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Al too frequently big business has dom nated popul ar perceptions of
t he Japanese econony. Large firms are deened to have powered Japan's
grom h through their real successes in generating output, raising produc-
tivity, absorbing and creating innovations through |arge-scale R&D, and
creating and devel oping "the Japanese managenent systeni of industria
rel ations, internal decisionmaking and close intragroup affiliations.

Bi g business plays a highly visible, broad political and social role,
financing political |eaders and their factions, influencing nationa
econom ¢ and other policy, serving as a role nodel, and preaching its
business ideology. It is a system of male managerial elites dealing on
equal footing in carefully developed formal and informal networks with
counterpart elites—entral government bureaucrats, elite politicians,
and others holding power at the top of the pyram d of Japan's hierarchi-
cal society. Some characterize big business as the brain and the centra
nervous system of Japan's econony.

If that is the case, then snmall enterprise is the economc, politi-
cal, and social heart and backbone of Japan. |n particular snall-scale
famly enterprises have long been and continue to be a large and dynanic
element in the political econony of Japan--in entrepreneurship, job
creation, output and political clout. Small business makes up the bottom
two-thirds (or nore) of Japan's social and economic pyramid. It is a

curious mxture of seething activity, often turbul ent change, and cal m
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quiet, even stoic inertia. Small business is the main provider of

enmpl oyment for the Japanese and thereby the source of consuner denand; it
engages in al nost half of business investnent as well. Small business,
as conprehensively defined here, is extrenely heterogeneous and not
unified politically or in other ways; nonethel ess subgroups are effective
in exercising political power to achieve well-defined, typically econom
ic, goals. Small business is at once the source and repository of great
social stability, the locus of a considerable range of tolerated behavior

(what Westerners mght even term "individualisn)* and the carrier and

i mpl ementer of social and cultural change. Many small busi nessnen are

conformi sts, but few are conpany nen of the sort that prevails in large
enterprises.

A big-small classification of enterprise size is obviously too
sinple, as is any delimtation in the consideration of small-scale
enterprise to a few sectors. |In principle, we consider here the role of
smal | -scale units of ownership and production--enterprise in the broadest
sense--in all sectors of the econony, from farmng to nmanufacturing,
construction, retail sales, and personal services. Enterprises range
over a continuum of firm sizes; obviously, in nunbers nobst are very snall
and only a few (2,040 or 0.2 per cent of total incorporated
enterprises) enploy nore than 1,000 workers. Were to divide the
conti nuum into segnments depends on the purpose. Here we are concerned
primarily with enterprises of fewer than 100 workers, especially units of
| ess than 30 workers and minuscule units of fewer than five workers.

Smal | -scale enterprise is quantitatively as well as qualitatively
i nportant in Japanls economy. In a three-size classification, small

enterprises in 1982 provided jobs for 36.5 nmillion Japanese nen and



wonen, 68.7 per cent of private sector enployment; nediumsized firns
(100-999 workers) accounted for 16.2 per cent; and bi g busi ness 15.0 per
cent.2 Small enterprises, with nore than two-thirds the |abor force,
produce close to half of the G\ originating in the private sector.

Japan is a country teemng with small-scale famly enterprises, nore
so than any other advanced industrial country. Many are entrepreneuri-
ally vigorous; nmany others are content, or doormed, to drift along. Weé
recogni ze that small-scale famly enterprises (SFEs), typically |ocated
inor near the famly home, represent a conpl ex economc, social and
psychol ogi cal phenonenon. 4 Qur focus is primarily upon its economc
features, particularly in terns of the owner-operator and his/her imre-
diate famly. (The intrafamlial dynamcs of the owner-operator and
famly workers are conpl ex, fascinating, and beyond the scope of this
study.) Even anong SFEs, size makes for qualitative differences. A
100-worker firmis probably more simlar to a 300-worker firmthan to a
30-worker firm Mreover, mnuscule enterprises of fewer than five
workers are qualitatively distinctive: the workers consist al nost
entirely of owner-operators and famly nenbers; fewer than 15 per cent
are wage- ear ni ng enpl oyees.

Qur main interest here is in the ownership and operation of SFEs
with fewer than 30 workers. Put sinply, there are some 9.5 mllion
Japanese owner-operators of these SFEs throughout Japan, al nost one-fifth
(18.0 per cent) of the labor force. C these, 2.4 mllion are farners,
six mllion run uni ncorporated nonfarm busi nesses, and alnost 1.1 mllion
head snal| incorporated enterprises. Adding in about 6.5 mllion unpaid
and paid famly menbers, alnost one-third (31.2 per cent) of Japan's

| abor force work as owners and famly menbers of SFEs. Wien their hired



enpl oyees are included these SFEs enploy nore than half the |abor force
(see Table 3, next section).

These macroecononmic facts, while illumnating, conceal the tremen-
dous diversity and heterogeneity of small-scale famly enterprises—n
goal s and behavi or, success and failure, innovativeness and conservatism
flexibilities and rigidities, and sectoral differences and sinilarities.
Two pol ar-opposite kinds of SFE stories can be told.

e story is premised on the positive pull of opportunity, anbition,
ability, and the preference to be one's own boss. In it a reasonably
favorabl e environment provides identifiable opportunities; individuals
possess entrepreneurial drive, anbition, and freedom of choice; and they
obtain and use resources productively and efficiently. The ultinate
result is econonic and personal success. It is a story of optin smand
hope.

The negative story is one of lack of opportunities; limted choi ces
under adverse circunstances, inefficiency and defensiveness, survival by
taki ng advantage of inperfect land or |abor narkets, and | ow wages and
incomes. Famlies may own assets, especially land, the inplicit renta
val ue of which they can obtain nost effectively through some inefficient
type of production. Persons rmay be discrininated agai nst—especially
wonen, ol der persons, Burakumn, and Koreans. O they nay be peopl e of
narginal ability, skills, personality, or motivation. It is a story of
resignation, even despair. At its extremes this is a story of exploita-
tion, of labor as workers and petty bourgeoisie fanilies striving desper-
ately to subsist however they can while high incomes accrue to the

owners, nmanagers, and workers of large enterprises.



In real life the two stories are nmixed. Mreover, we do not want to
imply that the stories indicate much beyond nmaterial wellbeing; there are
after all many anxious, unhappy, "successful" people, and many others who
are content no matter how plain or sinple their lives. The negative
story of engaging in nmarginal activities may prevail tenporarily for a
fam |y who, due to dire circunstances, waits until sonething better cones
along or to amass a little capital to start anew. It is difficult to
assert a priori which story is likely to prevail and under what circum
stances, because of the heterogeneity of individuals and fanmilies, their
circunstances, and the specifics of any such opportunities as may exist.
In general, the negative situation characterizes industries or sectors
decl i ning because of inefficiency and an inability to conpete, such as
part-tinme agriculture and mnuscule retail shops. Omers and their
famlies are in general probably better off than their wage-earning
enpl oyees. A core of quite skilled, regular (nale)workers are paid
substantially hi gher wages than niddl e-aged fenales and part-time workers
(these two categories overlap substantially).

The subject of SFEs raises a host of interpretive issues involving
the econony as a whole. Wy is the SFE sector so |large? What does its
| arge size mean for the political econony as a whole? Mre specul ative-
ly, what are its likely prospects for and effects on Japan*s future? |Is
the large share that small-scale enterprise holds in Japan's economny
mai nly a | agged phenonenon, requiring a generational process of adjust-
ment to an earlier phase of Japan's econonic developrment? O does it
reflect an effective way to organi ze production in Japan's current, and
future, affluent econony? Do SFEs survive mainly because of "exploit-

ative" wage rates which are the consequence of |abor market dualism or



do | ower wages reflect the heterogeneity of labor in relatively competi-
tive labor markets? Can the nultitude of small-scale entrepreneurs best
be described as successfully utilizing existing assets, as anbitious
peopl e seeking independence, or as people who |ack better alternatives?
I's government protection a major factor in the persistence of so many
SFEs?

As already stated, our central focus is on the ownership and opera-
tion of small family enterprises: how they cone into being, exist,
transform thensel ves, and in some cases disappear. By "small" we usually
mean enterprises with fewer than 30 workers, including the nyriad of very
smal | uni ncorporated enterprises. Wile the operation of |abor markets,
firmsize differentials in wages and other forms of renmuneration, and the
wel | -being of workers in SFEs are inportant elenments in our story, they
are not central. Hence, this is nore an essay on the political econony
of small-scale industrial organization than on that of |abor.

In contradiction to those who propound the "exploitation" and
"lagged" interpretations, we view small-scale fam|ly-owed and operated
enterprises nostly in a positive light. Wile sone sectors are clearly
margi nal or failing remants of an earlier era, sone are dynam c and
growi ng; many provide sound, stable incomes. SFEs are a dynam c source
of flexibility for the Japanese econony. In nany instances they prove
efficient and responsive to market demands. The individuals and fanilies
that make up SFEs conbine their human attributes--entrepreneurship,
| abor, skills and know edge, ambition, willingness to take risk, networks
of social relationships—w th ownership of land and other physical and
financial assets. This, indeed, is their essence and their economnic and

social rationale. The successful persistence of small business is also



due in substantial part to the distribution of land ownership and | and's
hi gh val ue, the heterogeneity of labor (and to some extent segmentation

of labor markets), and supportive government policies, especially in tax
treatnment. Perhaps nost of all, it reflects the depth of entrepreneuria
anbition and talent in Japan.

Several cautionary notes. First, the smaller the scale, the nore
fluid and less reliable the data. In particular, most successful SFEs
underreport their true econonic profits through tax avoi dance and, in
many cases, tax evasion. Accordingly value added, famly income, inplic-
it wage rates, and return on investnment are understated. Second, the
het erogeneity anong SFEs is so great that generalizations are certain to
require significant exceptions. Ve focus on agriculture, nmanufacturing
and retailing, the three largest sectors. For small high tech venture
firns see the chapter by Ckinoto and Saxonhouse. The construction
industry is not considered, even though small local firns play a particu-
larly active role in the political econony of public construction con-
tracts and the financing of politicians. Third, the data probl ens
associ ated with scale within SFEs are serious. overnnent statistics
typically lunp snall and medi um enterprise together; the Census of
Manuf actures no longer collects data on the smallest (one to four worker)
firms; frequently nanufacturing data refer only to firns with 30 or nore
enpl oyees; and financial data mainly are for incorporated enterprises.

In the next section we provide a descriptive overview, first in
nmacro perspective, and then specifically for agriculture, manufacturing
and retailing. Inthe follow ng section we examne economc, social, and

political reasons for the persistently high proportion of small fanily



enterprises in the Japanese econony. In the final section we discuss the

future role of small business in Japan.
I. A Descriptive Qerview

Surprisingly little cross-country conparative research exists on
small-scale enterprise. The quality of data apparently is directly
related to the degree of inportance attached to snall firns; though the
level of rhetoric is substantial everywhere, Japan and the United States
have the best data and the nost extensive prograns of financial and other
support, while the Wstern European countries seemngly have |ess actual
interest. 8

Japan's snall-scale enterprise sector is large in conparison wth
its counterparts in other advanced industrial societies. Self-enployed
workers and unpaid famly workers conprise a far |arger proportion of the
| abor force in Japan (29 per cent) than in France (17 per cent), Germany
(14 per cent), the U S (nine per cent), or the UK (eight per cent).9
The differences lie not so nuch in agriculture as in manufacturing and in
retailing. |n Japanese manufacturing, 46.5 per cent of workers have jobs
in establishnents with fewer than 50 workers, nore than in Italy (44.4
per cent), the Uhited States (15.2 per cent) and the United Kingdom (15.9
per cent). The other Wstern European countries are in between, but are
cl oser on average to Japan. The sane pattern is even nore pronounced
for establishnents with fewer than ten workers. Furthernore, when
conpared with the Uhited States, Wst Germany, and the United Ki ngdom
val ue-added per worker is considerably lower in small firns when neasured

agai nst the val ue-added in | arge Japanese firns. Subcontracting is



nore preval ent in Japan than el sewhere. S mlarly, although they are of
| oner productivity, Japan has many nore retail stores relative to popu-
lation than the United States or Veéstern Europe.

Interestingly the share of businesses with 100 or fewer enpl oyees
was renarkably constant at 40 per cent in the Uhited States between 1963
and 1977, while in Japan it rose nmodestly from51 per cent in 1962 (and
1971) to 56 per cent in 1979. The Japanese government provides far nore
finance to small business than the Arerican, about $66 billion in | oans
outstanding in 1982 versus $3.8 billion by the U S. Small Business
Adm nistration, and | oan guarantees of $21.8 billion versus $1.6

billion. 12

However, the interest subsidy was substantially farther bel ow
narket rates in the Lhited States than Japan.
As Kiyonari stresses, small business was conpl etely transforned by

the two decades*of high growth ending in the early 19703.13

For many
firns profits increased, technol ogy inproved, investnent deepened; SFEs
grew rapidly, and so too did their nunber. Buyer-supplier relationships,
especially in subcontracting, deepened and becane nore stabl e.

Between 1971 and 1982 the share of snall-scale enterprises (fewer
than 100 workers) in total enploynent remained essentially constant,
since increases in retail and whol esal e trade and other services have
offset the decline in agriculture. Table 1 provides detailed infornation
on SFEs with fewer than 30 workers for 1971 and 1982. The absol ute
nunber of workers increased though the ratio decreased slightly, but
there were significant changes in conposition. An overall decrease in
sel f-enpl oyed individual proprietors and famly workers took place solely

in agriculture; the nunbers increased in all other sectors. This oc-

curred even though for tax and other reasons many SFES i ncorporated
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thensel ves. Indeed, the total nunber of SFEs has risen significantly.
Bet ween 1960 and 1981 incorporated enterprises increased from414,000 to
1,187,000; not surprisingly, alnost all were snall, but nore than three-
quarters of the increase were firns with fewer than ten enpl oyees. 14
Uni ncorporated enterprises al so increased, from 3,467,000 in 1969 to
4,178,000 in 1981. These are net figures; birth, growth, and death (or
transformation) are treated | ater.

There are three kinds of participants in snall-scale enterprise:
sel f-enpl oyed owner-operators; "unpaid' famly workers; and wage-earni ng
enpl oyees.  the total labor force (57.8 mllion in 1982), sone 15 per
cent, alnost all woren, define thenselves as working partly (less than
200 days per year) with their main activities el sewhere, alnost always in
taking care of the household. Nbre than four-fifths of part-timers work
invery snmall enterprises. Further basic data on |abor force allocation
appear in Tables 2 and 3. V¢ have already noted the striking fact that
over half Japan's total |abor force works in enterprises of fewer than 30
workers. The largest share (28.2 per cent) is in wholesal e and retai
trade, followed closely by agriculture (27.6 per cent), and then services
(16.0 per cent) and manufacturing.

Yet the nost startling, and perhaps most distinctive, feature of
Japan's SFEs is the imense share of mnuscule enterprises with one to
four workers (including the proprietor). Sonme 30.6 per cent of the total
| abor force work in mnuscule units; since three-fifths of those who are
working only partly are in these enterprises, mnuscule units account for
a smaller share (12.3 mllion workers, 15.6 per cent) of the mainly
working labor force. Indeed, alnost all the self-enployed (93.7 per

cent) and unpaid famly workers (89.3 per cent) are in mnuscul e
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enterprises. ly one-fifth of the workers in mnuscule enterprise are
wage- ear ni ng enpl oyees.  Such mi nuscul e production units include al nost
all Japanese in agriculture (93.7 per cent), but also 38.7 per cent of
those in wholesale and retail trade. Sone three-fifths of snall busi-
nesses, and four-fifths of retail stores, are "hone busi nesses" in which
owner and famly constitute nore than half the labor force. Moreover,
about one-fifth of snall enterprisers engage in a secondary line of
business; in rural areas a quarter of those are in farmng or fishing, in
urban areas "apartnent rental is popular."”

Qher inportant features of the snall-scale fanly-enterprise sector
are their sex and age conpositions. Females are particularly concentrat -
ed in snall enterprises. Four-fifths of the famly workers are woren.
Wiile alnmost one-third (3.0 mllion) of those classified as self-enpl oyed
are worren, one-third of these are doing piecework at home at extrenely
| ow wages. Even so, sone two mllion wonen run their own enterprises.
Alnost a quarter of themare in agriculture but nany nmore are in servic-
es, especially those catering prinarily to other wonmen—Avon ladies, life
i nsurance, and so on.18 As HIl has shown, for marri ed wonen the choice
is not "towork or not to work," but three-fold: to work as a wage-
earning enpl oyee, to work in a famly enterprise as an unpaid fanly
nenber or as its proprietor, or to engage in househol d V\ork.19

Qher workers are also drawn to, or end up in, snall-scal e opera-
tions. e-third of the working persons aged 55-64 are in mnuscul e (one
to four workers) enterprises, as are alnost half of those still working
after 65. Mnuscule enterprises have disproportionately nore ol der
workers and few younger workers, yet otherw se the age distribution by

firmsi ze does not vary greatly except for in large firns where young
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workers are disproportionately numerous. A far higher proportion of old
peopl e work in Japan than in other industrial nations.

