almeost all were medium and smzll scele plants.

In 1938 estimates of unemployment caused in this way were
as high as a millicn, but in Hovember that yesr the
goverrment sstimated the figure at sbout 374,000 perscns,
of whom 88,000 were persons in business on their own
account. OF these only 22,000 found re-employment, and
g good number solved their employment problem simply by
returning to thelr family egricultural holding, where,

elthough ne longer llsted as unemployed, they added to
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(21)
disguised rural unemployment. The 1939 Plan for the

Mobilisstion of Resources intensified the distress among
small prodégggge

Workmen found re-—employment more easily than
small proprietors, who, as well as finding employment for
themselves, had to dispose in some way of whatever capital
ggulpment they possessed. Small faciory owners were urged
10 =dopt one of three courses. They could accept orders
or Bub-contract work from government agencies or military
srsenals. Technical standerds for this class of work were
high, and few azmell factories possessed the eqguipment and
technigue required. For this reason it wes proposed that
redundant small fectories showld pool their equipment and
perform such work on a co-operative basis, If, for
technical or other ressons, millitery sub-contracis were

not available, small factory owners were urged to transfer

(21) These figures are from Mori Kiichi, "Sai-hensei Katel
ng Wikon Chusho Sangye" (Japsnese Medium end Smetll
Scale Incustiry in the Pracess of Re~organisation),
Tokyo, 1941; pp. L2-l3.

{22} Industries perticulzrly affected were forging, sheet
metal products, knitted goods, shoes, cotton dyeing
and finishing, machine and tool manufscturs, leather
goods,; casting, Bilk doubling, religicus cornaments,
metal toys, velvet, the gmrment industry, metal
pleating snd tailoring. See Mori Biichi, op. cit.;
P. b2, :
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Later, as rural industry improved technically
and some external ecconomles of production became available,
large cilty factories often found it profitable to take
advﬁnt&ge o the sources of cheap labour availsble in this
form. This was not the intention of the promoters of the
scheme snd one of them felt it necessary to remark :  “When
what is called the industrialisation of rural areas was
firet thought of; its obJect was mainly the relief of
rural areasg .... I would like to issue a word of warning
against the principle that decentralisation of industry is
for the bwenefit of industrielists rather than for the
Pengfit of rural arégggﬂ

Orders were channelied through the local

prefectursl govermment to agricultural Production Assoclation

{(Sangyo Kumisi) who accepted responsibility for the work.

A similar system, under the control of the Ministey of

Trade and Indusiry, wasbased on Indusiriel Ageoci-
ations (Kogyo Kumisi) in rurel areas; The origin af this
latter system was an arrangement between the Englneering
Industrial Asscciation of Kochi and the Kure neval arsenal
made as early as 1934. The scheme was extended with the
co=operation of the prefectural authorities, but its succeas

was limited by the low technicsl standerd of the rural

(24) Ibid.; p. 1bb.
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workshops. BSome economies were achieved by division of

. labour among the members of the Industrial Assccietions,

by the use of limlt gouges supplied by the military
authorities, and by co-operative producticn. The main
interest of Rural Controlled Imdustry, however, is the faet
that in its emphasis on control and collectivism it foree
shadowed many features of a system of control later imposed

over much of Japenese industry.

(i1i) Ths Pecific Wer and the intemsification of control

With ths ocutbresk of the Pacific War, the war
orgenisation of Ilndustry entered a new phase. All thought
of any re-—orgenissticon of the economy through the operation
of natural econcmic processes was eptirely absndoned, and
the mobilisation of Japenese industry was thenceforward
carried ovt by direct pgovernment action, Within a month
of the attack on Pespl Harbour a large section of Jepsnese
industry had been orgenised in Control Asscciations (Tosel

Rumsiai) end Control Coubcils (Tosei Kal) which replaced

the esrlier crganisaticns baeed on the Industrial

(25).
Aggeoéintions.

(25) The first Control Associstions were designated in an
ordeyr of 30th October 1941 amd by Jenuary 1942 the
new system had been introduced for steel,; cosal,
stesm engines, electric machinery, precision
instruments, rolling stock, sutomcbiles, cement,
minerale, non-~ferrous metal preoducts, fereign trails
and shipbuilding. See Iscbe Kiichi, "Chusho Eegyo
Tosei Soshiki® (The Organisation for Control of
Medium and Small Scale Industry); p. 57
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The Centrel Councils were under the direct
control of the government. The president of a Control
Council wes sppointed by the relevant minister fraom a
panel propesed by a committee whose members were mlso
appointed by the minister. The cther offiecinls of the
council were eppointed by the president =nd the more
important asppointments reguired the approval of the
minister. The officials of the Control Asscciations
under a Control Councill were again appeointed by the
pregident of the council concerned;, snd sgain the more
important eppointments were subject to mipistsrial spproval.
The actual producers themselves hod wery lititle say in the
conduet of their indusitry's affairs.

Medium snd small scale industry felt the
impact of the Pacific War Moro keenly than any gther
section of Japanese industry. The large numbers involved,
the low standard of technigue and amallness of scale
itzelf made 1t 4ifficult to integrate medium snd small
scale induetry into the war produection programme, The
officisl attitude to this problem varied. A "Plan for
Esteblishing & WNew Economic Structure® published scon
after the outbresk of the war stated "Mediwn and smelil
scale industry is to be meaintained snd eultiveted.™ By

1942 , however, it wes realised that lsrge numbers of small

plants would have to disappear in the process of re-
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organisation. In Merch of that yesr the Information
Buresu released an amnouncement "On the re-organisaticn
of medium and small scaele industry snd the facilitetion
of changes of employment.”, from which it was clear that
many smell businesses would be wnable 0 carry on.

Medium and small scale industiry was dealt
with in two woys. Where it was consaidered caprble of
making a contributicon to the woer effort, the government
gought to raise ite efficiency by more closely integrated
forms of industrial organisation. Small plents which were
eonsidered unaeble to make such a2 contribution were closged
and their eguipment either transferred to oither uses or
scrapped,

Flans for integration of medium and small
peale industry in the war effort were based on development
of the sub-contracting relatiomshive. As early as Deceubsy
1940, the Ministry of Trads and Industry produced a "Plan
for the retionalisation of the engineering and stesl
products industries®, which to some sxtent sysiematised
sub=contracting by clivilisn factories. Large factories
were urged to plek sub-contractors which conformed to their
technical reguirements, and to treat them as “attached”

(26)
sub=contractors,. The policy of clossr co-aperation between

(26) See zhove, P. 137,
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parent factories and sub-contractors was carried a step
further by the "Plan for carrying out s rationalisation

of cowoperating industry® published by the Machinery Bureau‘
of the Minlsiry of Trade end Industey in November 1944,

The term "co-operation” was substituted for "sub-conitracting”
A "Cormittee Tor designating co-operating factories' waa
gset up in sach assceistion of parent factorises tco slloeste
sub-contractors to parent facitories. These sllocations
reguired the sepproval of the Winistry of Trade and

Industry, and preferential treatment was given to naval

and millitary arsenals.

At the ssme time, the country was divided into
gight districts, esch under the control of a "Loecsl Council
for Go-cpersting Industry” composed of repregsntatives of
local government, the ermed forces, parent factories, and

{27)
sub-gontractors, end assisted by technical advisers. E¥Y

(27) The functions of thess councils included z=-

4. Allcocation of orders so thet they were, as far
as possible, lesued and accepted within the
some district.

2. Regulation of the rste of utilisation of sub-
contractors by large civiiian factorise.

3. EBncouragement of a eloser conneation between
parent factories and their sub-contractors.

Lh. Ratlonalisation of management and raising of
technical standsrds among sub-contracting
factories.

5. Financial aid for sub-contractors.

{Contd. )
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Mareh 1942, 3,275 Yco-opersting factories" had heen
spproved by the Ministry of Trade and Industry uader the
plan.

As the Pacilic War proceedsed, sub-contractin
became more and more subject to suthoritarisn contrel snd
leses snd leas a matter Tor private negotiastion and agrsement.
In particular it should be noted that in the proecess of
"rationalisation' the Tonya to a large extent leost their
function, and therewrs a pronounced trasnd away from the
JTonys system and towards some form of direct attachment to
large scale industrisl capital. Although there were
difficult problems of sdministration which ofien resulted
in irritating ancmelies, the system did achieve some
increasspe in efficiency through rationalisation. HMeny of
its better features have heen preserved with considerable
suceess in the post-war sewing mscaipe end bicycle
inﬂuséiggs.

