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Chapter 12. Interfirm Relationships

12-1. Introduction

The predominance of small business and the slimness of large firms are the
two basic facts of the Japanese economy. As shown in the previous chapter,
a firm is a legal fiction and its boundary is usually different from the
effective boundary of decision-making unit which hereafter is referred to

as organization. Therefore, these facts do not necessarily imply that the

effective boundary of the Japanese organization is small and that the
Japanese economy is idiosyncratically decentralized. The central issues in
this chapter are How the organizations and inter-organizational
relationships among them are formed and function? How the economic
activities within each firm are coordinated? and Who take the leadership in
designing the system for their coordination?

Keiretsu and network are the recent trendy keywords with which people
are fond of talking about Japan, particularly in explaining the "secret’ of
Japan’s industrial success. But neither is well defined and appropriate for
its accurate understanding. As shown, keiretsu is too vague to be an
analytical concept. Of three commonly discussed subgroups of keiretsu,
horizontal keiretsu (corporate groups), vertical keiretsu
(supplier-assembler relationships), and distribution keiretsu, the first
was shown in Chapter 7 to be materially non-existent, and the second was
argued in Chapter 4 to be inappropriate for the analysis and should be
replaced by other terms such as a supplier-assembler relationship. 1In
Section 12-2, I discuss the third, but only for an illustration of what
happens in closely related sequence of organizations, for which the term
keiretsu is again a source of misunderstanding. The term network has become
the vogue in describing contemporary organizations. One of the major
reasons of the increased interest is the emergence of what Best(1990) has
labeled "the New Competition," the competitive rise of small

entrepreneurial firms, of regional districts and of new industries, whose
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characteristic model of organization is a mnetwork, of lateral and
horizontal linkages within and among firms. Coupled with the conventional
image of the Japanese economy with keiretsu trading, predominance of
corporate groups, and cooperative behavior of firms, there is now a
tremendous interest in "network organizations" in Japan. As shown above,
the conventional image is totally false. The two basic facts may call back
the term. But I do not use it in the study of interfirm relationships in
this chapter, since, as Nohoria[1992, p.12) points out, from "a network
perspective, all organizations can be characterized as networks and indeed
are properly understood only in these terms. So to say an organization has
a network form is a tautology.”

As mentioned in the previous chapter, it is far from the truth that
economists have a highly developed theory either of the firm or the market,
and thereby no one can provide rigorously persuasive answers to questions
related to them with the established standard formal model: how are
interfirm relationships formed and maintained? how do they function? are
they long term and stable? are they exclusive for rivals and closed for new
entrants? Underlying these questions is the basic question of Coase[1937]:
"Why a firm emerges at all in a specialized exchange economy?" Most parts
of this chapter is for case studies of interfirm relationships from three
check points: (1) whether "transaction cost," particularly for large
Japanese firms, is lower in the market? (2) whether these relationships are
irresponsive to the change of environmerital factors, such as demands and
technology? (3) whether new entry to some Japanese markets is much harder
than elsewhere and even impossible because of these relationships? I choose
these three points for two reasons. First, the questions listed above are
too general to attack. Second, these are the points why Japanese interfirm
relationships attract a wide attention, both of those criticizing them as a
cause of the "closedness" of the Japanese economy and of those praising
them as a source of the industrial success.

Neither Japanese nor American (or firms in other countries) are

particularly badly managed, and the mechanism of comparative advantage



[Mac94chy.miwa]