Snal | -scal e enterprises are domnant in terns of enployment and of
great inportance in terns of output in agriculture, forestry, fisheries,
construction, retail and whol esal e trade, and personal services. They
conprise a very significant share of the overall nanufacturing20 and a
donmnant share in many nmanufacturing industries. Wholesale and retai
trade has the |argest share (27.2 per cent) of SFE enpl oynent, foll owed
by manufacturing (19.2 per cent), personal services (17.8 per cent), and
agriculture (14.2 per cent).

Excluding agriculture, SFES on average are substantively |ess
productive than nedium and large firns which, with 30 per cent of the
| abor force, produce about half the G\P. The evidence is overwhel nmng
that val ue added per worker and inconme per worker increases nonotonically
with enterprise size, and that a very substantial gap persists between
the extremes of firmsize. On the other hand, especially wth tax
evasion, the rate of return on capital nay well be higher in smaller
enterprises. In manufacturing in 1981 val ue-added per worker in estab-
l'ishments of 1000 plus was 2.39 tines that of a worker in establishnents
of 4-99 workers, though the wage gap was substantially narrower.

Nonet hel ess, over the past two decades the growth in val ue-added per
worker in snall enterprise has been at least as rapid as in large firns
(the mnuscule one to four worker firns always constitute a special
problem not only of data but of conprehending the underlying reality).
The initially wide gap in val ue added between large firns and snal |
narrowed until the md-1970s, but has wi dened subsequently. The simlar-

ly large gap in capital per worker also narrowed until 1975, and has
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continued to narrow since, albeit nodestly. Wge differentials by firm
size narrowed sharply fromthe late 1950s to the md-1960s and | evel ed
off until 1972-3, but they have since w dened nodestly. (See the chapter
by Bronfenbrenner and Yasuba.)

In sum small business is not a lagging sector; on the whole, it is
prosperous and healthy and growing as rapidly as the rest of the econony.
But it is not correct to regard snall business as the engi ne of G\P
growth; it has not been the major source of R&D and innovati on. 21
Nonet hel ess, SFEs do contribute significantly to growh—as the recipi-
ents of technol ogi cal diffusion, as sources of on-the-job innovations, as
active investors in new (and used) equi prment, as major suppliers of
consuner goods and services, and as flexible users and absorbers of nost
of the |abor force.

Agriculture. Farming is a special and extrene case of small scale
famly enterprise. Wile in many respects it is very different from
small scale fanmily enterprises in manufacturing and the tertiary sector,
there are numerous reasons for some considerations of agriculture,
especially for conparative purposes, since European and other countries
al so provide policies to naintain famly farns, however inefficient.

The two key factors naki ng possi bl e the continuation of so many
famly farns have been the farner's ownership of his land and the govern-
nment policies of restraining inport conpetition and to providi ng huge
direct subsidies while allowing donestic agricultural prices to rise

substantial | y. 22

In these respects agriculture stands in clear contrast
to nmost other SFEs. The benefit to farners has been hi gh—i si ng incones
and growth in the value of their main asset: land. The benefit to the

Li beral Denocratic Party (LDP) has been a strong base of political
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support. Society in general has benefited from a nore equal incone
distribution and a greater degree of food self-sufficiency. But the
econom ¢ costs have been enornous, equivalent to nore than half the

val ue-added in the agricultural sector. These have been borne by consum
ers and taxpayers. The costs include not only very high prices for
agricultural products but inefficient and excessive allocation of capi-
tal, land, and perhaps even labor. Mre efficient policy packages could
achi eve the same goals at substantially |ower costs, but they are resist-
ed by organized agriculture since farners know the benefits of the
present system of support and fear that any changes m ght underm ne that
conmi t ment .

The basic economic problem is that major inmprovenents in technol ogy
and financing, and the rapidly increasing opportunity cost of |abor have
sharply enlarged the mniml size of famly farns required for interna-
tionally conpetitive production far beyond anything even contenpl ated
today in Japan. Achievenent of optimal size (i.e. of competitiveness) is
further inpeded by Japan's nountainous terrain. By the criteria of world
prices for agricultural products, nuch submarginal land is currently in
production. Land consolidation is inpeded because land is overpriced
the renting of land confers de facto ownership rights, so owners are
unwilling to lease out; and idle land is taxed at higher rates, so
sonet hing should be grown. Farnmers and others have rationally held Iand
for specul ative purposes, in the anticipation that land will increase in
value nmore rapidly than other assets--reflecting, in part at least, a
hi gher opportunity cost of land in sone areas for factories, office

bui I di ngs, and housing, as well as lenient tax policies.
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Yet in a social and political sense, agrarian policy has been
remar kabl y successful. Rapid and sustained growh has made it inevitable
that agriculture woul d becone an unconpetitive, declining industry; |abor
and savings woul d have to be absorbed el sewhere, and the costs of struc-
tural adjustnent would have to be borne. On the whol e, governnent policy
has managed this process brilliantly. Income has been redistributed and
equal i zed. The social infrastructure has vastly inproved, especially
roads and transportation to nearby towns and cities where jobs were being
created by rapid growth. No econony has ever gone through so rapid a
decline in the agrarian labor force as Japan has since 1955. Essentially
all (97 per cent) of the new generation take nonfarm jobs; their parents
now commute to nearby nonfarm jobs while continuing to |live at hone,
reduci ng the demand for urban housing and infrastructure.

The problemis that government policy has gone too far. It raised
agricultural prices and incomes too much and gave too nany tax exenp-
tions. It has retarded structural adjustnent through crop diversifica-
tion and |and consolidation too nuch. Yet, rhetoric to the contrary,
governnent policy toward agriculture fundanentally changed fromthe |ate
1970s. The decision not to raise the government purchase price to
producers of rice further (it has risen on average far less than the CPl
since 1976) and to hold the line on subsidy paynents while cutting back
on acreage under cultivation has set the policy terns by which the
attractiveness of farming will gradually but steadily decrease. The
future of snall famly enterprise in agriculture is that of avery
economcally inefficient, politically powerful sector about to enbark on

nmaj or generational change.
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A crucial question is whether a simlar pattern is or will be found
in the case of those elenents of small nanufacturing and retailing that
are declining. dven the nunbers of people involved, this is indeed a
significant political issue.

Manufacturing. Ve have already provided data denonstrating the
inportant share of small famly enterprises in nanufacturing output and
enpl oynent (see Tables 1 and 3). There are of course substantial differ-
ences by industry depending on specific technol ogy and capital scale
requi renents. Not surprisingly, snall enterprises predonmnate in |abor-
intensive industries. The popular viewis that nmost snall-scal e nanuf ac-
turing involves specialized production of specific conponents or parts,
or their assenbly, for nuch larger producers of final products for
donestic or foreign markets. There is substantial truth in this perspec-
tive. Sightly nore than three-fifths of SFE manufacturers are subcon-
tractors. That also nmeans al nost two-fifths of the SFEs produce final
products for domestic consunption or investrment, or for export narkets.
The share of direct exports in snall and medi um enterprise production is
only about 6.5 per cent;23 however, firms produci ng exports specialize
greatly in their specific export products.24

Several types of manufactures and organi zations are often distin-
gui shed. Traditional goods (such as ki nonos, |acquerware, paper fans)
catering to predomnantly Japanese tastes is one. The success of tradi-
tional goods industries depends on incone, the price elasticities of
donesti c dermand, and changes in tastes; exports are negligible and the
possibility of inport conpetition limted. Products (including food
products) which serve local or regional narkets is another type. Snall-

scal e producers for local nmarkets face increasing conpetition, both from
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| arger Japanese producers and from inports. A third consists of |abor

i ntensi ve nodern products generated for the national market by geograph-
ically clustered SFEs. Handbags, pencils, toys, flatware and printing
are exanples. Certain types of machinery are produced by small, or at
nost nedi um sized, enterprises.

A cl oser examination of several cases is instructive.25 About 2, 000
conpanies are listed as briefcase manufacturers of which 80 per cent are
|located in Tokyo, primarily in tw wards of the city. The average firm
has seven workers. Sone prepare and dye the |eather; sone make things
such as netal fittings. Central to the arrangenents are coordinating
contractors (tonya) who take orders, purchase naterials, delegate the
manuf acturing, and when the product is finished nanage its storage and
shi pping. The actual construction of the briefcases goes to a "nmaker"
firmwhich typically utilizes fromten to 20 separate subcontractors for
the mpjority of work involved. Myst of these, in turn, circulate piece
work to wonen to do at hone (naishoku). Al elenents of the system are
owner operated businesses, with subcontractors being alnost entirely
m nuscule famly units conprised of husbands and wi ves, occasionally with
a relative or enployee added. Nearly all produce at hone. Hours are
generally long (10-12 hours on busy days), but vary a good deal with the
| evel of business. Goss sales figures also vary widely, but the average
monthly income in 1976 was about Y300,000 ($1,200) for subcontractors
whi ch anounts at nost to Y1,000 (%$4.00) per hour in a husband-w fe
operation, hardly better than the average wage level in the industry.

Bri efcases could be manufactured in larger factories as a unitary
operation. A larger piece of land would be required, and a |large consol -

idated initial investnent would be needed for equipnent. A neans of



18

gathering and keeping |labor with requisite specific skills, nanely an
attractive enployment system would be necessary. All this would presum
ably require a high confidence in the size of initial demand

Yet, since the variety of styles is great, briefcases are not
manuf act ured by hi ghly mechani zed processes. The savings in production
costs that consolidated, |onger runs would bring would amount to very
little, whereas an operation under one roof would entail higher costs due
to increased inflexibilities of labor utilization, greater pressure on
wages, and greater investnent costs. Moreover, in light of the preferen-
tial tax treatnment of small SFEs, corporate profits taxes would undoubt -
edly be higher. The dispersion versus consolidation of processing steps
raises the further issue of coordination and reliability. Can indepen-
dent units keep in synchronization as styles, costs, and so forth shift?
Can they remain part of a single systemw thout unified ownership and
managenent ? The answer appears to be "yes" for many of these cluster
industries.26 New forns of |abor-saving mechani zation m ght nake | arger
scale units efficient, yet given the present arrangenent, mechanization
of individual steps in the process is acconplished by existing snall
firms (assuming |oans and technical advice are available). A system of
| arger company nanagenent (bureaucratic) would not benefit fromthe
conpetition anong suppliers that keeps costs down while delivering
quality in each step of production.27

Once established, such "cluster” industries often go far in nodern-
izing on the basis of integrated small scale operations. In sone in-
stances, such as the flatware industry in Niigata Prefecture, the entire
system has successfully shifted from one kind of netal product to another

with the common threads being production technol ogies and the production
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network of participating famlies. An industry of this kind, once set
down in history (tied to the land and socially organi zed), has strong
incentives to adapt and unite to protect itself.

Their niches are often quite marginal, however, and are threatened
by cheaper foreign inports and new manufacturing processes. Korea, Hong
Kong, Taiwan and S ngapore, for exanple, are capable of naking quality
bri ef cases at wage rates roughly one quarter of those in the Tokyo
industry. Both kinds of threats create downward pressure on wages and
costs in an already conpetitive industry, and the niches left to exploit
are ones invol ving responsi veness to narrower, high end market segnents.
Large-scale and foreign conpetition al so create pressure for gover nnent
protection, intensified by the local density of cluster industries. Sone
medi um si ze cities, for exanple, depend alnost entirely on a particul ar
i ndustry.

Wiile sone snall-scale industries are in decline, others are grow
ing. From 1968 to 1978 the nunber of metal fabricating nachi ne shops
with four or fewer workers increased in Tokyo by 62 per cent while
| arger shops (thosewith ten or nore workers) declined by nearly 25 per
cent. The industry's ten-year growth resulted al nost entirely fromthe
creation of nearly 5,000 new SFEs in Toyko. How did this occur and why
was growth primarily in the snallest scal e segment of the industry?

Most snal |l machi ne shops develop in snall increnental steps.
Experienced individual operators typically first shift to subcontracting
for their former enployers, often borrow ng space and nachi nery from him
to acconplish this. The next stage is to nove into separate rented space
(often in another nmachine shop). UWsed nachinery can be bought on rel a-

tively accommodating terns, but an independent space rental involves "key
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nmoney" (typically equivalent to ten nmonths rent). As business expands an
enpl oyee and a second machine may be taken on. [If expansion continues,
the point will be reached when the entrepreneur, in turn, agrees to set
up one of his enployees as a subcontractor.

Wiy would he want to do this? It is very difficult to keep skilled
workers satisfied in this industry after they have six to eight years of
experience. Limted wage increases and growing skill create a strong
desire for independence. There are also severe space limtations to
consi der since the average factory size is but 25-40nf. To make a virtue
of necessity, owners help the spin-out process in hopes of gaining
benefits from the continuing relationship. That is, "offspring" conpa-
nies formpart of the "parent's" network through which new orders and
val uabl e information are exchanged; frequently the "parent" entrepreneur
serves as a broker for new orders, guaranteeing the product*s reliability
and delivery date, and receiving a fee for his services.

The notable point is that productive efficiency is not apparently
affected by the overall scale of the operation. Wether there is one
machi ne or many does not matter. Wat matters is the operator's skil
and whet her nore expensive, nore efficient machines will drive out such a
smal | scal e approach. If loans are available and demand is steady, there
is little that precludes such m nute subcontractors from acquiring the
new machi nes. However, a higher initial investment will necessarily nean
hi gher barriers to entry. It follows that stable production technol ogies
bring down the barriers to small scale entry in forns of manufacturing
that involve separate small processes. Equally inportant are the ways
social ties and an initially mnuscule starting point keep the barriers

to entry low for insiders.
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Turning to SFE subcontracting for large assenbly "parent" firns, the
basic issue is why subcontracting of this kind is so extensive in Japan.
The question strikes at the heart of industrial organization, at issues
of organi zation versus narket, of factor market inperfections, and of
technol ogi cal innovation and di ssemnation. These issues are al so
addressed in the chapters by Aoki and Uekusa.

About 60 per cent of Japan's small nmanufacturers exist primarily
because they produce parts (or do subassenbly) for |arger design/
assenbl y/ marketing conpanies. As such, they are quasi-i ndependent
nmenbers of |arge, conplex systens typically involving many subcontracting
conpani es of varying sizes gathered around a central |arge conpany*

Wil e subcontracting is found in every econony and is common to a broad
range of products, in Japan subcontracting is notable for (1) the exten-
sive role it plays in a large nunber of industries, (2) its highly

evol ved character, and (3) its capacity to adapt to rapid technol ogi ca
change. Al of this inplies that Japanese subcontracting is conparative-
ly efficient.

Subcontracting relationships can run fromthe sinple (e.g., a one-
time agreenent to supply a conponent part at a fixed price in terns
between two firns that have no other relations) to the conplex (e.g., an
on-goi ng cooperative relationship centering on the creation of products
of a particular type at prices and terns that are periodically renegoti-
ated, in which the two firms' personnel regularly interact over many
functional areas including cost control, design engineering, finance,
nmanuf act uring engi neering and R& in a nmanner approachi ng cooperative
efforts internal to a single firn. Japanese subcontracting is inpres-

sive inits inclination to and capacity for highly conpl ex, "evol ved"
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rel ati onshi ps, ones which presumably generate higher levels of efficien-
cy, over longer time periods, by taking advantage of many forns of

conpl enent ari ness between the contracting and subcontracting firm (or,
nore often, many subcontracting firns). Particularly in the nmore conpl ex
rel ati onships, labor cost differentials are but one reason for the use of
subcontracting.

The basic kinds of conpl ermentariness involved are: (1) manufactur-
ing specialization vs. design nmarketing specialization; (2) separate
types of specialization wthin production technol ogy; (3) separate
i nvest ment speci alizations in producti on equi prent; (4) R&D speci al i za-
tion; (5) different labor costs; (6) differentials in overhead costs; (7)
different capacities for flexibility and change (staffing, systens,
| ow vol une product runs); and (8) different financing advantages (includ-
ing access to financial markets, extended and at tines flexible paynent
terms, and shifts in inventory burdens). Snmall subcontracting manufac-
turers survive by exchanging one or nore of these conpl enentary advan-
tages with a total subcontracting system The nore devel oped the
arrangenent, the greater the potential for nore kinds of
conpl erent ar i ness.

There are, at the same tinme, many "arns |ength" aspects and contrac-
tual protections involved in subcontracting relationshi ps (see Uekusa
chapter). Information sharing is far fromperfect and risk nanagenent
necessitates sonme price/quality guarantees over extended periods when
| arge investnents are invol ved.

How wel | |arge conpani es nmanage their subcontracti ng network has
becone a maj or aspect of conpetition. 29 The proportion of nanufacturing

costs that are external has risen well above 50 per cent for many
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inportant products (e.g., electronics, autos). dose cooperation is
necessary in the design stage, and managerial |eadership is needed to
ef fect systemw de changes and cost inprovenents.

Wiat nakes the best managenent strategy when the capacity of produc-
tion is great and the product is constantly changi ng appears to differ
considerably fromcountry to country. In Japan the tendency has been to
create a deepening bond with suppliers, allowng for closer cooperation
and supervision. Assenbl ers have avoided high fixed costs, but they al so
grow dependent on the external supply systens they create. The Japanese
choice is basically to seek efficiencies of a long-termrelational kind
rather than to maxi mze nmarket efficiencies in which many "armis |ength"
suppliers conpete in what are essentially spot narkets. This has meant
that the capacity to maxi m ze coordination between firns is a nagjor
management skill. The entrepreneurial activity of snall suppliers is
encouraged within a narrowy defined context, one determned and gui ded
by the larger firns. GCoordinated interdependence results in the creation
of value that nakes both parties nore independent in other markets.