What of those small plants which could not be
fitted into the war production progrzamme? We have already

geen how considerable numbers were Torced 1o cesse gperations

(27} (Contd.)
6. Improvement of materisl salloecation procedure.
{8ee Iscbe, cop., cit.; Dp. 61-2)
(28} ASee gbove, pp. 139-1db.
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and find employment elsewhere before the cutbreak of the
FPacifiec War. Befors 1941, these closures ware caused by
indirect pressure rather than by actual government
directicn. Early in 1941, however, the govermment intro-
dueced plans for incresping production by concentrating
production in large well-eqguipped plents, and smaller
plants were forced to discontinue cperations as separate
gatablishments. In the first year of the war thls process
of "Enterprise re-adjustment”, as it wes called, reduced
the number of factories employing five or more workers by
about 10,000, of which almost =1l (9,874) were of the
5-30 employee size gréig;. The tendering for enterprise
re-adjustment 10 be applied mainly to mediuwmn and small
gcale Industry wos clear even in the first year of the
war. This wes, =2f course, to e expected, in view of the
high proportion of small plents in consumption and export
Industries, and of thelr low standard of technlgue.

During the spring end summer of 1943 a "Basic
plan to strengthen the war effort through enterprise re-

adjustment” was prepered by the ministries concerned and

(29) Over half of these Tactories were in the textile
industry, and about a guarter werc from either
the cersmics or timber industry. See Yamanaka
(ed, ), "Chusho Kogyo ne Sho-mondai' (Problema
of Medium and Small Scale industry), Tokyo, 1948;

pp. 52-3.
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became law in June of that ysear. Under this plan all
Jopanese enterprises were divided into threse categories -
¢ivilian industry, war industry and other industry. The
second category wms to be built up at the expense of the
first, leaving the third more or less as it was. Within
a year 127,000 factories {(nearly all small)} had Deen
closed and 250,000 tons of their equipment had been
callected for scrap. It is very douwbitful whether the
contribution which this “re—adjustment™ made to the war
effort was worth the dislocation of civilisn production
involved and the shock inflicted on industiry as a whole.

Turing 194l further plans were made for the
re-grganisation of sub-contracting in Category II (war
production). Before these got past the paper stage,
however, the dislocation of production caused by Allied
bombing was slresdy breaking down even the existing
grganisation. |

By the end of the Paciflc War, Japanesse
industry had suffered severely, and medium and small

gcale industry most of all. If Yenterprise re-adjustiment!

reduced the number of emall establishments by about heldf,
the remeinder was further reducsed by direct war damage,
either by boumbing or evacuation, No figures ave available

for the numbers of small plants destroyed in this way, but

10% does mot seem sn unreascnable figure.
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The end of the war, then, saw medium and
small scele industry considerably reduced in nurmbers,
Even those which remained could scarcely maintain pro-
duction under the chaotic eenditicns which by that time
prevailed. The effect of the war was not; however,
limited to this. As g result of the war orgenisatlion
of infustry, there was a definite swing away from variocus
forms of the Ionya system and towards dependence on large
scale industrial capital. At the same time sub-contractors
tended to tecome more closely assocliated with parent
factories.

In geﬁeral, the pericd of the war economy,
and of the guasi-war economy which preceded it, was
characterised by a closer integration of "mative' medium
and small scale industry with Yintrodueced" large scale
industry,. This integretion can scarcely be regarded as
the result of any netursl process of adjustment. On the
contrery, it was the result of direci government reguletion,
based on the exigencies of the war situation rather then

on icong term economic trends.

{(iv) The post-war period

In the pericd immediastely folleowing the end
of the war several fsctors combined to produce a situstion

excepticnally favourabls to small scale industry. The
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system of wartime controls broke down completely after
the war and small business was free, temporarily at least,
to ocbtain material snd to sell its products in whatever
way it wished. &lthough large scale industry was
paralysed by lack of materials, lebour and plant, a

small workshop was often shle to salvags enocugh matarial
snd plece togethar enough machinery to resume operations
very gquickly. Being less dependent cn employed labour
than the larger plants, the help of family and friends
was usually sufficient to start producing somsthing.
Since the most pressing demand was for consumer goods,
predominantly the products of small industry (large scale
induastry is more typically concerned with producer goods)
small plants made 1arge profits from the mesnufscture and
sale of kitchen-ware, crockery and all types of household
utensils. Tinance was then no problem, since these
products were so much in demand that the small workshops
often received cash payment in advance. This state of
affairs was greatly accenttateﬁ'by the rather spectaculap

{30}
inflatlon in the six months following the snd of the war,

(30) From the end of July 1945 to July 1948 the legal
retail price index (1930 = 100) as given by the
Tokye Chamber of Commerce snd Industry ross U0-
fola. ({Cchen, "Jepen's Econcny in War and
Reconstruetion”, Mimnsaopolis, 194S; p. Wh47)
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This infleticn not only made for large profits but, by
almost wiping cut commercial capital, temporarily freed
small business from its traditionzl dependence on Tonye,
whose position had in any case already declined as a
result of the wartime system of control., Even a year
after the end of the war, producticn was only one-third
of prez§?§s The populsation had, of course, risen
considerebly =nd the backleg of demand wop €normous.

Thus in this chaotic pericd from the end of the war to
the begimning of 1947 it was primarily small scale industry
which filled this demend, since it was easier to re-start
then large scale industry and its informal crgenisation
made black-marvket coperations maich ecasier.

The feeling of optimism ebout the future of
small business was strengthened at the tims 1y the widely
publicised programme Tor the Y"democrstisation™ of the
Jepanese economy. Two key points of this programme, or
rather the threat of them, did something to retard the
recovery of big business., (ne was the plan for bresking
up the concentration of economic power in Jepan, and in

particular, the propesed disseclution of the well-known

(31) From 69 millions in 193L=36 to 83 millions in 185C
{(Beonomic White Faper, 1951, published by the
Economie Stzbilisation Board).
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of top menagement who could be regarded either ss working
for the perpetuaticn of the concentration of economic
power, or 28 gullty of militaristic conduct during the war.

In November 1545, a Eolding Companies
Liguidation Commission was formed to take over the affairs
of Zaibetsu holding compenies pending liguidastion of their
gssets. Dy 1948, &3 holding companies hed been designated
for this trestment end the operation of zbout 4,500 of
their subsidiary companies was restricted. As to personnel,
by 1948 scme 4,000 business executives had been removed
from positions of Iinfluence. Neither of these meagures
can ve 8aid maeterizily to have altered the structure of
Japanese industry or of industrisl cepital. Neilther was
the capital levy of 1946 of great effect in this regard,
though it might nave had some snti-inflaticnary ef§§§%.

Had there been any considerable industrial
capitel cutside these large concentrations and their
subsidiaries, these policles might heve been more effective
in redressing the balance of econocmic power. In fact,

howsver, the formation of industrisl capital was practically

(32} On these poilnts see Cohen, np. cit., pp. L27-L36,
snd T.A. Bisson, "The FBconomic Purge in Jopan'.
Far Eastern Querterly, Vol. ¥XII, No. 3, p. 279%
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limited, through the historicsl process described ghove,

to the sphere of large scale snterprisse. In cther words,
nothing existed 4¢ esounterbslsnce the influence of largs
scale industrial finance eapitel, however much it was
weakened. Medium snd small secels industry was still littls
more than sometlmes mechanised, scometimes hendereft house~
hold production dependent either on commercial capital, or
on lapge scale industry itself. In these ¢circumstances,
restrictions on the operation of large scsle capital did
not sutomaticeslly produce any building of small scale
industrial capital. In the initial post-wor period the
appayrent prosperity of small business could hardly he othsy
than temporsry, since it waes haeed on a temporary sconomic
situation, and wes due only to a2 very minor degres to the

limitstion of the operations of big businees.