works everywhere. Interfirm relationships upon which the production system
is organized may be one secret of the success of the Japanese machinery
industries, including automobile industry, but we observe similar
relationships also in comparatively disadvantaged industries, like textile
industry. Focus in this chapter centers not on the contribution of
interfirm relationships to productivity increase and growth but on their
functions themselves. In 5 sections from 12-4, I present 5 case studies
from 3 industries. The first one is supplier-assembler relationships from
the automobile industry, but the other 4 cases are from industries regarded
not so successful, 1 from the distribution sector and 3 from the textile
industry. The basic objective of case studies is to investigate Japanese
interfirm relationships in action, applying to them now developing theories
of the firm, by which we can reach an understanding of the organizational
issues far better than those the conventional ones provide. It in return
will contribute to the progress of the study of the firm and the market,
and Japanese firms and their interfirm relationships are a rich source of
materials for the further research along this 1line. At least 4 points
immediately follow with these case studies: (1) Extensive division of labor
with long-term relationships prevails everywhere; (2) These relationships
are formed and maintained as a result of voluntary agreement of rational
participants, and a new entrant which offered a profitable business chance
could find able trade partners; (3) "Transaction costs" through these
relationships are not particularly low for large firms in comparatively
advantaged industries; (4) Firms within these relationships often fail in
adopting to the environmental changes partly because of these relation-
ships, which can also be explained as a rational choice of related parties.
The last point is observed not only in rather comparatively disadvantaged
industries but in advantaged. Recall the comparison of Toyota as a
coordinating agent of the extensively divided production system with rivals
in Chapter 4, where as a result there exists a huge difference of

productivity among Japanese car assemblers.
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In Section 12-2, for an illustration of what are interfirm relation-
ships, I briefly discuss distribution keiretsu and make 6 general comments
on the argument that they are exclusive. Section 12-3 is the definition of
issues for the following case studies, and 5 sections from 12-4 onward are
5 case studies. These case studies of interfirm relationships are from
three check points mentioned above. Section 12-4 is a case from thé
automobile industry, Secﬁion 12-5 is a case from the distribution sector,
the success story of Seven-Eleven Japan, and the next 3 sections are 3
cases from the textile industry, synthetic fiber textile industry, silk

dyeing in Kohaba-Yuzen, and men’s wool suits. In Section 12-9 I discuss one

of the most striking peculiarities of Japanese industrial organization,
namely, the predominance of stable, long-term interfirm relationships with
a non-exclusive characteristic. Section 12-10 is concluding remarks, where
I stress 2 points: First, the argument in this chapter (and in the previous
chapter) is not peculiar to Japanese firms; Second, Japanese firms and
industrial organizations are exciting and charming research targets, but
also quite dangerous ones, and therefore we should not draw hastily

conclusions.

12-2. An Illustration of Interfirm relationships: Distribution Keiretsu

The fields where closely coordinated interfirm relationships abound is
distribution and marketing, which the term "marketing channel" symbolically
reveals. Manufacturers, wholesalers, and retailers as well as other channel
members exist in channel arrangements, which share the work 1load for the
functions or flows, typically such as physical possession, ownership,
promotion, negotiation, financing, risking, ordering, and payment. As Stern
and El-Ansary [1988, p.l1l4] argued, "the basic economic rationale for the
emergence of channel intermediaries and institutional arrangements can be
understood in terms of the need for exchange and exchange efficiency,
minimization of assortment discrepancies, routinization, and the

facilitation of search procedures." Thereby, like the automobile production
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system based on closely coordinated supplier-assembler relationships
studied in Chapter 4, a marketing channel is organized and functions so as
to minimize the costs for providing goods and services consumers demand,
where the activities of each decision units are coordinated by a channel
leader. The power of channel leader is the result of the specific
characteristics, experience, or history of the firm and its management, and
accumulated human capital. Alternatively, power source may reflect
particular characteristics of the environmental forces impinging upon the
channel and the channel member’s ability to capitalize on these forces.
Thus, the basic logic wunderlying the argument in the previous chapter on
the formation and maintenance of organization specific human capital and
its importance also applies here, and thereby an inside-outside distinction
neither with the legal definition nor with an effective boundary of a firm
whatever the definition necessarily make sense.