Japan neasures its subcontracting systemin a nunber of ways that
highlight its notable qualities. It asks about the nunber and wei ght of
inportant custoners in total sales. The weight of a parent firmor firns
in the world of each subcontractor indicates the character of the
rel ati onship.

Two-thirds of the small est manufacturing enterprises—those wth one
to three enpl oyees—engage in subcontracting, and for them the signifi-
cance of a single "parent" firmis overwhel m ng. 30 Ei ghty per cent of
their production goes to one custormer. V¢ can best inagine operations as

if they were based in a famly, with the entire operation oriented to
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manufacturing since a single "parent" takes virtually all the output.
Overhead and | abor costs are low (and also difficult to determ ne accu-
rately due to the famly basis of operations). |In nmany cases, raw
mat eri al s, designs and even machinery and technical advice are supplied
by the parent firm The existence of tiny subcontractors of this kind,
in other words, is a highly dependent one, yet the enterprise has sone
degree of autonony in the areas of technical |earning and cost nmanage-
ment, and thus some control over its profitability. 1In many instances,
however, even these areas are supervised by the parent firm Yet, since
heal thy subcontractors are a goal of parent firms, a well run subcontrac-
tor can gain nore autonony and nore business over tine through good
perfornance.31 Mor eover, mnuscul e subcontractors use relatively genera
pur pose equipnent so that the barriers to going to a different parent
firmare low This sets a conpetitive level to profits bel ow which a
parent may find it difficult to push its supplier for any sustained
period of tine.

Most subcontracting enterprises begin with sone form of patronage in
the formof an initial sales base (and other technical and financia

assistance). This "social asset," patronage, deternmines the real |eve
of initial risk. It is not a long standing form of security, but it

i nduces risk taking on the part of people with little neans and nodest
skills. Insight into future developnent is a matter nore of affinity
with larger players than a product of independent calculation. How do
start-ups occur? Apparently by a nunmber of mechani sms: a manufacturing
enpl oyee nmay be encouraged to set up as a supplier on his own; a trading

firmor other go-between may encourage an individual to start out with a

promise of initial business; or a parent firmmy seek out an individual
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in order to establish a needed supplier. Large firns put in a good dea
of time devel ping new subcontracting links. 1In all such instances,
relational qualities are prior and initially dom nant, and the dependence
of the subcontractor is high

Busi ness growh brings with it greater autonony and a shifting
bal ance anong the factors of production. Arong nanufacturing subcontrac-
tors with four to nine enpl oyees (located through social networks), only
40 per cent report selling to only one parent firm and a mere 20 per
cent of those with 50-99 enpl oyees have only one main customer. On the
ot her hand, the nunber of reported "parents" increases. Mst |arger
subcontractors (say those in the 50-100 enpl oyee range) have succeeded in
establishing thenselves as integral elenents of the manufacturing systens
of four to eight larger parent firns. W nust assume they achieved this
position by their conpetence in a technol ogy, their overall efficiency
and their ability to integrate well with the needs of nore than one
parent firm A ong the way they have devel oped increased proprietary
technol ogy and capacities to protect or increase profitability. e form
of this capacity is innovative cost reductions within [onger term supply
contracts.

A process of growth and transfornation can be seen in this pattern.
Tiny subcontractors that naster a technology and rmanage costs can grow as
a result of the specialized conpetence they achieve. In tine this can
al so nean they gai n advant ages based on the specialized production
equi prent they have invested in. In turn, these nmake the subcontractor
nore attractive to other parent conpanies. QGowh al so hinges on the
successful managerment of increasingly conplex |abor, financial and ot her

inputs. Accountability (for product and profits) has, in effect, been
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shifted to the Iowest |evels of the production process. Every stepis
its own profit center and subject to the market. |If performance is not
satisfactory over tine, there is no guarantee of continuing in business.
Changes in technol ogy or market demand can make a subcontract or obsol et e.
Wiat is notable are the nunerous instances in which a parent firmhel ps a
subcontractor of basic worth to achieve greater efficiency or convert to
supplying a different product. By growi ng and diversifying, subcontrac-
tors begin to nmanage nore of the risk and attendant possibilities for

gai n t hensel ves.

Smal | subcontractors, like other smaller firnms, do not offer |ong-
term security of enploynment and are much less inclined to of fer special
benefits. Flexibility in staffing (including a greater reliance on
famly and part-tiners) and great caution in making any investnents other
than those for production equi pment al so characterize these firns.
Attenpting to gain autonony quickly by engaging in new areas or by
putting enphasis on independent sales is quite uncommon. The enphasis is
on the devel opment of production technology. On the "parent" side, the
pattern is to cultivate a stable of strong subcontractors as a means of
borrowing their strengths without incurring the fixed costs that doing
the sanme work internally would entail

Large firns have unions that defend not only pernanent enpl oyment,
but a seniority based wage system and nmany benefits for both bl ue- and
white collar enployees. Large firns thus have rather inflexible |abor
costs and other fixed overhead costs. In many instances it takes thema
long tine to develop in-house expertise given their reluctance to hire
mature skills on the open market. Such enployment inflexibilities favor

a najor role for subcontracting. As the enpl oyee popul ation of |arge
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firns matures (a common phenonenon gi ven both slower growh and the aging
of the population as a whole), assenbly firns adapt by increasing their
subcontracting (as well as by automating and rearrangi ng seniority pay).
Since 1973 total manufacturing enpl oyment in Japan has dropped by about
ten per cent and the proportion of nmanufacturing stemming fromthe snal
and nedi um sector had increased. Mst of this rationalization thus
appears to have cone as large scale enterprises cut staff and add
subcontracti ng.

Retailing. The single largest category of SFEs in Japan is retail-
ing. Snall stores conprise 29 per cent of all businesses with four or
fewer workers; excluding agricultural househol ds, the proportion of
stores in the total rises to about 35 per cent. Indeed, nost retai
stores are very small, with fewworkers and | ow sal es per V\orker.32
Compared to other advanced industrial societies, Japan has far and away
the hi ghest nunber of retail outlets per capita, with nearly tw ce as
many relative to population as the U S., Germany, France or Engl and, and
Japanese productivity in distribution is |owby international standards.
Li ke agriculture, Japanese distribution appears to be seriously ineffi-
cient. Retailing is filled with "underenpl oyed" workers who in other
soci eties mght well be unenployed. Finally, being so nunerous, shop-
keepers are a significant political force. About as nany fanilies today
own shops as own farns. |If there is a populist focus in the next dec-
ade's electorate, it will be retailers.

The distribution networks are conplicated by extensive whol esal er
chains, and in sone industries by nanufacturers who maintain exclusive
deal erships that handle only their products. For exanple, of the sone

7,000 retail outlets selling consuner el ectronic goods, about 5,000 are
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integrated into the exclusive distribution systens of particul ar manuf ac-

33 They try to of fset

turers, referred to as "distribution keiretsu."
bei ng undercut on price by high volume outlets such as department stores
and di scount houses by |ocational advantage, and by intensively providing
repair and other services.

The majority of shops are quite srrall.34

E ghty-five per cent of
all stores have fewer than six workers. Sixty per cent have only one or
two workers, inplying that no one outside the famly is involved. The
pl ace of very snall stores in total retailing is slowy decreasing, yet
it remains central to any discussion of Japanese snal |l busi ness.

Wiat patterns characterize famly shops? Three quarters of one and
two person operations are located in the famly residence. Even anong
shops with between ten and 20 workers, 30 per cent of the owners live on
the premses. In nost instances husbands and w ves work together. Most
shops originate when the husband and/or wife are in their thirties or
forties, the early thirties being the nost common age. The usual intent
is for the shop to be a long-termproposition. But a sizable mnority
(about one-quarter) is oriented initially to income production in the
retirenent years. 1In one large survey, 26 per cent of shopkeepers gave
security in old age as a reason for having opened a store and ten per
cent nmentioned the inpending retirement of the husband. If we add to
this the unmarried and w dowed wonen running shops (two to three per cent
of the total), we can see the role of snall retailing in personal plan-
ning for old age. Fully one-quarter of all owner-operators are over
sixty years ol d.

Al though only one quarter of the listed owner-operators are fenale,

surveys show that most wives put in long hours in the shop. Four out of
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five of wonen operators are nmarried, but their husbands tend to have
other jobs. Wonen tend to run stores oriented to femal e custoners.
Entrepreneurshi p anong ni ddl e-aged wonen is not uncommon. |t is a neans
of supplementing famly income preferred to low status part-tine work for
a large conpany. G ven a solid base of social contacts as a custoner
base, ferale entrepreneurs are often in excellent positions to gradually
build up snmall businesses while their husbands continue as wage earners.

In the eventuality of considerable success, husbands may shift to manag-
35

ing part of the wife's business. On the other hand, w ves of shop-
keepers typically adjust the degree of their assistance to childrearing
and housekeepi ng denmands. The conbi nati on of spousal |abor input shifts
over the life-cycle, with business and fam |y needs being periodically
readjusted. The notable point is the great flexibility of the system as
long as the SFE is part of the residential arrangenent. Also, sonme 20
per cent of married wonen working in famly enterprises becone wage-

earni ng enpl oyees el sewhere as their children grow up

Qoviously the role of the store in total household incone varies
greatly. Surveys indicate that about half of the unincorporated stores
(typically one to four workers) provide at |east 50 per cent of the
househol d i ncone, while one-tenth of the snallest shops provide under ten
per cent of the total. One conpetitive advantage is that small stores
can and do keep long hours, while large store hours are legally restrict-
ed. Even so, only 20 per cent of such stores report utilizing part-time
hired | abor.

The reported average gross sales for all unincorporated retail and
whol esal e operations in 1982 was about ¥21.5 mllion ($86,000). W

assume that whol esal e operations inflate this average, but underreporting
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probably also deflates it. Fromthis sal es base, an annual average of
¥3, 462,000 (%$13,848) net profit was reported earned in 1982. The

profit/sales ratio of 15 per cent is before the "wages'®

of fam |y workers
are calculated. If we assune that on average one and a half famly
workers are engaged in the business and allocate the profits as |abor
incone for the year, the return would cone to about ¥700 or $2.80 per
hour (assuning ten hours a day, 330 days a year). This return is some-
what above wages paid fenale part timers by large firns and farther above
those paid by the snaller firnms in which worren are nore likely to find
enploynent. An inplicit hourly wage of ¥550 would |eave only $2,950 as
return to capital and entrepreneurial profits. However, sales and net
incone are typically underesti mated substantially, and our assunptions
nmay overstate the actual hours of work. No clear judgment can be nade.
Estimates of the efficiency or inefficiency of distribution in Japan
obviously rest on the value of the labor input in famly based retailing.
Is the high quality service but |owvalue added the retail industry's
anal ogue to a technically efficient but econonically inefficient system
of agriculture (with far higher subsidization of output and incones in
the latter)?

A calculation of the actual return to owner-operators is conplicated
by other factors: (1) the househol d residence (or part of it) is carried
as a business expense, (2) shop goods may be an unaccounted form of
i ncome, (3) sales and profits nay be underreported for tax purposes (the
average total tax payment for all unincorporated whol esal e and retail
establishnents was only ¥182,000 ($728) annually, and nost of this was
probably paid by the larger unincorporated businesses in the sanple), (4)

the purpose of sone stores may be nore to protect clains on land and to
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mai nt ai n advant ageous property tax arrangenents than to generate current
income, and (5) an inportant objective may be to continue the present
occupation and way of life, as long as incone remains at a confortabl e

| evel .

Surveys find that roughly half of all shops were founded by their
present nmanager-owners, while the rest were inherited. E ghty-five per
cent of the successors are famly or relatives, the renainder former
enpl oyees. The buying or selling of retail businesses is not common, and
one in five owers say they do not intend the shop to continue past their
tenure, giving as reasons the |ow status of the work and declining sal es
and incorme. Indeed, there probably is little of value to sell other than
the land itself. Another 30 per cent would like to see their stores
remain in operation, but as yet have no successor. An interesting
pattern is that children are not raised to succeed to the shop, but are
encouraged to set their sights on higher education and enpl oynment in
larger firms. Yet, as the parents reach their late fifties and early

si xties, succession becones a serious issue and sone children do return.

Wiy the H gh Proportion of Snall Busi nesses?

The precedi ng description has suggested various expl anations for
Japan's relatively high proportion of small businesses, a subject to
which we now turn. Two caveats are in order. First, any hypothesis here
is in principle conparative and properly shoul d be considered through
careful investigation of |eading Wstern econom es; however, conparative
data and studies are slimat best, so our conparisons are unfortunately

nore inplicit than explicit. Second, satisfactory explanations wll
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differ by econonic sector and by particular industry. Many usefu
general i zati ons have inevitable exceptions.

W propose a broad, syncretic nodel (or framework) through which to
understand snall-scale famly enterprise behavior and performance. It is
a nodel of denmand and supply, but includes nore than the standard factor
and output nmarkets. The snall enterpriser has his own mxture of skills,
| abor, ownership of land and capital, network of social connections, and
entrepreneurial drive and anbition. He utilizes famly resources, and
hires resources (labor, capital, land) in factor markets. A market niche
is essential to sell his product. Friends and relatives are the tradi-
tional and nost inportant form and source of venture capital, social as
well as financial. W probably cannot overestimate the inportance of
social networks and personal contacts—the conveying of information and
the conferring of patronage—n nmaking markets function effectively for
SFEs. That many markets—for sales and for inputs--are nedi ated by
personal and social relationships inplies that long-term contacts (im
plicit or explicit) are the main way of doing business for Japanese SFEs.
Al'l this takes place in a changing external environnent shaped by genera
economi ¢ conditions, governnment policies, and Japan's cultural heritage.
W exam ne these factors in successive parts of this section

W assunme snall-scale enterprises and their workers behave rational -
ly in the classical economc sense: they have a pretty good sense of
their own self-interest and try to maximze it. However, self-interest
is neither entirely individualistic nor entirely materialistic (i.e
maxi m zation of incone and wealth over sone life cycle)-, it is largely
defined in the context of the famly's well-being. Survey data suggest

t hat Japanese start their own enterprises for a wide range of reasons—



33

not just to obtain a job or to generate inconme and wealth; but to be
one's own boss; to utilize and develop one's own perceived talents,
know edge, and skills; to utilize existing assets (experience, |and,
connections, etc.); to capitalize on existing networks as well as to
build and enhance a network of relationships valued in its own right;37
and so forth. They also choose to stay in econom cally marginal busi -
nesses that for reasons that reflect the inportance of other satisfac-
tions; frequently mentioned are the social ties in an industry and a
nei ghbor hood.

The substantial and persisting differences between smaller and
| arger production units in output, real capital, and wages per worker
have presented an ongoing anal ytical puzzle for understanding the struc-
ture and performance of the Japanese econony. Ternms such as "dua
econony," "dual structure" and "differential structure" have becone
val ue-| aden phrases which incorporate a number of stereotypes and nyths.
They inply the exploitation by large firms of cheap |abor located in
smaller firns through factor market inperfections; and they inply that
the persistence of snmaller firms is primarily a "lagged" consequence of
techni cal, educational and financial inbalances in a rapidly changing
econony and society. The inequalities, in other words, are neither
voluntary nor efficient. The synbiotic rise of subcontracting in manu-
facturing in the postwar period has in the past been explained mainly in
terms of these market inperfections and scale differentials. In the
postwar era of rapid growmh "unskilled |abor surplus" dualism gave way to
bi g business capitalismthat shares oligopolistic rents derived from
superior technology a”d relatively cheap capital with unionized regul ar

(mal e) enpl oyees. The small-scale sector was seen as the passive but
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flexi bl e absorber of redundant or less qualified |labor, which in order to
exist offset limted access to and expensive cost of capital (even
adjusted for default risk) and | esser command over technol ogy by the
payment of even cheaper wages (relative to labor quality).

In our view, "econom ¢ dualisnt' has becone an outnoded phrase
because the underlying econom ¢ conditions which determned the terns of
the dual structure analysis in the past have changed substantially over
the past two decades. W see on the one hand an erosion of traditiona
dualistic features, but on the other hand new kinds of inperfections
becom ng nore inportant. W also find great econom ¢ interdependence
among small, nmedium and |arge enterprises, and increasingly conple.x
interactions in the sphere of public economic policy. |nterdependence
goes far beyond the subcontracting relationships in manufacturing or the
sal es networks linking retailers, whol esal ers, and producers; it perme-
ates in the standard input-output sense of inter-industry relations.
Further, as well as producing its own products, each category of enter-
prise generates labor and profit incone used to purchase the products of
ot hers.