(v} The re~impositien of controls and priority production

By the second half of 1948 this temporary
situation had largely disappeared. As soon as coutrols
again becams effective, as scon as infletion started 1o
level off and larze scale industry began to regsin its feet,
it became spparent that small business had made no selid
geing in business organisetion or in the techmnical fisld.
With the instalment of the Yoshide Csbinet in October 19548
and the changed sttitude of the occcupaticn authoriiies,

emphasis shifted tc inereased production and centrels in
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he interests of economic stabilisetion. The changed
situation was summarised by the "Oriental Economist'.
"During the hectic periocd following the war's termination
when supplies were scarce, sven articles of inferior
guality found thelr way to consumers who could get nothing
elss, With society and industry returning to normmal,
however, the principle of the survival of the fittest will
(32)
come fto prevail in the world of commerce,”

It was soon made clsar who were to he con-

Lo

sidered "the fittest'. The programme for "Excessive
Beonomle Power Deconcentratiom™, as it was called, was
modified sc as to leave most large businessses intacti. The
most Important development for small business was the
intensified application of the "Priority Froduction®
formula initiated in ¥arch 1947. "Priority Production®
was intsrpreted to mean the concentration of finsncial
accomnodation and alleceations of scarce materials to ®key®
industries where they would do mosi good in the rehabili-
tation of the economy. Since these key indusiries almosi

without exception turnsed out to he large scale enterprises,

this was a seriocus blow to small scale industry. Although

{(33) 6&th November, 1948,
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the Japsnese goveronent of the time-was poesibly no
entirely disinterested in the matier of preferential
treatment for big business, there was much to be said
for the plan, since, as we saw sbove, large scale indusiry
was, in fact, the key to the Japansese economy. DBy this
programmse the grip of big business on vhe Japanese sconomy
which had been relaxed Just after the war, was [lrmly
tightened. Haw materisls, particularly iron, sieel, copper
and other metals, coal, coke and electric power were
allocated in such a way that it was difficult to obtain
upplies except througn large scale industry. The situation
was strongly reminliscent of the early days of the China
Incident. The government kept the price of these allocated
materials at & comparstively low figure, while the "free",
or black-market price was very much higher. Any small
planis reguiring these materials were, therafore, forced
elther to work to the orders of a large scale parent factory,
or to pay high prices Ffor Hack-market materials. Slnce
product prices were controlled snd the free price of
materials was scariag, profitable éfo@uctian became
gxtremely difficult. The majority of small enterprises
scon found ithemselves in financial difficulties. Here
again, they were at a disadvantage, since the predominanily

large scele “key" industries received priority as regards
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(34)

financial accommodation also. To aggravaie the condition
of small business even furither, a pumber of large concerns
feormerly engagsd in war production, turned, ag they
racovered, to ithe production of eivilian consurntion gooQs,
thus widening the arsa of competition with medium and small
scale industry.

By the sscond half of 1548, then, small
business was ip 2 desperaste position. This was rsflected

n the conparative wage rates paid in large and small

te

businessg. Up to August 1947 small businsss paid higher
weges than large scale industry. A year later lapge sczle
industry was starting to close the gap, and by September
1948 had a wage~level definitely higher than that of small
busgiggs.

By this time the govaernment was beginning to

gshow somg copecern for the pesition of small business and

in Augast 1948 the "Bureau of Medium and Small Business®

o

inc

o

was sel up Lo study and alleviate thelr condition.

b
L]

the operations of {his bureau appeared to be doing 1ittl

to improve thelr position and since small manuiacturers

(3L} See "New Priority Order”, Orisntal Tconomist, 11th
December 1948; p. 10£0,

(35) According to wege statistics published by the Osaks
Chember of Commerce and Industry, 1549.
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considered thelr plicght largely duse to governmental
economic policy, it was perhaps not unnatural that they
ghould doubi the sinceriiy of governnent-sponsored plans
for thelr agsistaence, and the bureau was referred o
pr%vggely a5 the "Bureau of Yedium and Small Business
Liqgidaticn“. Whatever the governmeni's resl sympathies,
it should be pointed out that the personnel of this bureau,
which inecluvded some eminsnt economists, did, and continues
to do, & thoroughly conscientious Jjobe.

I the situation of small businesss was bad in
1948, the dmplementation in the spring of 1949 of the pro~
gramie of geonomic stabllisazion assoglated with the nams
of Mr. Josepgh M. Dodge came as a further blow. Few would
now deny that this "Nine-Point Lconomic Programme" of
drastiecally disinflationary budgetary and credit policey
strengthened by direct economic controls wes an essential

step in Japan's recovery. Cpposilion among Jspanese business

{36) The law esteblishing this bureau contains the
sentence, “It is considered that small, efficisnt,
independent enterprisces will serve as & bulwark
ageinst concentrations of écconuomic power and
previde opportunity for the industrious to Tollow
the lsgitimate callings of their choies. This
either displays an astonishing lack of under-
standing of the nature of the problem involved,
or is open to & suspleion of disingenuousness.
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circles at the time, however, was clamecrous, ana the effect
on small business was disturbing. The government Economic
Whnite Paper of March 1949 stated, "There is a danger that
the various apomalies apd strains incident to the inteéen-~
sification of the economic stablility policy centred on
rationallsaetion of business, the balsncing of government
income and expenditure end the promotion of exports will
be lecaded on to rural areas and medium and small business.”
This prognosis wss largely borne out in faect,
and it wes small business which wes hit hardest by ihe
stapilisstion programme, Although there was & general
decline in employment, empleoyment in the smallser plants
{employing less than 200 workers) declined relatively twice
a5 much as in the larger establishments. Medium-sized
plantz {50~100 employees) appear to have fared worat, but
the amallest worksh0%§ ﬁere able to survive only by reducing
their standards of 1i£§ng. The nunber of vepry small plants
actually incrsased, since with the pgesoeral Tlnencial
stringency and increased unemployment some displaced workers
started back-yard operations im their own homes, since low

capitel recuirsments make for sasy sentry.

(37) According to smployment Ticures Ffor 1949, issued by the
Hinistry of Labour a2nd gucocted in Chusho Kigye Cho
{(Bureau of ¥edium and Smsll Business) "Gnusho Kigyo
no Iehi o Mondaiten” (The Position and Froblems of
Kedium and Small Business); p. €4
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The vurden of stabilisetion firancing was
further thrust on to small business by widespread delays
in pgg@ents by large parent factories to thelr emall sub-
aon%raétors. This delay in payment appeared to be a

deliberate policy oun the part of Hip business who, sincs

o+

they had easier aceess to finance, might have beegn expected
to have TDeen in 2 position to pay promptly. In fact, howsever
big businese was snjoying an interest free forced loan from
small buziness, which in the agpgregate musi have reached a

considersgble figure.

¥

[N

Closely connected with the siabilisatior

b

prograane was the Fixing, in April 1949, of a single exchange
rete of 360 yen to the Jdollar in plecs of the system of

multivie rates which had been in force singe the war. With

il

the help of govermment ascistance in various forms, larg
seale industry was g4ill able to compete to some extent in
world merkets, Small scale industry, cp the other hand,
recelived a severe bhlow. The sffective exchange rate for

nearly all producte of small industry had been well below

(33) See the figures publisned in "The Economic Bulletin
Goncerning the 3tatus of Mediun and Small Scsale
Fectories in Osaka" (April 1949 - February 1950)

« Bly, and in "Chusho Xipgvo Kankei Tokel Shirvo Shu®
Collectied Statistical Material on Mediun and Small
Businese ) prepared by the Burssu of Mediun end Smaell
Business, enlasrged edition, February 1953; p. 1599.




the figure fixed, Glass, celiuloid a?% §n@nel profuchs,
for #xample, hed, according to one souéze, been exported
at an exchange rate of 600 yen 1o the dollar: camerns,
bicyecles and rubber toys at ?Kig 500 yen to the deollar and,
according to the Orisntal Ecan;mistg the sversage rate for
the producis of small scale industry wes arcund 428 yen to

tne dollar. To exporit at the new prate therelfore entailed

o]

-

a considerable sscrifice.