Japanese distribution system has quite often  been criticized,
particularly in the recent US-Japan Structural Impediments Initiatives, as
a cause of closed market.* Japanese distributors, such as wholesalers and
retailers, are regarded as members of distribution keiretsu controlled by a
leader, typically a manufacturer, which makes new rivals, particularly
those from abroad, hard to find their distributors. This argument is too
ill-defined for a close examination. In this section with illustrations of
interfirm relationships I make six general comments on this argument, and
in later sections I investigate with case studies the exclusiveness and
closedness of interfirm relationships. (1) Firms in almost every industry
always argue that they suffer from excessive competition. Coupled with
Japan’s industrial success, this fact is inconsistent with the assertion
that Japanese markets are closed for entrants. Therefore, even if some
markets are closed, their importance to the whole economy must be limited.

(2) Everywhere in developed economies, members in a distribution-marketing

3+ Even if this argument is supportable, whether it is a cause of the
persistent trade imbalances between two economies is another question. Like
most economists, I Dbelieve it is the result not of closed markets but of
macroeconomic imbalances in each economy.

5
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channel are closely connected, and their activities are well coordinated
when it is efficient. Thus, whether there is something essential which
distinguishes the  Japanese distribution system from those of other
economies and makes worth calling it keiretsu deserves a close examination.
(3) In a world of exchange by agreement, long-term relationships are not
merely the result of choices in the past but must be based on its prospects
for the future. Therefore the observed long-term stability does not imply
its continuation. As will be exemplified in the case studies, an entrant
which provided profitable business chance could find able trade partners
even in the market where long-term relationships had prevailed. (4) People
often misunderstand that long-term relationship exists almost always only
with one partner, thereby is exclusive. But this is far from the truth at
least in Japan. Like supplier-assembler relationships in the automobile
industry studied in Chapter 4, retailers in almost every industry, to which
the term distribution keiretsu is dedicated, trade with multiple suppliers.
Automobile distribution is a famous exception, and other industries such as
home electronics, cosmetics, and groceries are not exclusive in this sense.
(5) A distribution-marketing channel is organized so as to minimize the
costs for providing goods and services consumers demand. When what
consumers demand differs between economies, the distribution-marketing
organization may differ. One reason why members in the Japanese automobile
distribution channel are closely connected is such highly differentiated
products that otherwise the supplying costs increase tremendously. For
instance, in a month in the spring of 1990 Toyota provided about 3,000
types of Mark 1II (a mid-size sedan, Cresida in the U.S. market). They
produced on average only 7.8 cars for each type, and only 1 car for more
than the half of all types. Toyota sells cars in Japan through 312 dealers
(about 4,500 shops to each of which about 10 sales persons belong), and it
is rare for a dealer to sell more than two cars of the strictly same type
in a month. They provide custom-made cars within two weeks. (6) Within a
marketing channel the work load for the functions are shared by members,

which is a part of the organizational design. As the result, the function
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of a distributor (for instance, department store in apparel goods
distribution) in Japan is different from that in some other economies,
which may function as an entry barrier or cause misunderstanding. For
instance, a Japanese department store sells mostly on consignment, and
wholesalers perform merchandising functions and bear the risk of unsold
stock. A tragic comedy appeared that a foreign apparel maker, which
proposed a direct trade with a department store but was advised to go to a
Japanese wholesaler (an apparel maker), got angry and protested as the
abuse of power of distribution keiretsu. Akebono Brake’s recent success in
the U.S. market is another example. Like Japanese manufacturers in many
machinery product markets, including car parts, Akebono, the largest
manufacturer of car brakes in Japan, has supplied custom-made products to
each assembler in long-term relationship. (A Japanese assembler usually
requests a supplier to present a rough design of a customized part 4 years
before the purchase of products begins.) It proposed the same transaction
to U.S. car parts assemblers such as Ford and GM, that were accustomed to
purchase standardized products from U.S. car parts manufacturers and
welcomed the proposal. If a U.S. manufacturer proposes a transaction to
Japanese assemblers with standardized products, buyers  will ask
customization without a high extra-charge like that with Japanese
suppliers, and they will not reach an agreement. This is a result of
difference both of each supplier’s responsiveness to market demands and of

social attitude toward customization as an environment.