To succeed, the small-scale entrepreneur nust have certain specia
assets to produce specific goods or services, and a market in which to
sell them In sone output markets he has to conpete both with SFEs of
his own size and with nuch larger firns which are likely to have superior
t echnol ogy, superior access to labor skills and cheap capital, or other
i nputs whi ch nmake them cost conpetitive. Larger Japanese firns, on the
ot her hand, often choose to work with rather than conpete directly with
smaller firms in a wide range of activities. This is part of the phenom

enon of conpetition across groups in which conpeting larger firns
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organi ze sets of medium and smaller firnms in manufacturing and, to a

| esser extent, in retailing. W find that nost snaller enterprisers work
in a conplex but generally supportive econom c, sociocultural, and
political environnment in which nbst conpetition is between enterprises of
simlar scale. Wiile we attenpt to generalize, we nmust always recal

that we are dealing with a huge number of specific micro contexts, with
persons of differing and on occasion idiosyncratic characteristics, and
that random events (luck or stochastic processes, depending upon one's
way of perceiving destiny) often are inportant determ nants of outcones.
The unusually large nunber of Japanese SFEs is a product of nunerous

factors that appear in degree to distinguish the Japanese situation.

Entrepreneurship: Historical, Social and Cultural Perspectives. The
I ong standing proportion and centrality of small businesses to the
econony is itself a basic, if tautological, consideration. There is no
better nursery for small business than being raised in a small business
environnent.38 Smal | -scale farmng, famly entrepreneurship and business
networ ki ng are not recent devel opnents, and yet in many nations they have
not adapted well to nodern requirenents; Japan's adaptation of these
social forms to the requirenents of a nmodern econony is notable. Fur-
thernore, despite the draining off of a large per centage of the working
popul ation into large organizations with higher status, the pool of
entrepreneurs has apparently not dimnished. |In the mdst of this
century's rapid and profound sectoral shifts, the small scale el ement has
remai ned, as the children of farners, artisans and shopkeepers have
popul at ed manufacturing and new service industries.

How Japan produces its petit bourgeoisie is worth noting. The

crucial points include the near absence of sociocultural barriers and the



36

| arge supply of peopl e who have small busi ness experience before they are
thirty. Japan has very fewninorities and they find niches in special-
ized smal|l businesses. Ethnicity is not a barrier to themin snall

busi ness, only in |arge.

The average Japanese is al so highly educated by cross-nationa
standards.39 Insufficient education can be a significant barrier to the
generation of small businesses, especially in an advanced econony where
such characteristics as illiteracy, poor work habits, or an inability to
grasp technol ogi cal or business conplexities preclude successful entre-
preneurshi p. The high average |evel of education in Japan assures the
society a large pool of well trained potential entrepreneurs and hel ps
explain the relatively small per centage of inconpetent ("unenployable")
workers in the labor pool. This benefits snall business. S nce educa-
tional performance is an inportant nmeans to the realization of career
aspirations, the educational system especially at the high school |evel,
serves to sort out career options and to shape expectations. Concurrent-
ly, famly characteristics (occupation, educational |evel, incone |evel)
and personalities play a strong role in defining options.

Wl fare and enpl oyment policies that increase insecurity about old
age also play a role by (1) encouraging self-help, (2) inducing workers
to work even for |owwages, and (3) causing people to view entrepreneur-
ship as a neans to greater security in retirement. Big businesses do not
hire md-career job changers and their early retirenment prograns throw
out rmany peopl e who continue to work. The still limted |evel of govern-
nment as well as private retirement benefits have, thus far at |east,
offered relatively little income security even for the retired enpl oyees

of large firnms. (See, however, the chapter by Bronfenbrenner and
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Yasuba). The extension of |ife expectancy and the reduction of three
generation famlies due to urbanization are parallel trends that add to
the overall level of insecurity, an insecurity that notivates partici pa-

tion in the snall business sector since there is nowhere el se to go.

Soci al Net wor ks

Soci al connections (relatives, friends, forner school mates, forner
enpl oyers, industry colleagues and nei ghbors) are an inportant means of
mnimzing the costs of information and of reducing the uncertainties of
unreliability, inconpetence, or fraud. |In Japan social relationships are
regularly mentioned as key ingredients of start-up businesses. They
provide the initial demand for a product or service, and they hel p secure
other assets. Patronage of this sort also can provide capital or access
to it, access to markets, and access to others w th needed connecti ons.
Even as the snall enterpriser seeks independence, he or she is often very
dependent upon the personal good will and support of others. Persona
networks are an econom c asset assiduously built up by enterprisers.
What distinguishes Japan in all this is the regularity w th which social
networ ki ng and snall business interact for such |arge segnents of the
popul ation. Just as jobs very often are not allocated solely by inper-
sonal processes, soO business opportunities, snall-scale investnents, and
ot her assistance are channel ed al ong social networks. Were snal
enterprise is an accepted franework for new devel opnents, it is common-
pl ace for social networks to provide assets and opportunities that
increase their vitality. These social assets alone are not sufficient to
generat e busi ness success. Wthout good service and a conpetitive price,

personal relations and connections al one cannot enabl e many snal |
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busi nesses to survive, but they enhance the opportunity to conpete in
particul ar niches.

Mar ket niches are the sine qua non for nost small businesses and
specialization is the adaptive response. As discussed above, nmany
traditional manufactures are conducted by clusters of tiny synbiotic
units, each occupying a functional role in processes which el sewhere
m ght fall under the roof of a single firm |In retailing and whol esal -
ing, snmall operators typically occupy either |ocational niches or differ-
entiate thenselves by products in ways that make them conpetitive in ways
other than price alone. For many services |ocational advantages are very
i mportant; so too is custom zed, personalized service, and, indeed, a
hi gh level of custoner service. The denand for certain types of "custom
i zed" products is also worth noting (conponents for anbul ances, for
exanple). Small producers can al so achieve efficiencies of scale by |ong
production runs of a single item such as eyes for fishing rods, or hands
and dial faces for wistwatches. In consuner markets, |ocal brand
differentiation has always been inportant, especially in food products.
The point here is that as prosperity encourages increased social conplex-
ity, it creates opportunities that can be net by snmall scale entrepre-
neurs if they are available and barriers to entry are not prohibitive.

On the other hand, new products have transforned some industries to the
acut e di sadvantage of SFE producers; Coca Cola, for exanple, replaced
hundreds of snall local bottlers.

Finally, there is no question that as an econonmic unit and a nexus
for human social relations, the cooperative, working household (i) is a
deep seated part of Japanese culture. Not only is it a product of

Japan's Confucian heritage and hundreds of years of ideol ogical enphasis
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as the key metaphor for Japanese norality, but nodern popul ar nedia have
regularly idealized the small, fanily run business as the place where
work and human affection can find a proper balance. Japanese culture and
hi story provide fundanental patterns of thought, value and action that
encourage small business. Such issues are difficult, at best, to dea
with on a conparative basis, and we suggest only that w thout such a base
of positive factors, the number and vitality of SFEs in Japan would be

| ess. Together, these cultural and historical factors add a dinmensiona
richness to the significant econom c factors supportive of a vigorous
smal | -scale family enterprise sector.

The foregoing set of considerations suggest the hypothesis that
Japan will continue to generate a conparatively large proportion of snal
busi nesses sinply by virtue of its history and sociocultural patterns,
and that only where larger scale production is nore efficient and conpet -
itively superior and government protection insufficient will the share of
snmal |l scale activities decline. Japanese do not enter small business
with an expectation of failure, nor are they only in business to nake a
better return than their skills would earn in the enploy of larger firnmns.
They are in small businesses and patronizing small businesses by choi ce,
and this preference has a foundation in historical patterns as well as in
econom ¢ opportunity.

Support, albeit quite untestable, for this hypothesis conmes fromthe
fact that, despite enornous economc transformation, small business
activity has not substantially decreased in the postwar era. As agricul-
ture has declined, small scale activities and enploynent in manufacturing
and services have grown proportionally. The inmmense productivity gains

in manufacturing have been responsible for overall growh and now quite
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high levels of incone, and thus have supported the enpl oynent shift
between the prinary and other sectors. The role of small scal e manuf ac-
turing has not dininished in the course of productivity growth within the
nmanufacturing sector. 1In no other advanced industrial nation has this
occurred, and this leads to questions (alternative hypotheses) of a nore
particular kind regarding factor narket efficiencies (especiallyin
nmanuf act uring) and, of course, government protection
Factor Markets. The basic structure, and evol ving characteristics,
of markets for l|abor, capital (finance), and land in certain ways provide
both opportunities and obstacles for snall-scale famly enterprises.
Labor nmarkets and wage differentials by firm size have been studied
volunm nously, since they are a core thenes in the dual structure analy-
sis. The higher cost and |esser availability of finance for snall firns
relative to large have received |less attention, and the nature and
inplications of the narkets for land and rights to its use have scarcely
been anal yzed at all
V¢ cannot anal yze any of these markets in detail here; fortunately,
| abor markets and financial narkets are treated in the chapters by Koike,
and Horiuchi and Hamada. Nonet hel ess, we do have a point of view about
the special effect of each of these factor narkets on SFEs in Japan
today. They can be stated, rather baldly, in the following three
hypot heses.
(1) Certain wage differentials do provide a special opportunity for
SFEs, but not in the |abor narkets usually anal yzed; rather,
speci al pools of abundant, productive, |owwage |abor are
avai | abl e—notably niddl e-aged narried fenal es, workers over 55

separated (retired) fromlarger firns; workers desiring
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part-tine enpl oynent, and workers in remote or inconvenient
| ocal es.

(2) Any higher costs of capital (borrowed funds) to SFEs now
reflect essentially only differences in default risk, collater-
al, and transactions costs; the historic high interest rate
differential in excess of competitive costs has now
di sappear ed.

(3) SFE access to land through ownership or |ong-term | ease at
bel ow market rental rates provides a special opportunity, given
the wi despread distribution of land ownership and tenant

rights, both urban and rural .

Labor
A great de$l of attention has been devoted to explaining the very
substantial differentials in wages, bonuses and fringe benefits for nal e

40 Earlier

enpl oyees by firm si ze—+he Japanese dual |abor narket.
expl anations centered on |abor market inperfections, notably the |arge
firmindustrial relations systemof entry-level hiring, so-called perna-
nent enpl oynment, and seniority-based pronotion and wage increases
(nenko). Paternalistic or other non-econonic reasons were given for the
creation and devel opnent of these institutions and "cul ture" was invoked
W t hout specifying variabl es or causal nechani sns.

Q hers have sought nore direct economc explanations of the phenorre-
non. Several neocl assically-based theoretical arguments have been
advanced, though so far enpirical testing has been limted. Thereis
evidence that part of the increasing wage differential with seniority is

paynent for investnment (by large firns and their workers) in the devel op-

nment of firmspecific skills needed for particul ar technologies.41 A
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second argunent, supported by the extensive use of entrance exam nations
and interviews for the hiring of both blue-collar and white-collar new
entrants, is that large firnms select the nore able and better notivated
wi thin each educational -l evel cohort; accordingly, unequal pay reflects
unequal quality even after adjustnent is nmade for education, age, occupa-
tion, industry, and gender. A nore recent theoretical contribution is
that large firns have greater nmonitoring costs to keep workers notivated
and prevent them from shirking on the job--and one way to nonitor is to
pay hi gher wages and to get rid of those caught shirking.42 Further, a
consi derabl e amount of research shows that there is nmore turnover than
the stereotype inplies, with considerable differences by age, education
and st at us.

A quite different strand of analysis enphasizes that alnost all the
Japanese enpirical research is limted to conparisons of nmale regular
enpl oyees in large and snmall firms, while the significant wage differen-
tials are the consequences of discrimnation, especially against wonen,
ol der persons, and ethnic mnority groups. Discrimnation occurs at
three sequentially nore subtle levels: entry-level wages for the same or
conpar abl e work; occupational segnentation and exclusion; and institu-
tionally generated differential access to opportunities to devel op on-
the-job skills.

Wth rapid growh, changing industrial structure, higher produc-
tivity and wage levels, and increasing |evels of education, |abor market
condi tions have evol ved considerably on both the demand and supply sides.
The steepness of seniority-age wage profiles has flattened somewhat.

Over time the wage gap by firm size for average workers conparable in

age, education, gender, and experience has narrowed for all age groups so
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that the difference now is only about ten per cent (except for ol der

workers).43

Therefore, the much larger gap in actual average wage is due
to heterogeneity of |abor within a coomon base, and to a substanti al
degree of |abor nonconparability between large firns and snall. Snall
firns disproportionately hire less educated, fenale, or ol der workers,
and those who were doing less well at school at whatever level they left
to enter the labor force. Starting wages are now higher in small firns
than in large ones in all sectors, but wage increnents and lifetinme
earnings are substantially | ower.

Kazuo Koi ke argues in this volune that Japan's |abor markets are not

44 He

dualistic, at least no nore so than those of Véstern Europe.
asserts that the Japanese pattern of wage differentials for nmal e enpl oy-
ees of conparabl e age, education and experience by firm size renoves the
Vestern European pattern except for blue collar nmal e workers, and that
the blue collar differential is due to the even greater on-the-job
training that mal e workers receive in large Japanese firns. He also
argues that nale workers are paid nore than femal e workers in all firm
si zes because of greater skills devel oped through on-the-job training.
For Koi ke, Japan's |abor markets are neoclassical: wage differentials
reflect skill and hence productivity differentials.

A different approach asserts that oligopolistic large firns pay
hi gher wages than required in order to maintain |abor peace and good
relations with the enterprise union. Large firns earn quasirents through
technol ogi cal prowess and, in some industries, through the exercise of
mar ket power; enployees capture part of those rents through uni on power.

In a bargaining process (see the chapter by Aoki) profits are all ocated

by managenent to enployees, najor (financial) institutional stockhol ders
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and financiers, and individual stockholders. Pernanent, regular (predom
inantly mal e) enpl oyees receive seniority-related high wages and bonuses,
extensive fringe benefits, large lunp-sum retirenent benefits, and
shorter working hours for which, in turn, they work reasonably hard,
devel op skills assiduously, propose inprovenents, and raintain | abor
peace.

By screening out certain groups and retiring workers early (before
they want or can afford to stop working), the enploynent practices of
large firns create large pools of certain kinds of |abor avail able at
| ower wage rates. Deeply enbedded institutional rigidities in hiring,
firing, and retiring result in de facto occupational, pronotion, and
career segregation, which is reinforced—particularly in the case of
fermal es--by social values and the socialization of wonen

Two maj or pools of underutilized |abor are thereby created: m ddle-
aged, nmarried fermales who reenter the |abor force after years away for
bearing and rearing children , and mal es over age 55 who have been forced
to retire fromlarge firns but continue working. A third category
overl aps these two groups, nanely those seeking part-tinme enpl oyment and
scheduling flexibility. Many part-tinmers are mddl e-aged wonen or ol der
workers, but college students and younger wonen with snall children al so
participate. Smaller pools of |abor are al so tapped, including persons
residing in | ess devel oped (lower wage) rural regions and mnority ethnic
groups. It is the very heterogeneity of |abor supply, conbined with
institutional rigidities in the education, socialization, and large firm
enpl oynent systens, that provides SFEs access to relatively |owwage

| abor.
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However, the essential issue is not | owwage rates per se, but that
for several reasons productivity differentials are narrower than wage
differentials. On the supply side, holding quality constant, the prefer-
ences of workers, their age, gender, geographic |ocation, and ot her
characteristics do not nmatch fully the |arge enpl oyer demand for | abor.
The large firm screening and retention process is not perfect: certain
types of |abor are screened out, or cast out, regardl ess of ability; and
of course others are mstakenly hired. There are a w de range of tasks
where ascriptive variables such as educati on, age, or even intelligence
probably have only nodest correlation with productivity. To be on the
safe side, large firns nay sinply overpay for certain attributes since
they find it difficult to measure individual productivity. (In contrast
SFEs are likely to have a nuch better sense of individual capabilities
and productivity.) For many |abor-intensive jobs such as assenbly
operations, skills are learned relatively easily and quickly. The |arge
enpl oyer’s rationale for retiring ol der workers at a relatively early
age, given health and projected |life spans, is that the seniority wage
structure nakes themvery expensive relative to their current productivi-
ty. Yet older workers do not lose all their skills, nor do those skills
become fully obsol ete, when they retire fromlarge firns and nmove into
snmall ones. Moreover, labor laws (including fringe benefit requirenents)
are not seriously applied to SFEs. Wile wage rates of other workers on
average are much lower than those in the 50-55 age group, this may be a
probl em of conposition; fewold persons work in large firns. Lower wages
no doubt reflect |ower productivity, but tasks assigned to ol der workers

may not take full advantage of their skills. This is a topic which will
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be of increasing inportance as, with the aging of Japan, there are nore
and nore working old persons.