In face of all these gifficuliies and wiih
the genersl fall in employment, small industry once again
teok or its pre~war aspect of a pool of excess indusirlsl
labour. This was accentusted by the decline in the posiiion
of that cther great reserveir of surplus working vpopulation -
sgriculture, Like small industry, agriculture had enjoyed
a rare perliod of prosperity Jjust after the war., Like small
husinessmen, farmers too had hoped for great things frow

=

economic demoeracy - represenied in their case by the land

TN

reforn programme,. Oultivating formers 4id setuslly zein

5

considerably from the redistribution of land, so far as 1t

was carried out, bul the gein wes largely counteracted by the

(39) XNibhon Kelzal Tokuhon' (Japanmeac Hecnomics Reader)
preépared by Tove Keizsi Shimpo Sha, rev. @d. Tokyo
1952; p. 230,

(ho) ‘*Dutlﬁo‘u: for Small Enterprises™ 30th 4pril 1349:
I;e (35-




heavy burden of taxation which they were czlled upen to bear.
Like smalil husiness, also, agriculture found that economlc
stabilisation brought this short-lived prosperiiy to an end.
The purallel serves to indicate the close relationship
btetween the two, and the resemblance hetween the poesitions
of small business and of agriculture in the Japansse economic
structure,

By the outhreak of the Korean VWer in Junse 1550,
sriall business had returned to its traditionsl role as o
means for surplus labour to eke out o precarious livelihcod,
and as a bgff@r to cushion large scale industiry against the
shock of sconomic fluctusticns, Since big business wWas
geedin firmly in the saddie, the benefits of the Special
Frocurement Demands went almost sntirely to the larger firma.
Acotually, profits from Americen military corders were not
Targe a8 the militsry authoriiies drove & hard bargain.
Nevertheless, Japanesge industiry was grateful for any
incresse in crders. Profit margins were, howsver, sometimes
so low thsat léﬁge Tactories found it impossible to £111 the
orders from their own capacity and still meke a2 profit.
They therefore resorted to sn old expedient of pushing the
aancrifices on to small sub-contraciors. Urders were often
gezepted in the first instance by a large firm and then
sub~let to mmall plants wiiling to perform the work for any

réturn which would yield even the most mesgre livelihood.
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In this way the larger Tirms were able to reayu?)m@derate
s
profit andé the smaller were at least atle fo éxista
&dlthough the general level of activity rose
somewhat s8 s result of thz Xorean War, there was no materisl

improvement in the positicn of smell business.

{vi) Present problems nf small busginess

Altrough the problems of mediun and small
scale industry are, as we have esen, inherent in the structur:
of the zconemy, the small operators thenselves ususlly

tteitute their difficulties 1o lack of facilitiea for

i

cbtaining finance. This attitude 13z, perhaps, undsersisndable,

fulat=t4

(41} This sub=-letting of contracts is widely practised,
particularly by large firms (usually Zaibatsu
interesis) which enjoy s virtual monopoly of
Japanese zovermment contracts in pariticulsar
Tields, The guthor's sttention was drawn te a
case in which a certain large firm sub-let a
government contract for elecirical smipment
in this way. Tiae largs firn originally granted
the contrect took no part at all in the process
of production bui, by virtus of its specisl
position, was abie tc reapy a profit sald to have
amounted to 20% of the cost of produciiocn. The
smaller sub-contractor who actually producsd the
goods had to be content with a profit of shout 8%,
Moreover, a&lthough undar government regulsiions
the government department concerned was bound to
pay for the goods within one month of delivery,
the smaller firm wes forced to accept & S0-day
kill as payment for the work done for the lsrpger
firme This kind of exploitation of smaller firms
by lavger is sxtensively prazctisad.
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gince in view of the primitive methods of accounting in
use in sweh small plants, shortage of funds 1s ususlly

the first indication that the business is not operating
succesafully. It is true that funds are not as readily
availeble to small husiness as o large, but {(quite apart
from the government system of credit priorities) this is
simply a naturel reflectlon of the differsnce in credit
standing. The lack of clear separation of business and
bousehold accounts in the smallest firms Jdeoes neot encourags
prospecuive lenders. Woreover, since profits in the
econcmic sense are practicelly non~existent in such small
Firms, prospecliive profits are not available as securiity
against borrowings. The most the proprietor of a small
riant can hope for ie to make 2 livellihood - not a good
asgel Tfrom the point of visw of the investor. On the
other hend, syscislised finsnecial irnstitutions have besn
established to provids finence in small amcunts for emall
vusiness. Bven these must, however, set some credit
standaprds i¥ they are not to make heavy losses. Many
small workshops have no eredit, and if they get inte
Tinaneial difficulty should, theoreticzlly, zc ocuit of
bueinespg altcogeiher, In thelr case, however, closure means
nct re-grganisation but loss of livelihood and, on a large

seale, would present a serious unemploymant problét.
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In fect, shortage of funds 1z far more often
a symptom than & cause of the difficulties of small
tusiness. Technical and managerisl backwardness 1s the
mest freguent casuse of failure. The ?E§§ glsring Taults
of management are in accounting and saiZé. In techmnique
small plants suffer from poor eguipment which is only to
some exteént compénsated for by the skill and judgment of
the workers., Lack of precision equipment mesns that, in
the Tielc of engineering, at any rate, small plants must
#till confine thsmselves %o rough machining, stamping and
polishing. Very few small workshops possess the egulipment
to produce a gomplete finished product, salsable in an open
market., GCounseguently, they must remain dependent on ordsrs
Tor simple processlng work put out by a larger factory or
by a Tonvas. 48 the Japapese englneerisg industry turns more
and more to precision products, and as precision production
mechinery is introduced in the larvger plaats, this technical
disadvantage of small planits seems bound to hecome more

DNPONOUNCEd «

(L2) & survey made by Negoya Clty in 1949 lists, 1n order,
the ollowing points as being most in need of
attention. i) Bookkseping snd cost =sccountiag:

(1i) Debt ceollection; {1il) Sales: (iv) Methods of
raising capital; (v) Too grest dependence on outside
capital; {vi) Checking of customers' credit; (vii)

Frofit end loss snalysis; viii) Control of materials;
?ix‘ Training of workmen; (x) Excessive lsbour cost;
x15 Unsultable gqguipment.
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The burden of taxstior isanother resscn given
fer the diftficulties of small establishments. Taken as a
propozticon of the value of ssles the percentage taken in
tax in 1949-50 was 17.% in the case of an individusal
business employing oné to four workers, as agsinst ooly
%.5% for s company with between 100 and 200 employees
Since profit margins zre much higher in the larger Tirns,

(L35

ops - does scem excessive.

-

the burden on the smell worgs

[y

The income of the proprister of & small workshop is,
merecver, more in the neture of a wage, and a rether low
ené &t that, than of a profit, and there seews to be some
Justifieation for complsints thet the tax paid by such
proprictors is far in excegs of that pzid by s wage labourer
cn a similer income.

In gensral, however, the source of the
difficulties being experienced by small scale ipdustry i=s
toc be found in its position in the economic struciurs as a
whols. Small scale industry exists {(as we have seen) in a
passive and despendent capacity in an economy still largely
controlled by large scale industrisl and Tinancial entep~—
prrises, It is in the nature of 2 peserve industrial amay,

i

with no power of initiative of its own, and dependent for

This figure is to some extent offset by the fact that
material cost is very often not included in the sales
of smalil procesasing workshops, whereas it is included
in the sales of lspger plants.

P
'4:,.
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ite existence on factors external {o its own ranks. In

these circumsiences it is scarcely surprising that small
business (with sgricalture) is forced to bear the brunt

of Japsn's esconomic difrficulties.

The goveroment has shown scile concern over
the difficulties of amall business sines the Paclfic War.
Heverthelsas, in view of the statement by Mr. ILkeda in the
niet on 28th November, 1952 {he was dinister of Finance ab
the time) to the affect that iit could not be helped if, in
carrying out the gavernmfﬁﬁis economic policy & Few small

)
businessmen starved to ﬁéétﬁs it is rather Jdifficult tc
know how seriously omne should take govermment schemes for
assisting small business. Neverthneless, the government
has taken a number of steps to alleviate ths condition of
small businegss by providing cradit facllities, technieal
agaistance and business infermation, and by encouraging

the formatlon of assceistions of smell businessman,

(bh) As & result of this utierance, a moiion of no confidence
in the Mipipter of Filnance was carried ageinst the
government and ¥r., Tkeds resigned. This should not,
however, necessarily be tasken to mean that his views
14 not represent these of the govermmenatl; since
the motion was carried through a political nanoeuvre
on the part of the Hatoyama Taction of the Liberal
party, who abstained from voting.
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In the fisld of credit the government Laes
made availsble a small amount of the counterpart (& fund
of local currency buillt up 85 a counbeérpart to American aid)
for financing smwall musiness under the “Counterpart Fund
Mediun and Small Business Adjustment Finance System”, City
hanks are being encouraged to lsnd to small enterprises
through the "Bank of Jepan Mediom and Small Business Special

.