12-3. Are Transaction Costs Lower for Large Japanese Firms?

Despite the two basic facts of the Japanese economy, many people may still
argue that large Japanese firms play a predominant role in the economy
because they subordinate and control small business. The conventional view
of the position and role of small business is symbolized by the term "dual
economy," which suggests that large firms in the modernized industrial

sector subordinate, control and exploit small business in the traditional
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sector. This implicitly assumes that large firms can and do exercise
significant power in exploiting small business, whose freedom of choice is
strictly restricted. What is the cause of this power? What is its originat-
ing mechanism and the 1limits to the "area of acceptance" (Simon [1976,
p.-133}]), within which the subordinate is willing to accept the decisions
made for him by his superior? These questions lead us to an understanding

of Dore [1983, p.463]’s statement:

Transaction costs for large Japanese firms may well be lower
than elsewhere. ’Opportunism’ may be a lesser danger in Japan
because of the explicit encouragement, and actual trading
relationship of mutual goodwill. [The stability of  the
relationship is the key. Both sides recognize an obligation to

try to maintain it.

An economist’s intuition reminds us of a simple fact that there must be no
heaven even for large Japanese firms where they enjoy free lunch. Instead,
we must investigate How and for what the stability of the relationship is
maintained? and What are their functions and maintenance costs?

As shown in Part I, we should not interpret the prevalence of
interfirm long-term relationships among small businesses and between small
businesses and large firms as a direct result of the subordination of small
business to large firms in the "dual economy" situation. Like large firms,
small businesses enjoy a wide freedom of choice in a world of exchange, and
we should regard these choices as mutual, voluntary agreements. Large firms
also need to offer incentives to induce small firms to make and maintain
long-term relationships with them.

Therefore, to validate Dore’s statement, we have to ask why large
firms’ costs to offer incentives are lower in Japan than elsewhere. To
emphasize the prevalence of "moralized trading relationships of mutual
goodwill" and the strong tendency of most Japanese to "feel more comfort-

able in high-trust relations of friendly give-and-take" (Dore [1983, pp.
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463 and 472)) may be persuasive for some; however, we need further to ask
why, how, and even whether it is true. Trust is so charming and inviting a
word that without a clear definition and understanding it creates SO much
confusion and mythfication. As Granovetter [1992, p. 40] rightly noted,
even "[t]o say . . . that such devices produce ’trust’ seems . . - to
stretch the word too far, where it applies to all situations where
individuals are willing to enter a transaction." In 5 sections from 12-4
onward, I will analyze 5 cases of interfirm relationships in 3 industries
to see how they are maintained. I also examine whether transaction costs
are indeed lower in Japan than elsewhere, and whether long-term relation-
ships functioned as an entry barrier.

When we accept as valid Dore[1983]’s argument that transaction costs
for large Japanese firms may well be lower in Japan than elsewhere, the
conclusion that the legal boundary of a firm is different from the actual
one leads us immediately to the following questions. Why, then, do large
firms .exist? Does Dore’s argument apply only to large firms? If yes, then
why is it possible, and what secures such privileges for large firms?
Transactions are thought to be brought within the firm when doing so
minimizes their costs. This process implies that the internalization of
transactions occurs when the costs for carrying them out within firms are
relatively low. Therefore, we need some explanation of why in Japan the
costs for carrying out transactions within firm are still lower than the
costs in the market. As Tirole [1988, p.20] pointed out in commenting on
the technological view, which defines the size of a firm, it is not clear
why economies of scale should necessarily be exploited within the firm, and
they could, a priori, also be obtained through contracting between legally
separate entities. Interfirm relationships should be seen as the results of
voluntary agreements between firms, even when they involve large firms and
small firms.