More attention has focused recently on the large wage differentials
between nmal es and fenales, especially in the 30-55 age group. M ddl e-
aged nmarried fermales reentering the |abor force are paid about the sane
as young single fenmales. The fenal e/nale wage differential (54.1 per
cent in 1981) is far greater than in other industrial countries; the
ratio (1980) is 66 per cent in the Lhited States and 70-90 per cent in

Vst ern Europe.45

Koi ke's explanation that this is due to differences in
skill based on experience is not fully satisfying, in part because womnen
are never provided the opportunity to devel op appropriate skills.
Mor eover, Yashiro found that 54 per cent of the fenal e/ mal e wage differ-
entials was due to human capital (46.8 per cent to work experience, 7.2
per cent to educational |evel), |eaving an unexpl ained residual of 46 per
cent.46 Kawashi ma has addressed these issues directly. She anal yzes
bl ue-col l ar and white-collar wages in concentrated industries in terns of
wor ker characteristics (such as education and work experience) and | abor
nmarket structure (sex discrimnation). She finds that sex discrinination
is very inportant: for blue-collar fermale workers it explains 78 per
cent of the wage differential in conpetitive sectors and 65 per cent in
concentrated sectors, and for white-collar fenal e workers 28 per cent in
conpetitive sectors and 86 per cent in concentrated sectors.47
Wiile there are nore women working full tine than part tinme in al
age categories, wonen conprise 93 per cent of all part-time workers, nore
than half (55 per cent) of themin the 35-54 age group. Labor costs of

part-time workers to enployers, overwhelmngly SFEs, are much |ower than

for full-tinme workers. For exanple, in 1980 a worman worki ng six hours
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per day received an hourly wage rate 24 per cent bel ow that of a conpara-
ble full-tine morker.48 Moreover, part-time enpl oyees receive little, if
anything, in bonuses and fringe benefits and require less in enployer
social security contributions. Wnen constitute a vast reservoir of

| owcost labor. Wile nore than half of nmarried wonen work, nore than
eight nmillion women (and 2 mllion men) not enployed desire to work
(mainly part tinme), though nost are not actively seeking a job and do not

show up in unenpl oynent statistics.49

Mbst housewi ves are notivated by
strai ghtforward economc goals: to supplenent household income, to
support the household, and to add to savings. Personal devel opnent and
career goals are not strong notivations.

In our view, |abor market discrimnation, broadly defined, against
worren and ol der persons has replaced |abor market dualismas the main
source of |owcost productive labor. Snall firns, especially in manufac-
turing and services, have responded flexibly to these |abor market
opportunities. Their ability to locate and utilize cheap yet productive
| abor continues to be one of their nost inportant advantages over |arge
enpl oyers. Nonethel ess two points nust be enphasized. First, these
| abor market interactions nust be viewed in the dynanmic context of
changes both in supply and demand; basic market forces push toward a
narrowi ng of wage differentials commensurate with skill and productivity
differentials. It is no accident that large firns in fairly |abor-
intensive activities are beginning to hire substantial nunbers of m ddl e-
aged, fenale, part-tine workers. Second, it is not by cheap |abor al one
that Japanese SFEs survive, and even prosper. They nust offer quality
products and responsiveness to markets and custoners as well as be price

conpetitive. They require a core of skilled workers, beginning with the
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owner/operator, who assune the technical and business responsibilities of
the operation. Wges and opportunities for core skilled workers are of a
different order. |If low |labor costs were the dom nant explanation for
nost snal | busi nesses, then |arge-scal e producers would rely rmuch nore on
of fshore subcontracting based on truly cheap |abor, and inports of |abor
i ntensi ve goods woul d be substantially greater

Capital. The second najor factor rmarket the small enterpriser faces
is the capital market. Until recently snall enterprises had to pay
hi gher interest rates than large ones and they had |ess access to
fi nance. This situation is not unique to Japan, of course. Two facts
stand out: nost loans to snall enterprises have been backed by col | ater-
al, typically land, and until recently interest rate differentials were
substantially greater than transactions costs and risk prem uns woul d
warrant. The degree of the differential depended on the degree of
institutional devel opnent and the tightness of funds; the system of
segnented financial narkets allocated credit preferentially to larger
firme in a quite conpetitive top-tier market while small enterprises
tended to face oligopolistic Ienders.52

However, over the past decade conditions have changed nore in
finance than in virtually any other market in Japan, as the chapters by
Sato and by Horiuchi and Hanada nake clear. As a result, financial
institutions anash with relatively |owcost funds and facing inadequate
custoner denand now actively seek small as well as large borrowers. In
addition, governnent financial institution |oan prograns have been
vigorously redirected to snall business; as of Decenber 1983, |oans

outstanding to snall business fromthese two sources al one anounted to

about $20.7 billion and $19.4 billion respectively. Mre inportantly,
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total loans to small business anounted to $676 billion; and the share of
snmall business in the total loans of the financial systemincreased
sharply from43.0 per cent in 1963 to 58.9 per cent in 1983.

These changes have dranmatically inproved the access to and cost
conditions for borrowed funds for alnost all small enterprises, particu-
larly those with sone land or other real collateral. This leads to our
basic proposition: there is now no substantial discrimnation in finan-
cial narkets against small enterprises once adjustnent is rmade for
transactions costs and ri sk.

That does not nean that all small enterprisers have ready access to
borrowed funds, or that the great inportance of trading conpanies as a
maj or source of external funds (often in the formof goods to be pro-
cessed) has substantially dimnished. In Japan as el sewhere the capital
for new snmall-scale start-ups comes overwhelningly fromfamly savings,

and borrowing fromrel atives, friends, and patrons.53

Early growth is
financed by retained profits and further personal infusions. Only after
a SFE has developed at least a brief track record is it likely to be able
to borrow significantly froma financial institution. Accordingly, the
unreported but very real assets of land ownership, personal networks, and
individual qualities and skills of the small-scale enterpriser count very
heavily in establishing and mai ntaini ng a busi ness.

Land. The wi despread distribution of both urban and rural |and has
endowed nany fanmilies with a physically snall but very val uabl e, increas-
ingly high priced asset. Land is by far the nost inportant asset of
those famlies which happen—by history, circunstance, or w se investnent

—+to0 own land. The redistribution of farmand to tenants in the postwar

land reformand the ongoing legal difficulties in reconbining farmland
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into larger units are the nost inportant reasons for the persistence of
such a large nunber of famly farners. Land-owni ng urban househol ds use
nost of their land for their residential purposes. A the sane tine, the
land and house becorme an asset to exploit for business purposes, a najor
and seriously underreported formof investnent input into very snal

busi nesses. Thus, in 1978 sone 2.4 mllion hones were al so used as
stores and other commercial establishnents. A high proportion (78.8 per
cent) of the self-enployed owned homes, and presumably nost use these as
a base of operations. Many snmall industrial and comrercial enterprises
probably obtain their viability through the high inplicit rent (in
opportunity cost terns) accruing on the land rather than substantia
productivity of labor or capital inputs. These "rents" show up as SFE
incone attributed in part to their labor inputs; part is probably bid
away through the conpetitively determned sales prices of SFE goods or
services to their custoners.

However, ownership of land is by no neans the full story. Tenants
have very strong rights: in urban areas land for business use oftenis
under long-term (20-30 year) contract; under the Avil Code tenants have
vested rights and cannot be forced out; any rent increases have to be
mutual |y acceptable. As a consequence, rental payments are very | ow
where tenants have |ong been incunbent. Land reformand tenant rights
have virtually elinmnated land rental in agriculture and have seriously
inhibited Iand consolidation for farmng purposes. |n urban areas nuch
land, in ever smaller plots, is under |ease. Frequently the ownership of
a building is separate fromthat of the land on which it stands, which
the owner |eases out. Thus, tenant user rights have becone very val u-

abl e, between 40-70 per cent of the total land value in urban areas (the
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Tokyo ratio is apparently on the order of 70 per cent), and the capita
(market) value and rental income of |and ownership, where rented out, is
correspondi ngly Iomer.54 Thus, SFEs that have tenant rights (the nore

| ong-standing the better) also hold a val uable asset.

In a pure world of neoclassical equilibrium these rents and
quasirents would be capitalized, the land sold and put into its nost
efficient use. Wiy does this occur only very slowy? In part it is a
matter of life styles and generational changes in tastes; operating a
smal | business out of one's hone may be nore efficient than sinply using
it as a residence. Part has to do with the complenentarity of famly
land ownership and famly labor. Wonen can work at hone, on their own
schedul es (in sone occupations) and with greater flexibility than would
be possi bl e working el sewhere as wage-earners. O specific labor skills
conpl enentary to land ownership may be devel oped, as for exanple with
smal | whol esalers. But why not retire, sell land or tenant rights to its
use at a high price, use part to buy an apartment, and |ive confortably
on the income from the renminder? There are good reasons: capital gains
taxes on land sales (let one's inheritors take care of the happy problem
of land wealth); low returns to depositors in Japan's financial markets;
and the various tax advantages of mmintaining or strengthening potential
clains on land. |[|ndeed, Japanese seemto respond quite rationally in
ways to protect their claimon land ownership or tenancy. Fanily resi-
dences and other land used for business purposes receive favorable tax
treatnment, especially at tinmes of transfer at death of owner; it may wel
be weal t h-maxi ni zing to have Gbhaasan (Granny) running a tiny store which

generates virtually no val ue-added or incone.
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W hypot hesi ze that | and—ts highly dispersed ownership, tenant
rights to its use, its high price, its role as the main source of wealth
for nost land-owning famlies, its security as an asset—s an inportant
reason why there are so many snall-scale enterprises, and especially why
they will tend to persist longer than inconme and val ue- added measures of
econom c efficiency would inply. To sone undetermnmi ned degree, high
implicit land rent conpensates for inefficiency in labor and capital use,
and makes it possible for the SFE to stay alive or even do reasonably
well. Indeed, it is enpirically very difficult to know when and to what
degree entrepreneurial drive counts for nmore than inherited ownership of
| and.

At the same tinme, while ownership of land or tenant rights nake it
easier for a snall business to beconme established and to remain in
busi ness, apparently it is not a serious barrier to new entry. New SFEs
seemto be able to find space at affordable rents. W find this surpris-
ing given the reported high values of land. Land markets are clearly
quite inmperfect; they are constrained by legal and customary restrictions
on rights, subject to considerable fragmentation, affected by tax regul a-
tions, and probably involve all kinds of special deals and arrangenents.
Land val ues, markets, and use are one of the puzzles of Japan's political
econony.

W do not nean to inply by this discussion of factor narkets that
smal | -scal e enterprise involves an optinmal or even efficient allocation
of econom c resources. A nmmjor issue is the optimm scale of production,
organi zation, or marketing. Indivisibilities of physical capital
technol ogy, and nmanagerial abilities in many products nean that econonies

of scal e overwhel m the advantages of snall-scale production. Wile |ower
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| abor productivity and wages may be due substantially to |abor heteroge-
neity, that certainly is not the whole explanation. As we have stressed
many snall entrepreneurs have taken advantage of their own areas of
conpetitive advantage, and have responded creatively to (and thereby
aneliorated) specific inefficiencies in the Japanese system as a

whol e—+nperfect land markets, differential governnment |egislation and
its inplementation, |abor market discrimnation and |ocal conditions,
institutional and bureaucratic rigidities of large firns and their system
of industrial relations, and so on.

Many ot her SFEs have responded defensively to situations of inexora-
bly declining econonic conpetitiveness. Exanples include nost of agri-
culture, much |abor-intensive manufacturing of standardized products
subject to strong inport conpetition, and many varieties of snall retail-
ers faced with large store conpetition. For sone it is a matter of
living off the continuing but declining rents of their ownership of |and
machi nery and specific skills. Qhers adjust. Mm and pop stores join
franchi se conveni ence chains, and snall producers shift to new products
or change businesses entirely (using the same |location and |abor). But
others, especially when there is generational change, sinply go out of

busi ness and convert their assets in land and building to rental incomne.

The Political Econony of Governnent Policy

The very large nunber of snall businesses make them potentially of
great significance to the el ectoral process.55 Unli ke white-collar
voters, but |ike farnmers, snmal | entrepreneurs (and their famlies and
enpl oyees) are very sensitive to particular econonmc issues and quite

capabl e of voting single issue concerns. That is, business self-interest

is a parambunt factor. On the other hand, and quite unlike agriculture,
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the diversity of interests in the snmall business sector is enornous.
There are over 50,000 industrial associations representing small busi-
nesses in diverse industries and localities. The political potential of
snal | businesses is only realized on a national scale when unity is
forged around general issues. The governnent naturally seeks to avoid
activating such issues.

Snal | scale entrepreneurs are inherently pragmatic and their inter-
ests are often local. As businessmen they may be rather conservative on
nost issues, but they are quite capable of supporting |ocal opposition
party candi dates who respond to their particular needs. They also are
responsive to the criticismthat the LDP favors big busi ness, a regul ar
opposition party theme; however, it is best to view the snall business
vote as inherently independent.

Interests conbi ne and can becone politically influential under
several types of circunstances: (1) when inclusive issues such as taxes,
| abor policies, or environmental protection are raised in a nanner that
adversely affect the small business sector as a whole, (2) when sectors
of snall business decline and seek protection, and (3) when localities
seek particular economc benefits.

The government avoids raising general issues by assunming a hands- of f
adnmini strative posture. Tax | aws, m ni mum wage | egislation, and
environnental and |abor standards, in particular, are stringently applied
to large firms, whereas smaller enterprises are rarely subject to scruti-
ny. 1In the case of health and sanitary inspections, a nassive and
successful |obbying effort to preserve quasi autonony was |aunched by a
consortium of snall business associations when admni strative incursions

increased. In cities, furthernmore, zoning laws that would inhibit snal
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busi ness activity are seldom proposed. Further, the government can
rarely enforce its depression cartel limtations on the production of
smaller firms. Conparatively speaking, the governnent follows this
approach to small business for reasons both of politics and of adm nis-
trative efficiency. 1In this respect, Japan seens like Italy, and appears
to be in direct contrast to the United States where snall business finds
onerous the inposition of a plethora of hiring, safety, environnental,
and other regulations and regulatory agencies. The relatively large size
of the small business sector neans that a conparatively |arger part of
the Japanese econony escapes significant governnment involvenent, the
reverse of recent international ideas about Japanese industrial policy
and its influence in directing the econony.

The greatest, though nost invisible, form of government support for
smal | -scale famly enterprises relative to large corporations is through
the very lenient tax treatnent of their personal and corporate incones.
The law provides substantial benefits for smallness, nost notably the
deducti on as expenses of wages paid to famly nenbers in both incorporat-
ed and uni ncorporated enterprises without requiring tax wi thhol ding so
I ong as annual wage inconme is bel ow the personal exenption |evel
Mor eover, reporting requirements are lax. Most inportant perhaps (it is
i mpossi ble to know), the opportunities for and exercise of tax evasion by
SFEs are substantial. W presume that nost SFEs with income above
m ni mum statutory levels underreport net incone and evade taxes.58

W infer an inplicit political decision (within the LDP, not the
M nistry of Finance) to tolerate w despread tax evasion by SFEs, with
only nodest efforts of rectification through audits and puni shnent of tax

evaders. There is an inplicit political exchange: support us and we
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won't tax you. This arrangenent was probably not conceived of in such
terns initially, but sinply emerged as small business grew, prospered,
and becorre an increasing source of financial support for local politi-
cians and their leaders. Few politicians are willing to alter the
present tacit agreenent. The passage (and then unprecedented revocati on)
of legislation to tax interest income and the evasion of these taxes
through illegal nultiplication of interest-free deposit accounts (the
"green card™ system of personal identification) is an excellent case
study of the political pressures exercised by snall busineeses anong
ot hers.

Inevitably data on tax evasion are fragmentary and not readily
avail able. The N hon Keizai Shinbun ran an infornative series of arti-
cles between May 1983 and May 1984  fromwhich the following information
is derived. Wile 88.4 per cent of wage-earners paid incone tax (through
wi t hhol ding), only 39.5 per cent of the heads of nonfarm uni ncor por at ed
enterprises and only 14.6 per cent of farm household heads did. O the
1.75 mllion corporations, 1.1. mllion showed a | oss or otherw se paid
no corporate incone tax. |Indeed, many of the self-enpl oyed are not
legally required to keep books, and they do not file tax returns. The
chances of a serious audit are snall: one in 25 for farners and ot her
sel f-enpl oyed persons, one in ten for a corporation (less for very snal
corporations). Mre than a third of the enterprises in the follow ng
categories audited in 1981 and 1982 had seriously understated tax re-
turns: bars (53 per cent), pachinko parlors, sushi-ya, noneyl enders,
fish stores, realtors, construction, coffee houses, gravel landfills,
foreign food restaurants, souvenir sellers, |ove hotels. The average

anount evaded ranged between $12, 000- $65, 0Q). The extensi ve use of cash
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in settlenent of transactions makes evasion difficult to trace. Tax
audits indicated that the nost common practice (50 per cent) is to hide
sal es revenues; 12 per cent reported wages paid to nonexi stent enpl oyees;
11 per cent padded expenses, and ten per cent padded purchases. There is
a business of selling forged receipts to increase stated expenses (sone
are con ganes since the receipts are inadequate to pass even cursory

i nspection by tax auditors).

This does not nmean all SFEs are able to evade taxes. It is notewor-
thy that the tax evaders cited are nainly service establishnents, where
it isdifficult to measure either output or material inputs, or their
relationship is not close. Wiere naterial input-output relationships are
relatively fixed—flour and sugar and bread and pastries for a baker, for
exanpl e—auditing is easier and evasion is correspondingly nore diffi-
cult. Some SFEs find thenselves directly involved with local regul atory
agencies. For exanple, all car sales are registered, and nost repairs
are done to meet annual inspection requirenents and are so reported to
the local authorities.