CUategory Systen” under which s redoction in intersst is

ey

extended by the DBank of Japan to city bank

5]
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money lent to small business. For smaller sums the "People's
Finance Funi® has heen set up to lend amounts of up to
400,000 yen (%280) to very small businssses, A4 "Central
Fund for Commercial and Industrial Assocletions” has been
established which lends, not to individual fipms, but o
associations of emell businessmen, The asgcciatlions use
the money as 2 reserve against which they gumrantee the
eredlit of mexbers and accept chegues brought te them by
their members, The govermment has also fostersd the growth
of c¢redit assceiations, muatusl Tinance firms and credit
co=operative unions, These sre, at present, the main

source of funds for smsll business,.
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Agsistance on technical and managerigl
problems is provided through a large number of “"bureanx",
*ouidance centres” and “research staticns' of which the
rmost important is the Bursau of Medium and Small Business
already referred to. Each large city haes & guidance centre
for small business on the lines of the Tokyo Guidance Centre
for Medium and Small Scale Trade and Indusiry, and each
prefectural aﬁminig}g§tion runs & section dealing with the
affairs of small bugiﬁesso In addition, there are govern-
ment research stations in areas specialising in & particular
industry, such as that in Seki, Gifu Prefecture, which caters
for the cutlery industry for which that lcecality is famous,
gnd that in Hachioji near Tokyo which provides facilities
for the town's textils industry. These research stations
are not, as a rule, post-war éreations, some ¢f them having
been founded as early as the end of the ninetesnth century.

In view of the nature of the provlenm,
measures such a5 these can scarcely he more than palliatives,
since the difficulties of small business are due not to
recent or superficial causes, but to the basie preblem of

the survival in & modern indusirial economy of a sector of

(45) These are apart from the Medium and Smell Business
Consultation Centres of which there were 578 at the
end of 1952, the majority being sstablished by
various local chambers of commerce and industry.
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indusiry stili bearing many marks of the peasant household
industry from which it dedves and in which the formation of
industrial, as distinet from commercial capital has proceeded
only te a very limited degres.

(vii) Small business associations

In this connection the encouragsment of
assoclations of small producers may hold more hopeful
possibilities. The policy of encouraging or compelling
assocliations of small producers for the regulaticn of unfair
competition and the control of gquality of products is not of
recent origin. It appears in the "Principles of Industrial
Associations" drawn up by the government in 188L. The pre-
war and wartime associations of small manufacturers for
purnposes of govermment regulation heve already been noticed.
After the war similar organs of contrel were set up by ths
Commercial and Industrial Co-operative Assccistions Law of
1946, In line with the programme of economic democracy,
however, the eclement of compulsion and ccntrol wag removed
and new associations formed under the Medium apd Small
Business Co-operative Associations Law of 1949, According
to the Buresu of Medium and Small Business, these assoclations
are not "for purposes of govermment contrcl through the
government or big business" but are to be "of the msmbers,

by the members, for the members”,
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{45)

These assoclations are of Pfour types. The
meat common are agsociaticons of separate individusl
businesses, the great majority of which employ less then
ten waéig;s, Buch an assoclation typlieally consists of
20 to 100 members. Co-operstive buying and selling,
research, advertising, ascceptance or disecounting of
cheques and genersl Intermedisry work are their most
comnon functiong. About & querter of such assceciations
possess some equipment (e truck, & sicrshouse, or scme
processing maehinery) on & co-operative besis. DBy the
end of 15952 there were 17,583 of these asscclations,

(48)
mostly formed during 1950,

(L6}  Apert from two msin types dsseribed here the Lew of
1949 makes provision alsc for Credit Co-operative
Associations (Shinyc Kyodo Kumi-zi, of which there
were 326 at the end of 1952} and for Federaticons

of Co~operative Associabtions (¥yode Eumi=-ni

Heuwgokal of which there were 229 at the end of

1952 )

(47) Enown as "Jigyo Kyodo Kemi-ai®

(L8} See "Chusho Kigyo Kenkei Tokei Shivyco Shu®
{(Collected Statistical Naterisl on Medium and
Small Bueiness) already referred to at p. 26L,
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Rather more interesting are those associe
ations in ¢hich » number of small producers pool their
resources and lsbour in a single enigggriae. The resulting
union is run more or less as & company in which the workers
are the shareholders. The former independent masters
receive s monthly wege from the assceiation snd, in
eddition, a dividend based on their cspital contribution
which probably ifook the form of equipment or buildings.
Capitzlists not themselves sctivsly engaged in the anter-
prise are permitted itc cantr%butﬁ cepital wp to 2 cepriain
proportion and receive a di&iggnﬁ. Workers who contribute
no cepltal recelive 3 regular wsge orly. The'main objects of
these associations are rationalisation of mﬂﬁagemenﬁ,
rationalisation of asccounting, particulerly for purposes
of taxation, improvement of credit standing end the raising
of efficiency and imprevement of working conditions through
pocling of labour =md capital. There are now about 11,000
of these co-operative enterprises, meinly in those industries
| which reguire little cespital investment. Few have mors than
30 members snd capital iz usually in the region of 50,000 yen

($1LG) per member, On the whole, such essocistions are

working well.

{49) This form of association is knomm as “Kigy

(50) This dividend is limited to 10%. Any profit in excess
of this is distributed, to working members <aly, in
proportion te the work done by then.



209.

The former type of trads assceclation of
independent producers ssems cpen to the objection thst it
may , at some future dste, ennily again be used gs en
instrament of government acntrol. The letter type of
co=pperative enterprise, cn its results te dsie, chows
signs of belng of substantial benefit to very small
establisbments,

What lessons can be lesrned from the experience

1l scale industry over the pericd

i

of Japsness mediuvm and ams

of war and reconstruction since 15319 In the first place,
small scale industry hss shown surprising powers of
survival uwnder the most adverse ecnditicns. Even the
attempt to eradicate large sections of smell business by
Torece was found to e full of Aifficultles and was only
very partially successful. In the second place, even given
favoursble condltions, medivm and smell scale indusiry has
shown little sign of ability to develop into sanything
larger. Why is it that these small planis on the one hand
continue to survive, and on the other hand remain small?
Irn the finsl chapier an attempt is made to answer these
uestions on the basis of the historical and deseriptive

anslysig whieh has girecdy been presented.



210,

Exl

madium and swall scale industiry in Japan, described the Iorms

in which 1v 1is earried on, =upd ziven &n account of its recent

e er1 snce. In tnis final chapter an attempt is made Lo
assess its economic basis in the Japsusse sconony : to

t pemaing small, apd whai are

Fosde

encuire way 1t survives, why

%

the effecis of the sxistence of a large body of msediun and

b
¥

~

amall scals industiry on the Japanese economy as a whole.

Finally an attempt is made to zssess long-~term prospeclis.

3

{i) ®hy mediuvm and smalil scale industry surpvives

Kedium end small scale indusiry has ghown 4
remarkable power of survival in Japan over a long perlicd in

which econamic condlitions have altered materislily. Excent

)

gy whe extracrdlianary conditions cresteld by war meooilisatl

Qﬁ

u&&

and control, small plants have maintsined {heir share of fots

feta

noustrial activity.

Several reascns underlying this power of
survival have slready veen advanced and nc single reason
seems adeguate. In gensral, the conditlcons for small
industyry's survival seem 4o fall under three hesdings. The

Tirst set of conditicong is associated with the nature of

8]

mareets for T

&
ﬂ)
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o

#

ctors of vmroducticn and for products. The

second 15 associated with conditions of production both in
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the small plants themselves and in Japsnese large scale
industry. The third set of survivael conditicns is to be
sought in therelationships between mediom and small scals

industry end the rest of the economy, and in particular
its releticnship to large scale enterpricse.

A pumber of conditions asscelsted with
factor and product markets have slresady been mentloned
briefly. Of these the most fundamental sre those connectes
with markets Tor the factors of production : labour
capitel and entrepreneurial skill, Overall shortage of
capital and abunpdance of labour, more than anything else,
make fop the suirvival of méthods of production and forms
6f 1industrial crganisation which do znot reguire largs
scale lnvesiment in industirisel plsat. Hcoumomies of large
gcale productlon by capital-intensive meihods are associlated
with syetems where labour is treated as the scarce resourcs,
and lose most of their significance in & couniry like Japan
where labour is embarrassingly abundant. Arguments for
capital investment based on increasing the preductivity
of lsabour losse nmeh of their force in sn economy in which
it is capital which is the scarce factor of productlion.