The following questions are related to Dore’s "moralized trading
relationships of mutual goodwill . . . [whose] stability . . . is the key"

(p.463), and what is called "trust." Why have these relationships and trust
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emerged, and how have they been maintained and reinforced? How have they
affected the behavior of the firms concerned, their trade patterns, and
both interfirm and intrafirm relationships? What are their working mecha-
nisms? What are the costs of their creation and maintenance? If there is
variance in the density in such relationships among industrial sectors, how
and why does it appear? To what degree should we regard the peculiarities
of interfirm relationships in Japan due to "environmental factors," such as
"culture” and "history"? Arrow [1974, p.23] observed that "[trust] is an
important lubricant of a social system. It is extremely efficient; it saves
a lot of trouble to have a fair degree of reliance on other people’s word."
However, we should be careful not "to stretch the word too far", as
Granovetter [1992, pp.40-41] rightly cautioned. He "would rather specialize
the word to refer to circumstances where one enters a transaction believing
that transaction partners will behave properly for reasons that transcend
pure self-interest.” Too much emphasis on such factors leads us to an
"oversocialized conception of man in modern sociology" (Granovetter [1992,
p.281)2 and a variety of mythfications of the Japanese economy .
Conversely, too little emphasis leads to an "undersocialized conception."?

The emergence of trust, the creation, maintenance, and reinforcement
of relationships, and their functions are the core issue in the following
case studies. Japanese firms attain their efficiency "in spite of
relational contracting” (Dore [1983, p.473]), which assures relatively
stable trade relations.

In presenting the basic premises underlying the network perspective
on organizations, Nohria [1992, p.4] noted that "[n]etworks contain
actions, and in turn are shaped by them." There is no simple answer to the

question, such as "To what degree should we regard the peculiarities of

2" [A] conception of people as overwhelmingly sensitive to the opinions
of others and hence obedient to the dictates of consequently developed
norms and values" (Granovetter [1992, p.29]).

sThe view that “"classical and especially neoclassical economics
operate with an atomized human action" (Granovetter [1992, p,29]).

10
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interfirm relationship in Japan to ’environmental factors’?" Here I only
refer to phenomena that suggest the importance of Nohria’s premise.

Trevor [1988] reported the development and changing process of inter-
firm relations between Toshiba Consumer Products in Plymouth and its
suppliers. This process began in 1981, just after the withdrawal of the
partner of the joint venture, Rank Radio International. Trevor explained
that by "[r]ealizing that management could not go on in the same old way,
it committed itself to a new structure and style of work organization,
employee participation and, last but not least, relations with suppliers”
(p.5). "The absence in Britain and other Western countries of a well
developed network of reliable suppliers with whom they can cultivate long-
term business relations is seen as a serious disadvantage by Japanese
companies" (p.141). Toshiba requested British suppliers to do what it does
to Japanese suppliers, and has succeeded in developing the same relations.
By the same token, on many occasions managers of Japanese firms complain
that one difficulty they face with in their foreign subsidiaries is the
custom of "job hopping." It makes their intensive on-the-job training and
human capital investment unprofitable and unattractive. However, on many
other occasions, managers say that it is not so difficult to overcome job
hopping by offering employee a chance to participate and receive training,

and thus benefitting from higher rewards.

12-4. A Case from the Automobile Industry

In the next 5 sections, I present 5 case studies from 3 industries. The
first one is the supplier-assembler relationships from the automobile
industry studied in detail in Chapter 4, which is considered to symbolize
the industrial success of Japan. The other 4 cases are from the industries
usually regarded not so successful, 1 from the distribution sector, the
success of Seven-Eleven Japan and 3 from the textile industry, synthetic
fiber textile industry, silk dyeing, and men’s wool suits. As mentioned in

the Introduction, neither Japanese nor American firms (or firms in other

11



[Mac94chy.miwa]

countries) are particularly badly managed. Likewise, neither automobile nor
textile manufacturers (or firms in other industries such as distribution)
in Japan are particularly badly managed. But the notions of comparative
advantage suggest that some firms in any country will always be
uncompetitive compared to firms in the same industry. Later cases show that
the interfirm relationships among uncompetitive firms have the same
characteristics with those among competitive firms.