To what extent does preferential or lenient tax treatment for SFEs
confer such advantages that new SFEs are deliberately started, or delib-
erately remain small enough to avoid tax exposure? How inportant a
reason is this, relative to the benefits of specialization and entrepre-
neurial independence, for the existence of clusters of the mnuscul e SFEs
that subdivide the production of one product rather than integrating into
one operation? How inportant is it in subcontracting arrangements? Ve
do not know, and doubt that anyone does. Tax treatnent probably is not a

donmi nant reason for starting or maintaining an SFE, but it does nake
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their activities nmore profitable and hence enters into the cost/benefit
cal culus of any entrepreneur.

The early 1970s witnessed a significant intensification of LDP
interest in snall business precipitated by the success of the People's
Associ ation of Commerce and Industry (Mnshu Shokokai), an organi zation
affiliated (infornally) with the Japan Communi st Party. M nsho was
proving itself an effective force in recruiting small business people to
the opposition cause in Japan's larger cities, where in key instances
nmayoral and gubernatorial positions were being captured by alliances of
opposition parties. The econonic instability of the period added fuel to
the discontent of urban small operators facing high inflation and then
the recession induced by the oil-shock. Tanaka Kakuei, then prine
mnister, is credited with recogni zing the need for a nmuch stronger LDP
approach to the small business sector as a whole in the face of M nsho
activities. The relative decline of agriculture as the foundation of LDP
el ectoral strength was certainly another consideration.

M Tl s budget for loans to "very small enterprises" (five enployees
or fewer in manufacturing and two or fewer in retailing) was expanded
dramatically from30 billion to 240 billion yen, an eight-fold increase.
The Bureau for Small and Medium Enterprises within MTlI was elevated in
status and its budget increased from¥7.5 billion (1971) to ¥40 billion
(1975), an increase in its share of the total MTI budget from 16 per
cent to 39 per cent.62 The tax |aws were changed to al |l ow wage
deductions, as discussed above.

MTI's role, however, has primarily been indirect. Government |oans
to very snall businesses (funneled through private banks) are largely

dependent on the guidance and tacit approval of "snall business advi sors"
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operating as enpl oyees of |ocal Chanbers of Commerce (who screen and hel p
SFEs prepare loan applications). There was a conconitant increase in the
nunber of such advisors fromnearly 16,000 in 1971 to 27,000 in 1975.

Hal f their wages are paid by MTI, naking them (at |east partly) centra
governnment agents to the small business sector. The other half cones
fromthe prefecture and the Chanber of Commerce. The result has been a
blunting of the influence of Mnsho and an increase in LDP visibility in
the snall business sector. This quasi-governnental |oan/advisor system

i nfl uences a sector of the voting public by channeling special funds to
it. It also puts the Chanber of Commerce organization in close touch
with small businesses across the nation and positions it to represent
smal | business interests to the LDP. Chanbers are typically |ed, howev-
er, by executives of larger local firns who focus on regional devel oprent
i ssues, neaning that Chanbers of Conmerce are |less representatives of the
snal | business sector to the LDP and M Tl than neans of enrolling SFEs in
| ocal campaigns and controlling the snall business sector to preclude the
formation of opposition activities.

By and |arge government econom c policynakers apparently see snall
and nedi um sized enterprise nore as a problemthan as a source of econom
ic growth and vitality. The lunping together of "Snmall and medi um
enterprise" into one category is a convenient msnomer; it conbi nes
several different realities, as our discussion of mnuscule and snall
SFEs indicates. It enables the governnent to channel its resources to
relatively larger firns which it considers of greater potential. There
is considerable interest, at least at the rhetorical |evel, in positive
prograns to nodernize and raise the technol ogical |evel of snall and

nmedi um si zed enterprises, particularly as reflected in publications of
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MTI's Svall and Medium Enterprise Agency. On the whol e, nonet hel ess,
MTI"'s policy approach is defensive.

MTI apparently would prefer to engage in as little protection as
possi bl e short of serious economc and social disruption. |Its tendency
has been to approach problens in depressed industries as "special" and
"tenporary."” Wth shingikai (advisory council) approval, it invokes
nurrer ous energency powers ainmed at preventing bankruptcies and encourag-
ing orderly adjustnents within the specific industry. The effort isto
contai n probl ens w thout conmtting to long-termprotection. The politi-
cal parties, on the other hand, nmust regularly appear responsive to small
and medi um busi ness concerns, yet each party has constituenci es opposed
to protective policies. Politicians representing areas of depressed
smal | manufacturing are the nost susceptible to pressure, yet all politi-
cians seek the small business vote and nust be particularly sensitive to
conpl aints of such large groups as retailers or anmal gans such as those
conprised of various businesses concerned with health inspections.

SFEs are but part of nmobst conplex policy issues. Consuner interests
(even if politically less unorgani zed) are a significant factor, as are
land use and urban pl anni ng, environnental issues, the welfare system and
foreign policy. The large versus small dinension, in other words, is but
the nost visible conflict requiring a balancing of interests when such
matters as the rate of expansion of even small supernarkets or |arge
versus small food producers are the forefront issue. The LDP relies on
too broad a spectrum of support to ignore other donmestic concerns. MTI,
furthernmore, is the guardian of economc progress, and it resists protec-
tioni st pressures fromthe standpoint of productivity gains or |osses.

Finally, Japan's place in the world gives the international dinension at
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least a very strong potential influence, even though protection agai nst
inport conpetition is politically the easiest resolution to snmall busi -
ness pressures.

Wien nonentum is great enough (i.e. political pressure is wide-
spread) the interplay of forces, however conpl ex, appears to followa
rather sinple pattern. Parties (LDP and opposition parties) position
t hensel ves as synpathetic to the problem issuing general position
statements calling for solutions without specifying a stand that woul d
alienate their other key constituencies. MTI, while adopting a public
posture of listening and concern, quietly attenpts to delay the produc-
tion of actual protective legislation in hopes that the nomentumwil |
subside. If it does not, MTlI authors a conpromise bill (largely its own
maki ng) that satisfies the situation politically while preenpting the
generation of legislative bills by the parties and the D et Legislative
Bureau. MTI is thereby responsible. This benefits both the |egislators
who do not want to author what is certain to be controversial and (in
sone quarters) unpopul ar |egislation, and those who want to take credit
with their particular constituency. A MTI bill allows all parties to
vote for the bill as a "governnent" resolution, one that has authority
(statesmanshi p), but for which they need not be accountabl e.

This is precisely the pattern followed in the recent large store

legislation, the latest adjustnent in a pattern of partial governnent

protection for snmall retailers that began before WWI. MTI resisted
political party pressure for about four years until it became clear that
the Det would introduce legislation on its own. It then prepared its

own revi sed approach aimed at (1) blunting the suburban advance of snall

supermarkets and (2) shifting sone decision naking to local conmttees
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made up of small retail and consuner representatives. As with previous

| aws, the basic effect of this new legislation is to slow but not end the
gromh of large scale retailing and to Iimt the inpact of |arge new
stores on a locality by reducing the proposed floor space and operating
hour s.

MTI's latitude to respond adnministratively to circunstances in
particular industries is great. Already on the books are a w de set of
laws facilitating the provision of aid to nedium and small firms SUffer-
ing serious difficulties. M TI"'s emergency powers are notably broad
flexible and free of |egislative encunbrance. Loans, special tax nea-
sures, snall business cartels in certain industries, insurance, retrain-
ing and reorganizational assistance can be activated at the Mnistry's
discretion (with shingikai approval). The total value of the aid avail -
abl e has never been calculated, it appears. The organizational channels
for these nmeasures are in place, since the |aws designate industria
associ ati ons, Chanbers of Commerce, public financial institutions, |oan
guarantee prograns and the like as agents for the execution of specia
relief and restructuring efforts. The response tine is thus quite rapid,
as neither special |egislation nor new organizations are required. The
result is that precisely targeted, tenporary neasures based on a multi-
plicity of financial and other tools can be arranged w thout politica
debate. The Iimtations on this system are the ceilings on resources
contained in MTIl's budgetary allocations and in the various categories
of public |oans available.64 The Mnistry's continuing effectiveness,
therefore, hinges on its conservation and astute allocation of these

resources.
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In sum while a great deal of attention and financial support is
regul arly bestowed on the small business sector, few policies have been
made to prevent snall scale industries fromdeclining. The famly doctor
makes nmany visits and prescribes various nmedicines, but is not inclined
to put patients on life support systens. Rather policies have been
formulated to aneliorate the pace and therefore the inpact of decline
with the intention of facilitating an orderly retreat or basic reorien-
tation. Loans, technical assistance, retraining grants, capacity scrap-
ping progranms and the |like are exanples. MTI officials essentially seek
to balance a strong commitnment to encouraging change leading to greater
overall economc efficiency with realities of a sociopolitical kind
(unenpl oynent costs, social dislocation and political pressures being
very real considerations). They find thenselves holding out (with
consi derabl e success so far) against outright protectionist policies,
especially ones that will become chronic. |In this the small business
sector is fundanmentally different from agriculture; the few exceptions,
notably l|eather and |eather goods, prove the rule as those products
reflect the very special Burakunmin political problem

It is also true, however, that the LDP and the governnent could be
pushed in a nore protectionist direction by the success of other parties
in recruiting small business support. What would permit this to happen?
In a major recession, for exanple, will the political clout of snall
busi ness increase? They experience hardship early in the business cycle
and this could translate into demands the governnent cannot effectively
meet, causing a shift toward applying pressure through the opposition
Anot her scenario mght begin with national tax reform proposals that

unite small busi nesses against the governnent. Such a tax package ni ght
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emerge with the support of a constellation of three pressures: wage-
earner and consuner demands to correct the existing inequities in the tax
system Mnistry of Finance bureaucrats and politicians anxious to raise
taxes to reduce the huge budget deficit; and bi g business opposition to
corporate tax increases. A value-added tax, much less the attenpt to

cl ose existing |oopholes, would neet nmuch snmall business resistance. A
third scenario would have progressives w nning governorships on a
pro-smal |l business platform and then effecting nuch greater assistance to
snal | businesses, including local fornms of protectionist neasures,
thereby forcing the LDP to respond accordingly. The latter actually
began to happen in the early 1970s.

Wth the continuing conbination of LDP strength and the present m x
of government responses to small business issues there is nore reason to
work with rather than against the authorities; |oans, tenporary measures
and partial help are better than rhetorical prom ses. Snall business
pragmatism in other words, reinforces the LDP as long as it proves its
el ectoral dom nance and continues to factor in small business interests.
It is well worth remenbering that the small business sector is rarely
presented with viable choice except in highly localized and industry
specific matters, and in nost of these instances, it is well within the

LDP's capacity to co-opt the issue.

Entrepreneurship. What does all this—factor markets, social networks,
educati onal system tax treatment, the econom ¢, political, social, and
cultural environnent--add up to? A great deal of vitality in the small-
scale famly enterprise sector, for one thing—+arge nunbers of births,

deaths, and resurrections. W pull our discussion together by exam ning
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the whole set of issues involving entry, profitability, survival, and
exit.

In 1979 there were just over 16,000 bankruptcies in Japan. The
nunmber of bankruptcies has been steadily increasing over the |ast decade;
alnost all are small conpanies. Bankruptcies, however, account for only
smal|l part of the total nunber of enterprises that go out of business
each year. From 1978 to 1981, for exanple, about 217,000 closed their
doors, sone 70,000 annually. Mre than 99 per cent of these were snal
and medi um enterprises. The per cent of closings to the total nunber of
establ i shnents ranged between 3.2 to 4.2 per cent over the period from
1966 to 1981. This represents a formdable failure rate, one at the
heart of structural adjustment issues in Japan; yet the number of new
smal | busi nesses forming each year has substantially surpassed the nunber
of closings, resulting in a net increase in business establishments year
after year. Again, virtually all of this activity is in the area of
smal | and medi um busi ness.

Not hi ng better illustrates the basic vitality of the small and
medi um busi ness sector than the above portrait, one that bal ances the
risks of small and medi um business with the constant entrepreneuria
activity at the |owest organizational |evels of stable, grow ng, and
emergent industries. That nmany new enterprises are formed each year
attest to the ease of entry in the econony as a whole, though of course
with immense sector-specific differences. Since many small firns rely
extensively on trade credit, one default can cause a chain of bankrupt-
cies. Under Japanese law it is easy to go bankrupt or otherw se exit as
an enterprise, reorganize, and be reborn. The net increase in enter-

prises signifies the basic strength and endurance of SFEs.
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There are significant variations in the relationship of openings to
closings. Small business adjustment nust respond flexibly to annual as
well as longer-term changing conditions. Each industry has its own
di stinct range of closing and start-up rates. Thus, throughout the
1966- 1981 period, the rate of openings in the service and whol esal e-
retail sectors held steady at about six and seven per cent of tota
sector enterprises, while in manufacturing the rate plumeted from#6.5 to
3.5 per cent beginning in the m d-1970s. The shift in the economc
structure toward the service sector is clearly illustrated by this
different response to the oil shock-induced recession and slower growh
era, as well as to the evolution of aggregate demand. During that .
recessionary period, small business opportunities in manufacturing
declined sharply, whereas both the retail and service sectors continued
to expand. Yet even in nmanufacturing the ratio of openings to closings
remai ned narromy positive, a result probably of a shift toward nore, not
| ess, reliance on subcontracting in major manufacturing industries such
as machinery and el ectronics induced by efforts to control overall |abor
costs and retain productive flexibility on the part of large firns.

This degree of entrepreneurial vitality conmes as a surprise given
the stereotypic portrait of the Japanese as a cautious, risk averse
peopl e who prefer the security of stable, well-defined relationships.

Mor eover, the best educated (and presunably nost tal ented) Japanese are
attracted to large firms (and elite government jobs) and rarely |eave for
any reason. Neither the nodern education nor the enpl oynent system
encour ages devel opment of an entrepreneurial spirit or a class of talent-
ed people who are recognized and rewarded for their*entrepreneurial

inclinations. The dom nant cultural and social descriptions of postwar
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Japan do not |lead one to expect nuch in the way of entrepreneurial
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vitality.

Survey data hel p us better understand the conditions of entrepre-
neur shi p, and provide specific evidence bearing on nany of the issues
raised earlier. The nost extensive, regular survey is undertaken by the
Peopl €' s Fi nance Corporati on. In 1981, of a sanple of 1,400 start-up
busi nesses in all sectors, over half were forned by relatively young
individuals, people in their thirties. ly about ten per cent of al
new busi nesses were begun by peopl e 45 years old and above. Many ol der
peopl e do find work in snall and nedi um busi nesses, but they are not
foundi ng many of them

What about the educational background of these entrepreneurs? In
1966, only 13 per cent of the sanple had university educations, whereas
by 1981 35 per cent had four years of post secondary schooling (higher in
urban areas) and another eight per cent graduated fromjunior college or
its technical equivalent. Unfortunately, we do not know very nuch about
the status ranking of the universities involved, but neverthel ess, the
general inpression is that Japan's new entrepreneurs represent nearly al
segments of the popul ation as neasured by educational background.

In the sane survey the |argest group of entrepreneurs (70 per cent)
cone fromthe mddle levels of snmall and medi um busi nesses. Even so,
entrepreneurs cone froma relatively wide range of firns and | evels.

Koi ke found that nearly half of the workers in very small firns of ten or
fewer enpl oyees eventually set up their own busi nesses. In 1982, for
exanpl e, sone 65,000 nen established their own (unincorporated) individu-
al proprietorships. O these, 48 per cent had been enpl oyees in FSEs;

anot her 20 per cent had worked in enterprises of 30-299 enpl oyees; and 14
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per cent had changed the formof their self-enploynent. Thi s suggests
extraordinary nobility and entrepreneurship in the snallest enterprises.

The highly aggregated nature of statistics on small and nmedi um
busi ness is vexing because comopn sense |leads one to think there are
di screte patterns of entrepreneurship anong different types of business-
es; for exanple, between those in which specialized skills and education
play a large role (such as business services, high tech, information
managenent and advertising) and those based primarily on |ocation (such
as retailing and restaurants). W can only specul ate that younger
educated people leaving larger firns are entering different kinds of
busi ness than their |ess educated peers leaving smaller firns.

In the People's Finance Corporation survey nany reasons were given
for starting ones own conpany; the nost popul ar being: "to realize
technical skills and general ability" (70 per cent), "to be able to work
in a nmanner consistent with ny nature" (55 per cent), "an attraction to
managi ng one's own busi ness" (39 per cent). Inproved incone was selected
by less than one third and "dislike of being in another*s enploy" was
chosen by an inpressive 30 per cent. An equal proportion conplained of
bei ng bl ocked in advancenent. The overall inpression is one of anbi-
tious, independent people stepping out of enploynment situations in which
they felt limted. Case studies of new small businesses reveal that many
start-ups have been planned well in advance wi th previous enployment
being treated as preparatory training. The people involved are not elite
managers nor are they big risk takers seeking high returns, but neither
are they inconpetents forced into snall scal e entrepreneurship.

The survey al so reveals that various people play a part in encourag-

ing entrepreneurs to start their own businesses. As already noted, new
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busi nesses generally begin with a nmodest plan that relies heavily on
existing relationships to reduce risk. |In this survey, 45 per cent
nentioned a friend, relative or business client as urging themto set out
on their own. The practice of noren wake (an enpl oyer-gui ded new busi -
ness creation) characterized another nine per cent. |In about one-third
of the cases (overlapping) customers and/or former enployers played a
rol e.