In sueh cirvcumstences it is the productivity of capital

Y

sible raised. Given

D}
bl

which must he malntained and iT po
Japanege conditions of labour and capital supply, this is
often best achieved by the thinly-spread use of simple

lebour-using eguipment.
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Under these conditicps, thereiore, ithe

application of lakour 10 capital may profitably proceed
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well beyond 1

get in. This may however often he inconsistent wiith the use
of modGern large sczle methods of production where the ratio
of esapital sguipment to labour is normally fixed within
narrow¥ limiis by the nature of the productive procass.

The supsrabundance of labour in Japzn not
oniy provides technical and economle reagons for the
survival of labour-intensive methods of production, but also
stimulates preference for lsbour-using methods from & social
standpoint. The knowledge that the intreduction of laboure
saving methods of production is liable fto increase unemploy-
mant may e egxpected to sct az a deterrent to leErge-scale
changes in this direction.

Hot only the overall shortape of capltal,
but also the neture of capital supply iends Lo malniain
small scale production. Although large accumulations of
capital are limited to a very few finsncisl groaps, cspital
in smell amountz is widespresd., 1If the stoeck market were
nore highly developed and if the habit of invesiing were
mere widely diffused, these smell sceumuilations of cspital
might find their way into large scale industrial investment.
In Japan, however, 1f a man possessing o few hunired pounds
were 10 invest it in industrial stocks, he would still he

oy

unéer the necessity of finding some secure smployment Io¥
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himgelf. I, on the olber hand, he invests his stock of
capital in & small manufacturing plant, the investmsnt

itself provides employment dirsctly for himselfl and possibly
for other members of his femily 8s wells In & couniry like
Japan, where employment opporiunitiss arse limited in relstion
to the supply of labour, and wherve, Iin any case, emmloyment
tends to be insecure, the advantazes of using one's capiltal

for self-smployment are very resl.

b
[44]
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eplrepreneurs is also imporiant in maintaining t

of small busingss in the Japanese economy. &lthough profits

are low and risiks are high, there is always & supply of
persons willing to accept the zisks for the privilege of

Leing in business on their own account and in r=turn for the
advantages mentioned in the preceding peragraph. Flgures
published by the Bupeau of Medium and Small Business {or
19581 (& good year for Japanese business) indicate that
roughly 10,000 firms employing beitween 5 and 192 persons
went out of businsss during the year. 1In spite of this,
abous 30,000 new firms were sestazblished in the same veriod.
About 9% of eaeh Tigure repressnts Tirms snmploying between
5 end 29 persons, so that the amount of turnover is very
much h hizher amongst the smallest firms. Thepopulation of
emall enterprises is thus continually replenishsd by nersons

attracted by the rsal or imagined advantages of belag in

buginess on their own account and who are prepsraed to gamble

on the actually very remote chances of success.
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The markets for fagtors of producition, then,
ape suzh a8 tend to promoitez the survival of small scale
produstion. The nature of the markets for products and
materials may alseo have & similar sffect. OJSome fesatures
of product markets wh%?% make for small scale production

H
have already been meniioned. Vapiety and fluciu=ztion of

times th

i
il

om

(b

demand, and locsl nature of demand, often

meke large scale productiocn unprofitable, These esre femiliar

{7

ries, bul are especially important In

o+

phenomens in most coun
Japan, wahere this variety of demand goes Duariher Than
regionel and c¢lass difTerences in taste. o soms extent

this demand for wvariety is due fto the basie simplicity of
Japanese degign and of the Jdapanese way of life, which
permits, and seems Lo reguire, greai varliation of detail.

The Japsnese room is simple and uniform and it is in
houzenold wsensils of all scorts that the Japaness eXpress
their individusl taste. Apein Japansese native dress gives
pracileelly noe scope for varistion in the cut of the garmeants

axture and

(3

themeelves, and individusality is expressed in whe
vetiern of the materials used. Where demans is so varied,
large scale producticn is herdly possible, and production of
samall ordere in small units is the rule. It is notice=able
that the Japanese do not demand as grest veriety in articles

if the trepd away

i

associated with western ways of 1life, an

(1} BSee avove, pp. 93-4.



R
-
I
®

from traditiconsally Japanese culvare conlinues, thls reason
fer the survival of small scale production may be conslider-
ably modifisd. Seascnal and cycelical variation in demand
will, bowever, probably continue to 1imit the possibilitiles
of large acale producticne.

Connscted in some way with market conditions,
tut get distinet from {them, is the effect of conditions of
production in the small plants themselves. In the shert run,
at least, it is the ability of small planis to produces
cheaply and to adapt themselves to changss in demand which
ennbles them vo survive. Low cost and flexibllity are not,
however, the resulis of sfficlency and inielligent plenning,
butv amre achieved at the sxpense of bad vworking conditions
and very low resiurns. The aveilability of chesp labour and
Imperfectlons in the lsbour msrket enable small plants o
make up Tor insfficiency by low wages, long hours snd bad
conditions. The use of poor guality labour - apprentices
gnd old people - and part-time labour reduces costs stHill
furtper. Often producticn is cheap becaunse profits arve
gither very small or actually negstive. Indeed, if proper
allowance is made lor the waeges of the small master and the
labouyr of his fﬁmily; profits in very small plante can
hardly be s2id teo exist at all, Cutworkers and susll sub-

contractors consider themselves lucky to scrape a llvelihood,

iet alone to make anything in ths nature of & profit. It is
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no exageeration to say thaet, in the sggregate, profits do

not exiszst in Jspanese medium and sma seale industirye.
Flexibvlility and 2 low level of costs sre thus achievad at
the expense of 8 preducticn in the stendard of living of

workers and masters alike.

Often cogt, or at any rate dnputsd cost, 1s
lowsred as a resulil of something like Joint production. The

wost covious case is wheps a fapming family engusges also In
simple household production {e.g., weaving). The work is
rerformed in the intervais of agriculiural work znd the
labour iz thus practicsally free. Even where the work is

not performed in the farm-house itself hut in a nearby
factory, the effect is basically the same. All csses where
income derlved from such work is regarded as a subsidiary
or supplemeniary income fall into the same general category.

g

e

o

Chespness and flexibility of cost struc
are powerful factors in the survival of medium and small
scale indusiry, but they sre achieved ss s resull of orsr-

populstion, shovtage of industrial capitsal and undesipable

o

zonditions of preductions

A third set of survivsl cenditions may be
found in the relationship between medium aﬁﬁ small scale
industiry on the one hand, snd large scale industry on the
other. We have alrsady seen that direct compevition between
smeller forms and larger is very rare. Although competizion

is & feature of small plante in Jspan, this competition,
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though fierce, is normally confined wivthin a2 single

stratwn of firms. In general, the nesrer o the base cof

the industrial pyramid; the more intense is this compstition
likely to be, but it simost slways remains horizontal rather

than vertical. This "stratified competiticn' as & feature

of Jepan's industrial struciure may help to explain the

FR
w

um and smell scale indusiry. Its relation-

o
|—!4

T med

[
[

Or
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pos

x

cals industry is peither competitive, nor

0

ship to large
precisely complementsry. In relation to lerge secale ecapital,
amall firms stand in something closely anslogous to the
position of employees.

This relstionship appears in iis most chvious

form in sub-contreciting. The stratified structure of the

engineering inpdusiry, for example, nas already been

(2)

describved, The industry is composed of at least {ive cor
six layers, the top one consieting of & few largze [irms
enjoying special privileges, and the lowest including a
vast nunber of very small plants. Within each lazyer
competition exists, but competition between one layer and
enocther is most wmusual., Moreover the intensity of
horizontal competition falls g8s we po up the pyramid, and

at the top co-cperation and collusion are the rulse. 350 long

(2) Sse above, pp. 149 foll,



ag monopoly or oligopoly exists in the higher sirsta, and
fierce competition prevaeils in the lower, each stratun

necuniss an sdvantagecus poasition vis-a-vis the strats

helow itfw;ieh is reflected in the higher profit rates of
)
oy

layger firms. In practics a large proportion of the proill

large firms is derived from their spility to taks
advaniags, througn sub-contraciing and in othsr ways, of

Tierce competition and poor conditicns in smslil plants.
T I

The svailability of small plants for sub-

et

G
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contreciing works to the advantage of larg

another way. Fluctusiions in demand can be coversd by

£ the large firms tvemselves, apd, 80 long
a5 those conditions perslst, the pogsition of medium snc
small seale industry, altheough dependseat, is relatively
aggured.