A misconception widely prevails that because of the closely connected
network of interfirm relationships, called keiretsu, competitive market
exists in Japan in a strictly limited area. I cannot agree at all with Dore
[1983, p.467]'s statement: "Competition between Japanese firms is intense,
but only in markets which are (a) consumer markets and (b) expanding . . .
What does concern us here are markets in producers’ goods, in intermedi-
ates. And for many such commodities markets can hardly be said to exist."
Hardly can I imagine how he reached this view, and the following cases will
show that competition is intense also in non-expanding, non-consumer
markets. This view also is counter-intuitive to most economists,
particularly those who have observed Japan’s industrial success.

The total number of passenger cars made by Japanese automobile
manufacturers was only 20,000 in 1955, when Toyota began their full-scale
passenger car production with the Crown. In 10 years the number grew to
696,000, and in 20 years, 4,568,000, of which 40 percent was exported. At
the beginning of this explosive development process, there was no history
of a comparable industry of mass-production in Japan. Manufacturers had to
improve the sometimes defective and low quality of production material and
equipment, and raise the low level of product technology. For example, in
1958 Toyota made a successful bid for special procurement of U.S. Army
Procurement Agency (APA) in Japan, however, it needed serious efforts to
pass the APA’s strict quality inspection (see Chapter 4). No suppliers
could make automobile parts with a satisfactory level of quality, which
suggests that the situation of automobile manufacturers at that time was

not much better than that of Toshiba Consumer Products in 1981.

12
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Automobile manufacturers had to persuade suppliers to make invest-
ments in human capital and to accumulate technical know-how of sufficient
quality, to improve the plant and equipment and, moreover, to build their
own production network with their suppliers. This was not an easy task.
These firms had to create a new and complicated production system on a
large scale. Further, few viewed that the future of Japanese automobile
industry as promising. Finally, the financial situation of automobile
manufacturers was uncertain and almost no one regarded them as credible
firms with a promising future.

Even after successfully establishing efficient production networks
with suppliers, automobile manufacturers had to make continuous efforts to
maintain and renew this system. They had to induce suppliers to make
additional commitments, as suppliers had to follow and meet constantly
changing consumer demands and rapid technical advances in production. One
difficulty that Mitsubishi Motors at Mizushima confronted in establishing
mass-production capacity was to wipe out the distrust of suppliers caused
by the trust-destroying actions of Mitsubishi when their three-wheel
trucks, their main product at that time, did not sell well in 1958 and 1959
{see Chapter 4). This case shows how it is hard to acquire and maintain the
trust of suppliers.

Moreover, automobile manufacturers have had to give technical
assistance and advice to suppliers and, in supervising the total system,
maintain  product consistency and to uniformly upgrade technical
capabilities. The costs of such efforts, part of "transaction costs,” have
been tremendous, as shown in detail in Chapter 4.

Impressed by the prevalence of long-term relations within the
networks for automobile production in Japan, we may wonder what kind of
magic could make such efficiency improvements and product innovations as we
have observed. For example, it is said that Toyota has never broken off
relations with its suppliers whose number fewer than 200. The answer to
this puzzle is rather simple. Instead of the type of competition in spot

markets, they make every effort to induce suppliers to continuously improve

13
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both efficiency and product quality. For example, they usually adopt a
double sourcing policy, and wuse subcontractor rivalry to stimulate
competition. Each supplier does not make a single product, and a supplier
with good performance can expect an increase in total sales for the next
period. By supervising the production process of suppliers and through
constant meetings and joint R&D, automobile manufacturers often have the
ability to make accurate and detailed advice for efficiency improvement to
suppliers.*