The sanme survey offers a rather detailed portrait of start-up
conditions in terns of capital investment, enployees and so forth. The
very low level of initial investnment is striking—sonme ¥9.2 mllion
($36,800) on average, with slightly nore for equiprment than for working
capital. Surprisingly, restaurants were the nost capital intensive, both
in amount (¥16.4 mllion, $65,600) and in the share for equi pnent (80 per
cent). The least capital was required in manufacturing and construction.

An average start-up investnent of ¥5 mllion ($20,000) for manufac-
turers, for exanple, is so small that it is difficult to grasp the actual
cost structure involved. The purchase of used machinery and paynent of
"key noney" on rental space are the two largest itens in many cases. The
majority of new enterprises establishing production do one or nore of the
following: locate in their own hones or in borrowed space; primarily use
famly labor; acquire |leased or used nmachinery; maintain very smnall
inventories; utilize materials supplied by custoners; and have very | ow
admni strative and sales costs. These conditions are best net in subcon-
tracting arrangements, where the new conpany begi ns producing for a
larger contractor, assenbly firm or trading conmpany. |Initial production
of one or a fewitens requiring linmted equi pment and space is the

pattern. |If the patron*s demand is steady, the new business begins with
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a level of business that is secure and predictable. In such circunstanc-
es, one woul d expect profits to be squeezed by the know edge and power of
the patron, and this corresponds to the fact that risks and the cost of
entry are also low Unfortunately, the survey does not separate manufac-
turing start-ups into categories that would further clarify these issues.

According to the People's Finance Corporation the funds for start-
ups cone essentially fromthree sources: owner-operator investnent
(46 per cent), loans fromfinancial institutions (39 per cent), and
personal loans fromfriends, relatives and the like (12 per cent). Ina
separate study of al nost 200 incorporated conpanies in their second year
of business, it was found that 38 per cent of assets and working funds
originated frombusiness relationships inthe formof credits. Onaner-
operated investnent and institutional |oans dropped to 30 and 17 per cent
respectively. The one exception to this pattern is restaurants, where
busi ness credits accounted for only five per cent of total second year
funding. The central role of larger, nore established firns in setting
srmal | businesses in notion by supplying credit is notable as it al so
illustrates the interrelational framework wi thin which snall businesses
exist. The national pattern is for about six in ten new businesses to be
based entirely or prinmarily in the famly, but regional variations are
large. Mre than half of the big city based businesses begin wth
enpl oyees being nore inportant than famly workers, whereas in rural
areas the famly is central in 80 per cent of the cases.

The small scale of nost start-ups is further shown in anticipated
first year sales. Fewer than ten per cent of new conpani es expected

monthly sales in their first year to be above ¥10 nillion ($40,000), and
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the average was about ¥2 mllion ($8,000). Ten per cent expect nonthly
sal es of |ess than ¥500,000 ($2,000)

Since alnost all new businesses begin very snall and rely substan-
tially on the unaccounted assets of |and, personal networks and fanmly
| abor, barriers to entry are low and center on lack of connection
skills, and famly labor. These are not purchased on open markets, but
are acquired as soci al / experience assets. Land is often an asset pos-
sessed by a household in older industries and nei ghborhoods. The renta
of snall spaces is relatively easy in Japan conpared to the acquisition
of large spaces. This too may favor snmall scale activity.

VW do not have data, however, on other inportant issues. To what
extent, for exanple, are start-ups of larger firns (with 30 to 100 or
nore enpl oyees) occuring? W know these occur regularly as joint ven-
tures or as spin-offs fromlarger conpanies. (See the chapters by Aoki,
and Saxonhouse and Ckinmoto.) Qur hypothesis is that except for spin-offs
al nost all Japanese new enterprises begin very small, and that the
current distribution of snall and medi um enterprises by size is predom -
nantly a consequence of growh. 1Is this pattern specific to Japan, or is
there a simlar pattern in Wstern Europe and the United States?

VW also know little about the internal life-cycle of small Japanese
busi nesses. If they survive, which kinds continue to grow? W know t hat
nost reach a plateau while still small. W also note the capacity of
owner - operated, famly businesses to endure setbacks and cyclical down-
turns. Labor input and cost elasticities are great as |onger hours or
less income are tolerated consequences of owning one's own business. In
adversity, one or nore menbers of the famly can work outside to suppl e-

ment household income. This flexibility of response to hard tines stens
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fromthe fact it is total househol d income/ expense bal anci ng, not j ust
busi ness incone or profitability, that determnes the persistence of nany
margi nal enterprises. This capacity for survival helps underwite the
persistence and adaptability of many industries based on small scale
producers. It enhances the industry*s tolerance of cycles and buys time
to adapt and change when an industry is pernmanently on a downward trend,
since neither skills nor connections nor |ocation are | ost.

Low costs of entry and risk sharing are thus associated with | ow
expectations about nargins and a flexibility in adversity that distin-
gui shes smal | business in Japan fromboth |arger businesses and snal |
business in countries in which start-up costs are higher, risks are not
spread as widely and/or famly labor and other assets are not pivotal.
Any calculation of return on investnent and profitability hinge on the
value given to famly labor, of course, and this is a highly subjective
matter fromthe owner-operator's point of view Life-style and persona
satisfactions, other work options for famly menbers and | ong-term
prospects for success are considerations. So too is the fact that
success will not be taxed at the sane rates as salaried work

The great nunber of small businesses is not, however, a testinony to
their being an easy or even preferred means of making a living. Wrking
conditions in srmall factories and other establishnents are often anong
the worst in Japan. Long hours, cranped spaces, |ack of safety equip-
nment, poor lighting, noise, and so forth are common; and nuch of the
| abor is physical. Wile owner-operators have hopes for success, some
i ndependence, variety of work and other nodest benefits, their enpl oyees
experience only the difficulties. They do this due to the absence of

other options or because they hope to learn skills and rmake connections
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that someday will give themthe chance to be independent. Such assets

are not cheap viewed in the light of such an apprenticeship.

[1l. The Future of Small Busi ness

The nmany reasons for the continuing existence, expansion or decline
of snall famly-owned enterprises that we have traced provide insights
into their future prospects. Qur overall "best guess" is that small-
scale enterprise will continue to be a large, inportant, and on the whol e
positive conponent of the Japanese econony, and that any substanti al
changes in its overall role will cone about as a process of gradual
evolution rather than discontinuously. The essential core of the SFE as
an instituti on—entrepreneurship, famly ownership and work effort,
special skills, effective social networks, specialized production of
goods or services for particular narket niches, and above all flexibility
and adaptability-provide a strong basis for ongoi ng econom c success.

& course the story will differ sector by sector and famly by
famly. There are najor unknowns. In general, how rapidly will the
political econony and SFEs within it adjust to existing and future
inefficiencies in resource allocation as relative prices continue to
change? More specifically, what will happen to land prices, and how wil |
land nmarkets change? WII| new technol ogi es decrease, or enhance, the
conpetitiveness of SFEs, and in which sectors? Wat will be the future
political role of SFEs? And howw |l the aging of the popul ation, narely
the projected great increase in nunbers of old workers, effect the SFE
systen? W can only speculate briefly on these questions. Before that,

however, we provide our general evaluation of snmall famly enterprises in
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the Japanese econony in terns of allocative efficiency, contracyclical
nmacr oeconom c efficiency and flexibility.

Changes in the absolute and relative role of snall enterprises over
the long run will be driven predomnantly by economc forces: changes in
dermand, narket conpetition, market pressures toward efficient allocation
of resources, especially the heterogeneous resources of |abor and |and.
New enterprises will seek out new opportunities. n the other hand, the
decline of enterprises in increasingly unconpetitive sectors wll be
nmedi ated and slowed by the tine the intergenerational process of change
takes. Wile their value may be declining, enterprises operated by ol der
persons will persist by living off their specific human capital and the
inplicit rents of other assets, especially land. Moreover, where snall
enterprises can naintain or formeffective interest groups they will
continue to use the political process to insulate thensel ves as nuch and
as long as possible against the inevitable cold winds of narket forces.

Certainly sone SFEs in sone sectors represent a socially inefficient
packagi ng of resources. Capital is overabundant in agriculture, but
perhaps still inadequately supplied to sone (especially mnuscul e) SFEs
in secondary and tertiary sectors. Excessive land fragmentation in
agriculture and probably in nost urban areas results in |ess than optinal
land use. The great heterogeneity of |abor accounts for ruch of the
existing wage differentials, but nonethel ess substantial allocative
inefficiencies remain, especially in the discrimnatory treatnent of
wonen, ol der persons, part-tine workers, and mnorities. The issue of
discrimnation against fermales is nore subtle than it appears, since it
is founded substantially on traditional Japanese conception of the

"proper role of wormen" in society. Sonme nmay object to our use of the
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term "discrimnation," but the phenonenon is real, whatever the labelling
or senantics. At any rate, taking these labor market inperfections as
givens, SFEs can generally be regarded as effective instruments for
reduci ng such inperfections by taking advantage of them certainly they
do not create them However, in sectors in which SFEs are on the defen-
sive, notably agriculture and sone very snall retail establishnents, they
per petuate and enhance econom c inefficiency. Thus our overall eval ua-
tion of the role of the small enterprise sector in terns of allocative
efficiency is mxed;, SFEs warrant only noderately good marks.

e of the great costs in macroefficiency of advanced industria
nmar ket econom es derives fromthe downswi ngs of the business cycle. The
output periodically foregone because of underutilized |abor and capital
during recessions is huge, far greater than that foregone because of
static inefficiencies of resource allocation. Small famly enterprise in
Japan has been a very effective contracyclical as well as secul ar absorb-
er of labor through a variety of highly flexible mechani sms—from start-
ing one's own business to famly labor to new y-hired enployees. W
bel i eve a careful analysis would show that snall business plays an
inportant stabilizing role, serving to reduce the overt unenpl oyment that
woul d otherwi se occur; this role is subsidized to sone extent by the
t ax- payi ng enpl oyees of larger firns and consuners of protected products.
SFEs still earn excellent marks by this criterion

The small business sector generally provides great flexibility for
t he Japanese econony, accel erating the process of structural adjustnent.
Entry is easy. Many enterprises die, due either to their own i nconpe-
tence (the inevitable price of an active, anbitious, entrepreneurially-

oriented popul ation) or to changi ng narket conditions, or to the |ack of
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a successor. Many nore are started. Many rapidly transformtheir
product mx and their activities, responding to the pulls and pushes of
the marketplace. Cfsetting this, however, are the inefficient SFEs able
to nobilize political power to retard their own decline; they reduce the
overall flexibility. The grade on flexibility is nonethel ess very good.

The social value placed on snall, famly-owied and operated
enterprises—+n all sectors--seens quite high. They are regarded not
only as natural and inevitable, but desirable. Japanese consuners and
taxpayers have long tolerated high agricultural prices based on econom -
cally inefficient production, and seemto be willing to tolerate the
efforts of small shopkeepers to slow down the entrance of even small
supernmarkets into their nei ghborhoods. n the other hand, there does not
seemto be any great idealization of famly farns or snall shopkeepers as
an essential feature of the Japanese way of life that nmust be maintai ned
and protected at all cost, or indeed nmuch nore cost than at present. W
bel i eve Japan's new mddl e mass, or even a healthy new nationalism are
too efficiency-oriented, too pragmatic, to suffer permanent or increasing
subsi di zation of notably inefficient SFEs.

The fate of the snall enterprise sector is inexorably caught up in
the future prospects for the Japanese econony and society as a whol e.
Gowing G\P per capita will continue the trend in the conposition of
denmand toward services, many of which are incone-elastic and are effi-
ciently provided by snall scale enterprises. Wthin distribution,
there will be considerable fighting and jockeying for position among
different levels of snall enterprises; the smallest (the l|east efficient
as measured by sales per worker) will continue to resist market intrusion

by larger, nore nmodern firns. There will be considerabl e transformation,
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exenplified by the way in which Ito-Yokado Conpany has turned traditional
nom and pop establishments into 7-El even store franchises. As well as
their serving as barriers to new (including inported) products, the
inefficiency of retail services and of distribution in general are likely
to be a source of increasing political tension

As Japan progresses toward its current vision of the future as an
information society, snmall high tech firns are likely to proliferate—n
conputer software, specific products or conponents, or related services--
since there are few econonies of scale and sinple organizational struc-
tures encourage creativity, innovation, and quick responsiveness. Mny
will be in the devel oping venture capital market. While efficient.
productive, glanorous growh nodes of the future, such high tech firns
nonethel ess will conprise only a tiny share of the SFE sector in nunbers,
enpl oynent, or even direct output.

Real wages will continue to rise and the relative cost of capital to
decline. So long as the liberal international economc system renmains in
order (i.e., Japan renains comitted to free trade), the trend will be to
greater specialization wthin Japan's manufacturing structure, and a
substantially higher share of inports of standard |abor-intensive manu-
factured goods. These trends will put increasing nmarket pressure on SFEs
in manufacturing, both for final nmarkets and as subcontractors. Perhaps
even nore inportant will be the policies of nediumand large firns. 1In a
nore slowy growi ng econony they may seek growth by expanding into
donestic nmarkets now dom nated by small firns, by vertically integrating
by reducing reliance on subcontractors, or by turning to the cheaper

| abor of offshore economies for sinple conponents.
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Many SFE manuf acturers have created effective nmarket niches by
specializing in relatively small-lot production. |Inport conpetitionis
less a potential problem than the emergence of new, conputer-based,
flexi bl e production systens which enable large firns to produce snall
lots conpetitively would be. Mreover, a fewlarger firns have recently
begun substituting part-time feral e production workers for for full-tine
(mal e) workers. If this becomes wi despread (not likely in our judgnent
since large firns prefer a honmogeneous, stable labor force), then large
firmse will bid away one of the advantages of SFEs in existing |abor
nmar ket i nperfections.

V& have argued that many of the benefits for SFEs derive from.| abor
and |and narket inperfections of one kind or another, as well as fromthe
institutional or bureaucratic rigidities of large firns and favorabl e tax
treatnent. Mre perfect financial and capital narkets will help SFEs
where they have previously been at a di sadvantage. On the other hand,
nore perfect labor and land markets will reduce the opportunities for
SFEs to find and take advantage of existing inperfections. Existing
disparities between relative wages and productivities nmay decrease over
time, though we suspect they will always persist to some degree since
equilibriumis never achieved in practice in a growi ng econony.

V¢ anticipate that the nany barriers to nore perfect land markets-
institutional, legal, tax, generational preferences—aill remain strong.
Even so, underlying conditions affecting land narkets are likely to
change substantially. 1In our judgrment, the trend of huge increases in
the relative price of land between the early 1950s and mi d-1970s will not
persist in the future. There will not be increases in (relative) prices

of agricultural output to be capitalized in higher rural land prices.
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Wth some lags, urban land use is beconming nore efficient, as w tnessed
by the increasing average height of buildings. Wth financial |iberal-

i zation, financial assets will beconme nore attractive. Hi gh inheritance
taxes and the inevitability of land transfer through death will force
land reval uations, sales, and nore efficient use of land. Over tine the
I engt hy one-shot effect of huge capital gains in land will be adjusted
and high inplicit rents will be reduced. However, it is unlikely that
the primacy of tenant rights will be seriously eroded: too nmany vested
interests are at stake.

The nost problematic area is agriculture, which conbines great
econom ¢ inefficiency and high prices visible at home and abroad, imense
political power enhanced beyond nere nunbers by gerrymandering and
mul ti pl e-nmenmber voting districts, and a profound incipient generational
change. Mdre than a quarter (27.5 per cent) of Japanese farners are age
60 or older, and al nost another third (32.1 per cent) are between 50 and
59. What will happen when they die? There will be two trends at work.
Econonmic efficiency dictates that |and should be consolidated into much
| arger, contiguous production units. But that requires effective renta
and purchase narkets for farm land, and reasonable prices; there are
legal and other barriers to both. Land consolidation will proceed at too
slow a pace and effect too little land to enable an efficient scale of
farm fanily enterprise to energe. The second trend will be for (perhaps
early) retirees fromnonfarmjobs72 to take over land from their parents,
or nore likely, to farmas a side occupation. If Japanese-style "gentle-
men farmers" contributing little |abor producing sinple crops such as
rice exercise strong political clout to naintain the present system of

subsi dized farm ng, a generational transfornmation may not occur, or nmay
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be far different fromthe efficient solution economsts hope wll cone
about .

Al the evidence indicates that workers in snmall-scale famly
enterprises outside agriculture work |onger hours, under worse condi -
tions, and for lower pay and fewer fringe benefits than those in |arger
enterprises or the civil service. Yet there does not seemto be a strong
sense of discontent or unfairness or alienation pervadi ng Japanese
society. True, opposition parties obtain a najority of the popul ar vote,
but the SFE s vote is little understood.