Medium and small sesle industey survivss,
then, Tor g number of regsons, of which excess populstion,

shortege of capital apd market iaperfeciions asre zmong the

P
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Seg below, Tebles 12 and 20.
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mope importent. Most often, however, it survives only

bacauase it is telerated by Dig finns which can explei:

y

the dispari moncpolye It has not,
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however, coun
development from the cottege indvetry of Tokxugsawa tluss

has been traczed in Chapter II. Over the last hundred years
Japan's native indusiry has succecded in adapting its

que a2nd organisation fo alierdins circumstanceas, at

indusirial produchion snd employment. Whether or noi it
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will contimie to do so depends not only on

in those conditionsa

(ii) Wny medium and small scale irdusiry remains small

IT exvectetions of the gradual dissppesrance
cf mediusm and small scale industry were not fulillied,
neither was the heps that it would grow into modern larg
seaie industry. I sconomies of large scale exist, fims
most be expected to grow to & sizs at which they can fake
advantage of them and failure to do sc reguives explanatlon.
Marshall's concepl of the vepresentative firm is an early
attempt at such an ¢xplanation in temws of the aifficulties

ies

&

with which a firm meets as it resches sut after esono

of seale, Harshall ewphasised the decsy of sentrepreneurial
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faculiies and thez incressing imperfecticsn of markets which
accompany an incresse in scele. Others have siresssd

incressing difficuvlties of mansgement, problems of lncressing
risk or difficulty in radisiag cepital.
Any exvlanation of the Tailure of firme to fexe

advantage of eccnomies of scale mast depend on the operatlion

of gome Lactor or factors which, 83 the Tivm grows, co&;t@yw
- oA
_ i
balance these sconomies. Steindl; in an intsresting monograph,
has iniroduced two new ones - "{he proporiionsie increzse in
the ratic of capital to sales" which becomes necescsry 22 the

firm grows, and "Lhe absciute profit mergin {(measured as a

ratic of cost) ohitaining with the smaller firm'. Increased

capital intensity will tend to lower the eate of profii on
F

ital as the firm grows, while the smaller the gpriginal

o
(2
i
i._)
D

nroflt marpin, the more likely 1s 1t that growih in

3

will bring greater profit on canital,

Steindl derives ithesce counditions mathematically
in the following way. If % = total cost and s = anmisl sales,
we agsume that § is & decreasing function Fz of size, Z. We
also agsune that the patlo of capital employed, I, to ssles is
an increasing funciion of size, f2. If the rate of profit on

caplitel is &, we can write

(L) Joseph Steindl, "Small and Big Business - Heonomic
Froblems of the Size of Firme"., Institute of Statistics
Honograph ¥o. 1, Oxford, 1947.



If & is to incresse wiith increasing size,
the first derivative of ths above function must be positive,
4t this point Steindl assumes e » 0 and {1 - Pz)» 0 to
Gifferentiate as Follows (-

log e = log (1 - Fz) = log fi=z

1 ile g
- e Byt - Z Q
& az 1 = 7z %E— >
A ¥ - ¥ #
& < e s 4
Z Fe 4 - 4
7z

In fact if costs are properly ilmputed, the
rate of profit on capital and even the profii margin may
well be negative or zZerc, and for small firms iz probably
rarely » 0. I the profit marginhappens to be 2ero,
Steindl's condition does not hold. If no such restrictions

are put on the values of € and 1 - Fz the derivaiion is 3

e _ fza- Tzl - (1 -Fz)fr N\ o
dz fze=

. 2 s
or, sinece #z° must be positive,
- (1 -Fz}@z"' > ©

Since neither ﬁz nor % can De Zero we can

B3

- gz

divide to cohtain

i aJt & 1 “"‘1 6@ e
Fz > §E“ Tz }
ids

for any profit rate or profit maprgin. I,

§
bxj
&1

3
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which ho
however, the small firn has no profit margin, the condition
about incressed caplital intensity no longer applies, as any

reduction in cest as & proporition of sales will result in an

-



increased rate of profit on capifal irrespective of the

increase in capltal intensity. Horeover, 17 the smalil firm

it

were actuslly making s loss,; ithe rate of loss expressed s a
proportion of eepital would be smaller, the greater tne
incresse in capital intensity.

If, therefore, proiit margins are very low
opr negative, as they are in Japanese small scals indusiyry,
larger Tirms will slways earn higher profits on capital so
lonz as economies of scele exdist at all. Figures for prolli

]

retes of profit in Japan indicate that this is,

[

marging an

in genersalil, ithe cass,
(5) \

Table 19 -~ Profit marpin by size of firm snd industry (1951

g
8ize of firm by cspital employed <m§géﬁgn
Industyry - ;
nder f o5 | 5-10 | to=50 | s0-106] JvE
Mining L3 1 h.9 | 23,6 | 11,0 8.5 2.9
Foodstufrs Lo3 | 6.6 2,2 7ol a7 b4
Texrtiles 5.0 19,6 5.2 1 12.7 11.5 20.0
Paper, 2ic. 11.9 1 74 1 12.7 1 18.6 19.5 270
Chemicels a8 1 3.0 8,7 9,58 12.2 20.9
Glass apd ceramics Loy | 6.2 0.7 | 11.8 16,2 ih.7
Frimery metal
industry 5.6 1 53,7 8,0 { 10,7 13,7 13.0
Hetal products 1.8 15.2 &, 5ab 1%:9 164
Kachinery 5e5 1 o2 543 Ge9 7.3 doy
Electrical equipment N4 18,2 Be2 B. 8 1.4 11.5
Transport equipmen 2.5 1 J.0 Lo 7 3.2 6.8 5.9
ther manufacturing; L.b4 | 8.4 b0 567 5e7 12.3
All manufacturing BO {7l 5.l 8.9 9. 9 16.2

Y A L > . s : - .
(5) Taken from Shusho Xigve Cho {Buresu of Wedium snd Small

Business ), "Ghusho Kigvo Kankei Tokei Shiryo Shu®

(Geléasi?d Statistical Materizal on Medium and Small

Buslinees), ppe 22«23, Profii mergin le calculated as
prolit v 400

total seceipts 0 0"



2235,

There 1s hardly any doubi that the prolil

far

margins shown for firms in the smallest size range are

higher than they would be 1f costs were accurebtely caleulated

Costs oif labour ant mansgenmeni are slmost certainiy under-
)

4

egtimated by not making proper allicwancas Tor the labour of

w

the owner and his family. HMuch of the work of emall Tirme

consistes of sub-contireacting, which ususally sxcludes the ¢ost

(k]

of materials from the caleulatlion, meking the proiilt margln

hizher than it would be if these costa wers included,
Horeover thase figures, which are preparzed by the dinistry

ly to legal perscons, and go exclude a
iarge preportion of the smwllest enterprises. Apart from
g drop in the 5~10 million yen size range, profit margins
rise fairiy steadily with size, and are falrly high fop
the largesr Firms,

(6)

Table 20 - Profiy rate by size of firm and industry

8ize of firm ital employed
iz?mg§1i§gmvg%§cap1u 1 employed
Industry Under § o 510 110-50 | 50-100 Sver
2 T 00
Hining T78 1114k 23,6 13,7 136.9 778
Foodstufrs 113 L 1ha2 ] 3.9 (16,6 (140 1he7
Textiles 13,1 119,81 9.1 [19.3 16,9 25,3
Paper, etc. Thot 196,59 17.3 129.7 22.5 30. 7
Chemicals 1.2 5.3 5.8 {16:5 17.2 25,6
Glaas and csramics 10,6 { 12,2 ] 0.6 (24.4 23,7 21.4
Primapry metal industry 16.2 1105 1M11.3 119,68 19,3 Tha7
Metal products 5.9 115,312,171 (1.3 155 20,1
gchinery 12.21 8.,8{ 7.0 8.3 Gall Ga?
Electrical equipment 10.7 1 GuI 1135.7 1Lk [17.5 12,2
Transport equipment Teb } 6,7 H1.7 1 3.9 10,0 6ol
Other manufaciuring 117 1176 § 7.9 112,77 10,5 iR.2
A1l manufecturing 118 115,2 ] 501 15,4 14,8 | 19.4
SN 3 e -~ =
(5} Ibid. PPp. 20-21, Profit rete = wreofit x 100%

tmta¢ capival



The rate of profilt on capital 1is sgaln

considersbly overestimsted for the smellesti Tirms. It

LY v
Tiyms ars

very small

"d
i.'}

=t
H—k»
i
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b

seems cleapr that the vrus
very low indeed, and that there is & ¥ind of hilerarcny of

profit rates, the rate bacoming higher &s the firm increasses
in size. The 5-10 million yen size group {Orms apn eXCepilsn
to this steady rise of profit rates, which seems Lo Inciecate
tnat there is some differznce in Xind between Tirms above

thkis size and those below it. It seems 1likely that sl {his

gilze the advantapes of cheap family lsabour and bad working

5 I gy - s 2 oy A an - L A
In Japan, then, 82t any rate, 10w proivii

ing among gmall enterprlses and the existence of con-

almost slwars has an advantage in terme of prolit rata.