W can only specul ate about sources of the high degree of social and
political stability and the role of SFEs init. GCertainly the very high
rate of enploynment is inportant; given wage flexibility, the nonexistence
of effective mninmumwage |egislation, famly connections and the preva-

I ence of famly busi nesses, al nost everyone can find sone sort of job.
Despite ongoing wage differentials, Japanese incone distribution is
conparatively equal, as the Bronfenbrenner and Yasuba chapter docunents.
Snmall enterprises offer Japan*s nminorities economc independence and sone
opportunity; for Burakumn it is a protected opportunity (beef, |eather
goods). Most of all, Japanese culture appears to have socialized nost
Japanese to accept their lot inlife, not to rebel against it. Wmen,
both in and outside the | abor force, provide the nost clear-cut exanple.
For mal es, a system of economc and social nobility based |argely on
nerit (ability and effort) as screened through the educational system
apparently has broad acceptance. For nost, the hurdles to get into the
elite are accepted as too high. So one plays within the system taking
advant age of it wherever possi bl e—dsing personal connections, evading

taxes, formng narrowinterest pressure groups to influence politicians.
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Smal | business is the outlet and opportunity for those who are hopeful
and anbitious, and either not hired by |arge enployers or not wanting to
be.

Al this may change—ot so nuch because of worsened circunstances
as because of hei ghtened consci ousness anong the groups conprising the
SFE sector (analogous to the increase in agrarian |andl ord-tenant dis-
putes in the 1920s). Certainly the consciousness of farners and their
capacity to organize effective political pressure is already high and
wll persist. VW think there is a good chance that snall business
interests, especially in services, will becone an even nore visible and
powerful political force in the comng decade—and we perhaps have not
adequately stressed their present effectiveness in protecting their own
interests. The postwar eras, first of reconstruction then rapid growh
subnerged the conflicts of interest between efficiency and incone distri-
bution, particularly the protection of income (and wealth) of vested
interest groups. It is quite possible that these issues wll become nore
and nore pronounced, as other SFEs join with agriculture in pushing their
interests, and with increasing effectiveness.

Changes in perceptions and val ues ("raising of consciousness") wil
affect the behavior and demands of the two main pools of underutilized
| abor —wonen and ol der workers. Qur guess is that wonmen will change only

very slowy and gradually in terns of Wstern criteria.73

A nore likely
source of social discontent lies in the increasing nunbers of ol der nmal e
workers retiring fromlarge institutions not into cushy, mnor |eague

armakudari positions but into a highly conpetitive SFE |abor market. The

question is the degree to which they will have the capacity to organi ze
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as an effective interest group on their own, or to influence others
(their children) on their behal f.

The sharp increase in the nunber and proportion of ol der persons-
over 60, over 65, over 70--in the next two decades and thereafter is
likely to have a nonentous, w de-ranging inpact on the Japanese econony
and society (see the chapter by Noguchi). Me-third (3.1 mllion) of
those over 65 are currently working; another 640,000 would |ike jobs,
nainly part-tine or at home, and half say their main reason for working
is to increase their incone. W anticipate that many in the future aging
popul ation will have the desire or need to work. Moreover, this |abor
mar ket pressure is exacerbated by the relatively early retirement age
(not expected to rise above age 60) of large firm and governnent
enpl oyees. Retirees and ol der persons generally will have to seek j obs
in SFEs, as owner-operators, famly |abor, or wage-earning enpl oyees.
Sonme will participate in the U-turn phenonmenon, returning home or nearby
where land ownership will nake it possible to have work. The evi dence
does not indicate that many ol der people are starting new enterprises.
That could change, and nmore will inherit existing famly enterprises—n
agriculture, retail or el sewhere where |and ownership can be conbi ned
with even |low productivity labor input to generate sone |evel of incone.
Qhers will be the lowpaid, part-tine, lowproductivity |abor force of
the future. Sone basic questions arise. Wich is better for the well -
bei ng of old people: being involved in sone work or retiring fully? Do
they contribute much to val ue-added and G\P? O do they require, or
perpetuate, the inefficient allocation of land and perhaps capital, so
that the packaged contribution is negative? Is it efficient or desirable

to have a wel fare system that encourages, or even virtually requires, old



people to work to maintain their accustoned standard of living and way of

life?
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1980) .

27
Ronald Dore (with Koji Taira), Flexible Rigidities: Industrial

Policy and Structural Adjustnent in the Japanese Econony, 1970-1980
(Wrld Enpl oynment Programme Research, International Labor O ganization,

Vor ki ng paper, 1983).

28
The nost useful overview in English is Yoshio Sato, "The

Subcontracting Production (Shitauke) System in Japan," Kei o Busi ness
Review, vol. 21, no. 1 (1983). Mich of what follows is based on nunerous
survey results (including those reported in Sato's article); the ongoing

research of Mchael Smtka on the autonoti ve industries and Thomas P.
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Rohl en's research on a plastics subcontractor and on his conparison of
Mazda and Chrysler; and the summer 1984 issue of Gendai Keizai (on
subcontracting). See also Masu Uekusa, Sangyo Soshi ki Ron (Tokyo:

Chi kuma Shobo, 1982).

29
See R chard Pascal e and Thomas P. Rohl en, "The Mazda Tur nar ound/?

Journal of Japanese Studies, vol. 9, no. 2 (Summer 1983), pp. 219- 263.

Kigyo kihon jitta chosa 1976 (1979).

31
The qualities of natural parenting can be observed in this

pattern. As the infant natures and gains strength, it also gains inde-
pendence and shoul ders a greater share of the risk. The parent-child

net aphor nust be understood as inplying a growth dynamc simlar to the
maturation process rather than a static relationship of fixed obligations
and dependence. A crucial failing of previous work on Japanese subcon-

tracting has been oversinplification based on a static perspective.
321984 SME Wiite Paper, p. 97.

33
See Hdeto Ishida, "Anticonpetitive Prices in the Distribution of

Goods and Services in Japan: The Problem of D stribution Keiretsu,"

Journal of Japanese Studies, vol. 9, no. 2 (Summer 1983), pp. 319-334.

34
Surveys of snmall retail establishments are numerous. This account

is based on: Masako Amano, "Reisai kigyo ni okeru shufu no yakuwari
kozo, " Kokumn kinyu koko (hereafter KKK), Chosa geppo, no. 264 (1983),
pp. 13-27; Chusho Kigyo Jigyodan, Chusho kourigyo ni okeru atosugi sha no
i kusei ni tsuite (1981); Kokumn Kinyu Koko Chosabu, "Kourigyo ni okeru
kazoku keiei no jittai," KKK Chosa Geppo, no. 265 (1983), pp. 15-33;

Shi gehi ko Watarai, ed., N hon no shoreisai kigyo kazoku keiei no

hat sugyo jitsu no chosa (Tokyo: Kokum n Kinyu Koko Chosabu, 1977); and

Chusho Kigyo Joho Senta, Chusho kigyo no kigyo kodo chosa hokokusho



90

(1979). There are sanpling issues in every survey so our effort has been
to grasp the common pattern revealed in those we have utilized; we have

therefore used rounded-off figures.

35
See Ito, Entrepreneurial Vénen.
36
Machi ko Gsawa, Woren's Skill Fornmation, Labor Force Partici pation
and Fertility in Japan (Southern Illinois University, Ph.D. dissertation,
1984). Note also HIIl, "Fenal e Labor Force Participation."”
37

See Kondo, Work, Famly, and Self; and Ito, Entrepreneural Wnen,
who reports this as an inportant notivation of her sanple of fenale

ent r epr eneur s.

38
In a careful analysis of a sanple of sons who entered upper

secondary school in 1964, Bownran finds that sons whose fathers are
proprietors or menbers of an SFE preferred to be independent enterprisers
t hemsel ves, and that working for a large firmwas generally not nearly
the goal the stereotype would inply; cf. Mary Jean Bownran, with H deo

| keda and Yasunasa Tonbda, Educational Choice and Labor Markets in Japan

(Chicago: Wniversity of Chicago Press, 1981), pp. 208-09.

39
See Thomas P. Rohl en, Japan* s H gh Schools (Berkeley: University

of California Press, 1983).

40
Shi nohara, "Survey of Japanese Literature on Smhall Business,"

provi des an excel l ent, though now dated, discussion and literature review
of dualismin the Japanese econony. A good, recent, enpirical descrip-
tion of differences by firmsize is in Wlliam Paul Sterling, Conpara-

tive Studies of Arerican and Japanese Labor Markets, Ph.D. dissertation,
(Harvard University, 1984), Chapter 5.

41
Hong Tan, "Wage D fferentials in Japanese Manufacturing: Review

of Recent Literature," Economc Record (Miy 1982) provides a useful
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review of the nenko (cultural) versus special and general training
(neoclassical) literature and enpirical analysis, including results from

his dissertation.

42
See Jereny |. Bulow and Lawence H Sumrers, A Theory of Dual

Labor Markets with Application to Industrial Policy, D scrimnation, and
Keynesi an Unenpl oynent , ** manuscript, March 1985. Wile this nodel may
appear appropriate only to the Anerican system in which workers are
readily fired, Japanese large firns have effective ways of termnating
enpl oyees, and at a far higher opportunity cost to the enpl oyee since the

only available alternative jobs are at substantially |ower wages.

43
1983 SME Wiite Paper, p. 32. However, these data apparently.

exclude the greater differentials in bonus paynments and fringe benefits
and may be nonthly wages unadjusted for the Ionger hours worked in smnall
enterprises, in which case the differentials remain w der than suggested

in this source.

44
See also his following articles in English: "The Formation of

Worker Skill in Small Japanese Firns," Japanese Econonic Studies (Sumer
1983), pp. 3-57; and "International Labor Market: Workers in Large
Firnms," and "Wrkers in Snall Firns and Worren in Industry,” in Taishiro
Shirai, ed., Contenporary Industrial Relations in Japan (Madison:

Uni versity of Wsconsin Press, 1983), chapters 2 and 4.

4505av\a, Wnen' s Skill Formation, p. 93.

46Cited in Gsawa, Wren's Skill Formation, p. 93.
47Kav\ashi nma, Wage Differentials, p. 163.

48C)sa\/\a, Vonen' s Skill Formation, p. 112.

491982 Enpl oynent Status Survey, Table 37.
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Mnistry of Health and Wl fare, Summary of the 1983 Survey on
Living Conditions, cited in Akiko Fuse, "The Japanese Famly in
Transition Part |1," The Japan Foundation Newsletter, Vol. XIl, No. 4
(Decenber 1984), p. 3.

Hugh Patrick, "Japanese Financial Devel opment in Hstorica
Perspective," 1868-1980," in Qstav Ranis et al., eds., Conparative

Devel oprent Perspectives (Boul der: VWestview Press, 1984), pp. 302-327

52
The financing of postwar agriculture is a quite different

situation. The agricultural sector has generated a surplus of saving
over investrment and has effectively used agricultural credit cooperatives
and other local financial institutions to provide farners all the credit
they demanded. Extensive governnent public works and other prograns in
agriculture have nmade the supply of capital in agriculture excessive in

opportunity cost terns.

53
Venture capital for new high-tech firns is an inportant but a

special case. Venture capital financing is only nascent in Japan but nay

wel | devel op rapidly.

54
It may seem strange, but certainly is true in other rent-contro

situations of rapid rises in the economc value of real estate use, that
the real value lies in ownership of the |ease of the land, not of the
land itself. |In Japan |eases apparently can be transferred, with a 3-10
per cent paynent (orei) to the landowner. Local tax offices on occasion
receive land in paynent of inheritance taxes; tenants are able to pur-
chase it on favorable ternms. See Theodore C Bestor, "Mtropolitan

Et hnography: Land, Househol ds, and Mbility in Tokyo," paper presented

to the American Anthropol ogi cal Association (revised Decenber 1984).



93

Mich of this section is based largely on interviews with MTI
officials, Kyoto city government people, and representatives of the Kyoto
Chanber of Commerce, the Central Federation of Small and Medi um Busi ness
Associ ations (Chuokai) and particular industry associations. See also
M ke M Mochi zuki, "Japanese Small and Medium Enterprise Policy in the
1970s," Paper presented to the annual neeting of the Association for
Asian Studies, April 1982; H denobu Nakajima, ''Sengo ni okeru chusho

ki gyo, undo no rekishi to kyoka, '

Chusho Kigyo Janaru (August 1968), pp.
1-13; Masaru Saito, "Mdernization and the D ffusi on Mechani sm of Tech-
nol ogy," Chuo University, Society of Econonic Research, Keizai gaku
Ronsan, no. 5 (1972), pp. 91-103; Small and Medi um Enterprise Agency,
MTI, Qutline of Snmall and Medium Scal e Enterprise Policies of the
Japanese Governnment (Tokyo: Small and Medium Enterprise Agency, 1984);
and Seiji Keizai Kenkyusho, ed., Tenkanki no chusho ki gyo nondai (Tokyo:
Shi nhyoron, 1976).

V¢ do not consider here the formdable political power of the
wel | -organi zed farner lobby and its interactions with the LDP and opposi -
tion parties and with the Mnistry of Agriculture, Forestry and Fi sher-
ies, since it has been extensively treated el sewhere.

Wi | e nany exceptions can be cited and conparisons wth other

countries are not available to prove or disporve a statenent such as

this, the MTl officials interviewed took this position.

58
This is the case even for conpanies reporting |osses. A Tokyo

Regi onal Taxation Bureau audit of 7,552 snall and nedi um si zed enter-
prises (capitalized at no nore than ¥100 m |l i on—$250, 000) reporting

| osses for the Jul y-Decenber 1984 period indicated that 85 per cent nmade
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false reports understating income, and nmore than a quarter were actually

inthe black. Minichi Daily News, May 26, 1985, p. 12.

59
See Janes Home, Japan* s Financial Markets Conflicts and

Concensus in Policynaking (Sydney: George Allen & Unwin, 1985),
pp. 137-40.

Coll ected in book form N hon Keizai Shinbun, Za-Zei musho (Tokyo:
N kkei, May 1984).

See, for exanple, Seiji Keizai Kenkyusho, cited in footnote 55.
This was confirned by all persons interviewed.

2| pid., p. 343.

See Small and Medium Enterprise Agency, Qutline of Policies, for a

Il engthy account of the numerous |aws, powers, agencies and procedures

i nvol ved.

64 -
See Takashi Yokokura, "Chusho Ki gyo"™ in Ryutaro Konmiya et al .,

N hon no Sangyo Seisaku (Tokyo: University of Tokyo Press, 1984).

For a general consideration of entrepreneurship and Japanese
psychol ogy, see Wagatsuma and De Vos, Heritage of Endurance. Their study
of small scale pencil making notes the high frequency of openings and
closings. See also Hroshi Wgatsuma and George De Vos, MThe Entrepre-
neurial Mentality of Lower-d ass Wban Japanese in Manufacturing | ndus-
tries," in George De Vos et al., Socialization for Achi everment (Berkeley:
Uhiversity of California Press, 1973).

Wiet her the topic is socialization, val ues, group behavior or
organi zation, alnmost no leading studies (in English and Japanese) nention
entrepreneurial inclinations, enphasizing instead vertical relationships,

dependence, paternalism and sociocentric orientations.
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Kokum n Ki nyu Koko Chosabu, "Shinki Kaigyc> Jittai Chosa," Chosa
Geppo, no. 266, no. 267, and no. 268, 1983, reports the nost recent in a
periodic survey. This sanple is based on |oan custoners of the People's
Fi nance Corporation and is therefore biased toward nore successful,
anbi tious and wel | -grounded start-ups. Very snall new operations requir-
ing little capital are certainly underrepresented. As a result, sone
categories, such as srmall shops opened by retirees, are likely to be nore
significant than shown.

co

Koi ke, "Wrkers in Small Firns and Wnen in Industry,” p. 102.

69
1982 Enpl oynent Status Survey, Table 52. Tine-series data can be

calculated fromearlier surveys. W exclude females (their increase in
sel f-enpl oynent was 46,000 in 1982) because we cannot detern ne how nany
were pi ece workers rather than entrepreneurs.

For exanple, the 1983 SME Wite Paper (pp. 76-80) notes rises over
the past decade in car parking, funeral services, beauty parlors, autono-
bile rentals, building naintenance services, professional services, and
advertising, but absolute declines in dressnmaking, novie theaters, and
publ i ¢ bat hhouses.

For a brief description see Ito-Yokado Co. Annual Report 1983 (in

English), especially pp. 17-20.

72
O the 20,000 new nale farmproprietors in 1982, a quarter

previously were in governnent enploynent, a quarter were enpl oyees in
SFEs (1-29 workers), and alnost all the rest spread armong | arger size

farm categories. 1982 Enpl oyment Status Survey, Tabl e 52.

73
Not e however that the position and role of wonen has, rather

quietly, changed dramatically since WW¥I: nother-in-law relationshi ps,
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nucl ear househol ds, kyoi ku mamas, ny-hone-ism the sel ection process for

husbands, participants in the |labor force as wage-earners, etc.

74
Those 65 and older were 10.7 mllion in 1980 (9.1 per cent of the

popul ation), and are projected to nunber 19.9 mllion (13.6 per cent) in
the year 2000, and 28.0 nillion (21.8 per cent) in 2020. Conparabl e
figures for those 70 and ol der are: 1980, 6.7 mllion (5.7 per cent);
2000, 13.0 mllion (10.2 per cent); and 2020, 20.4 mllion (15.9 per
cent). Prime Mnister's Office, Statistical Bureau, Kojin kigyo kei zai

chosa nenpo (1983), pp. 3-4.
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