The disadvantages under which small firvms
opersate show themselwes in techznicsl hackwardness and

produsing a2 complete product salsable in n open market.
This Lt echnical inferiority is 2 major remson Tor the
fallure of small plants to grow and to escape from their

dspendent positlon. With ihe developmeni of mew technigues



225,

S S ] i O, o - 4
pend thelr opsrations to any sxtent.

nou avalillables for investment in plant. If profiis are made

FELN ey < [P " - o o 3 A T P o L]

the small Taciory cowner and his dependants over & period

R At sk el s P PR 5 YS L o = T- P £ P El YR s AL gy
QUPing WOAICH DIMSES G BCArCS,. L0 Spite i variocus orlicial
sachemes for the financs of medium and small scals indusioy,

the small entrenreneur finds great difficulity in obtaining

in addition to actual hindrances to growih,

the existence of what may bhe called sconomies of small scale
should be recopnised Corntsi anamd e nre svadlaghle £o0 the
BROwLO ? POCOgNLEEl. WEDPTELID BCONON1Es are aveiladle o niie

gmall firm whiles it remains smsell but diminish with growkh
cver a certaln range. Among thess economies of smell scals

should be reckoned such things as the availa

and labour legislation. Flexibility of operation of small
enterprises also, insofar as 1t is a resuli of smallness,

zay be conwidersd as an economy of small scale.



In industries in which these econcmies of
small scale apre lmportani, they provides asn inducement 1o
remain small. If there is any conslderable intermediate
size range over which neither eccnomies of asmell nor of
large scale opccate it may well e impossgible for a fiem to
grow, whstever the ithenrelbical advantages of bilgness.

There may be more than one coptimun sesle of eparations,

ut the gaps between the optima may be tcee grest to be
bridged by a growing firm. This sesms to be the
& nunber of Japanese industries, and providss a reascn for
the lack of moniltity of firms from one stratam o
industrisl pyramid to snother.

Thus although, ss Steindl’s analysis shows,
small flrms occupy an infericr position in Japan, they are
upanle Lo egecaps from the ﬁisabili ies of smallness, papzlﬁ
because of techniecal, financial snd managerial weakness,

and paritly because of positive advantsges of small =eale.

{114} JEffects on the Javanpese economy

The fact that & large part of Japanese
rrodustion is carried con in small units of the types
deserived in this study has imposed and, we may presume,
willl conlime to impose certain restrictions on Japan's

Industrial development. It has already heen observed that

proauctivity, in terms of productivity ver head, is low in



{
small p1;ﬁ$8. Since technigue is, in pressent circumsiances,
unlikely o improve, no slignificant rise in preductivity
can be expected. Hot only is thils so in the small plants
themselves, but ths existence of s large number of
relatively inefficient emsll plents able to produce cheaply

only on the basis of bad conditions and low standards oI

[¢

helds baek technical progrese in the larger planis
alsc., 8o long as ihese sources of chesp production are
available, larps flrus mey ve expected to coantinue to tzke
advantage of themn rather than to upderiske large internal
investment in impreoved plant, In this wsy ihe large firm
nct only sheds the risks of investment in Tixed plapl, but

cften gets work done cheaper thapn it could do it itaell,

liy]

Unéer Thase copditions investment in new plant by large

fivms has undoubtedly been lower than 1t wouwld have ngen
if small ale industry had not besn avallable., One factor
may be expected Lo raduce {this traditiopsal relisnce oo smell
plants. New machinery is being developed which performs
processes whicn 1t is physically impossible to parfcrm at

all without expensive eguipment beyond the reach of small

fﬁ
[$3]
[
[
rel
]
wh
o
gj L)
[l
€33
o
=
=
a_k
[5a)
ot
[
ot
[
B
o
ey
]
]
L]
g
Ad
i
jo]
el
ot
o
[47]
423

plants., 11 Jap

developnments, the investment will have to be made by largs

(7) dee z2bove, p. 126, This does pot deny ihat some
economies sre almest egually sasvailehle o large
and small planis.
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large plants ape Lo undertakXe such
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investinsnt, the disadventages of not doinz ae are lncresasing

as time goss orn, and mey eventually become 20 gresil &3 10

From the point of view of labour, there 1is

1!5!

no doubt that conditions znd pariticeularly wage rates in
medliom anc smell gle industiry are unsstisfactory. This,

however, mast he atiributed not so much o the existence of

gmall scale prodacilen, as to more deeéeply underlying con-
ditions of lsbhour arﬂ capitnl supply which &are in large

measurs responsible both fc low returns to lsbhour and Tor
the survival of smalil scale prooduetion itself.

=2

The conbinued exlstence ¢f mediun and shs

-
juad

scale produyction thus restricts investmant, hinders technical
progress and perpetustss low standards of living. On the

other nand, in an cconumy such as Jepen's, where capital is

gcarce and labour abundant, there is ne pardleunlar pgain in

-

maximising output per head of the employed peopulstion. The

epplication of labour to capital may proceed far beyond this

rore meixlimam total outvut is sttzined. Labour using

roint bhe:

ey

methods are thus 1likely to produee a higher fotal sutput

than could he achiievad by the conceniratlcon of capital in
highly mechanised industry leaving a large sectlon of the
potentianl working population entirvely without access to msans

of production.
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On social zrounds also, the thinly spread

use of capitel provides wider employment and somswhat greater

poe Ao P

equality of incomes than the use ol caply intensive methods

fae
oo
e

Y

of production. Concenitration on such msthods would involve

emparrassingly large transfers of income for the maintenancs

¢ of redundant populatiocn placing an almoest intolerable burden

of taxation on the productive sector of the economy. Wo look
at the maiter from ancther angle, any reduction in private
sost achieved by labour saving methods must havs set off

against 1t the sogial overhead cost of maintaining redundani

popaiation, which, from the point of view of the Japanese

goonomy &5 & whole, is ezcapsble only in the vesry long run.

Against the disadvantages of small scale produciion, then,
we may get higher and more widely distributed income,

In any case, the course of Japan's industrisal
develommeni has besn such that she has been commitied to
widespread use of small scale production. This has sniailed
disadventages and crested some serious problems, but it is
not easy to see how these could have been avolded. Shortage
of industrial capital, or rather failurs of indusirisl
cepital formstion to kKeep pace with the needs of the economy,
hag been the basic problem of Japanese industry. The moral

= i : : 5 v .
£ Japan’s experience seems fo be that shorts

-

e of industrial

o

carital leads to insfficient methods of indusirial organlsation

- i . ER . . . 3 o - e
Japen & experisnce also seems to indicate that the amount of

4

wustrial capital necessary to start the process of
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tion and {even more important) the rai
industrisl capital formualicn necessary Lo sustaln & programie
of rapid industrialisation must he very great indsec : far
greater, verhave, than has gensrally bheen soppossed. In
Japan's cese, capital recuirements could have been met culy
by & very iarge scale imporiation of foreign capital. 4
Japanaese were unwilling to adopt this alternative since they

idz=red that it would have threatened thelr economic and

fJJ

o
A AL

bheen, to & great extent, a produect of ths political znd
military necessities of the lime psther ihen 2 long range
rlan Tor sconomic development. I the persistence of a
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gmbarrasgnent or a handiecsp to the econony as & whole, this
iz, tc scme extent, = resuly of the inevitable snesd wiith
which the early stazes of industrislisstion were carried

through.
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