Besides, three points -about this relationship deserve attention: (1)
As pointed out in Chapter 4, each relationship has externality to others in
the whole production system, and therefore an assembler’s freedom of choice
is not so wide as it would be in the spot market, which is also a part of
the cost of long-term relationship. (2) For instance, a double sourcing
policy incurs a cost. Toyota established Hosei Brake in 1968 as a joint
venture with Akebono Brake, the largest brake maker in Japan, besides
buying brakes from Akebono. Many comment that Akebono enjoys the top-share
position in the brake market both with its production know-how and with the
economies of scale, and therefore Toyota continuously sacrifices a large
profit for this choice. (3) Because of the long-term characteristics of
relationships, to begin a business with Japanese assemblers is not so easy.
Once begun, it is hard to stop the relationship because of the externality
even when they find the new partner unqualified. But this point seems to be
too emphasized, since it is a forward looking decision to form a long-term
relationship and, as mentioned in Chapter 4, Toyota actually increased the

number of suppliers.

12-5. A Case from Distribution: The Case of Seven-Eleven Japan

4 Not all relations within networks for Japanese automobile production
are long-term in character. As is reported in Takeishi et al. [1993], trade
relations on the outskirts of the production systems, for example, rela-
tions between supplier’s supplier and its suppliers, are not so stable.

14
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The next case is from distribution, the success story of Seven-Eleven
Japan. It is the franchiser of the biggest convenience store franchise
chain, and the pioneer of this business in Japan. The in-shop area of a
typical store in this chain is 100m?, where displayed about 3,000 items.
The basic concept of a convenience store and the know-how for chain
operation were imported from the U.S., but both the actual figure of stores
and the method of chain store operation are different from that in the U.S.

Seven-Eleven Japan (hereafter, SEJ) has achieved one of the most
remarkable successes in the Japanese distribution field. The first store
appeared in 1974, and the number of franchise stores was 4,752 at the end
of February in 1992, when the number of employees in SEJ was 1,814. The
equity value of SEJ at the end of March in 1992 amounted to 387 of that of
Toyota with 72,000 employees and 1502 of that of Nissan with 56,000
employees. It is not too much to say that SEJ with other convenience chains
has greatly changed the daily life in Japan.

This success could have been accomplished only with active
commitments of both franchisees and supporting wholesalers. Like Toyota at
the starting stage in 1950s (see Chapter 4), to create and establish well-
functioning network of interfirm relationships, SEJ had to make efforts in
persuading and inducing related parties for commitments. Though SEJ was
established in cooperation with South Land of the U.S. as a subsidiary of
Ito-Yoka-Do, one of the most successful General Merchandizing Supermarket
chains in Japan, the future of convenience chain store business at that
time appeared to outside parties to be not more promising than Toyota at
the time around 1955. SEJ was not a large firm, and almost nobody was sure
of it to become large.

The Japanese distribution sector has been notorious and was quite
often criticized for its underdevelopment and inefficiency, for which the
symbolic catchword of policies of the government during the past several
decades has been the "modernization." A stable network of long-term
interfirm relationships, often criticized as distribution keiretsu, can be

found in almost every field of distribution. SEJ had to confront and
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challenge these relationships and the sense of stability prevalent among
related parties.

Three points about the success of SEJ deserve attention: ( 1 )
Despite the prevalence of distribution networks with long-term interfirm
relationships, the traditional distribution channels were inefficient and
irresponsive enough to the environmental factors to allow SEJ to attain
such a great success. This implies that the "transaction costs" for
established large firms, such as manufacturers and distributors of
processed foods and daily products, were high. Because both of the
coordination costs and the externality of each choice (recall "safety
devices" mentioned in Chapter 4), a leader in the traditional channel could
not be responsive to changes in environments, such as demands and
technology. (2) Confronting - with established long-term interfirm relation-
ships, SEJ could have made a great success, by acquiring cooperations and
commitments of the parties, most of which were members of the traditional
channel. This happened not only because those relationships were not
exclusive, but also because an established relationship were a result of a
rational choice and some distributors rationally changed their business to
the more profitable one. This, in return, suggests that at least some long-
term relationships are maintained simply because related parties do not
find another more profitable business. Coca-Cola’s entry into the Japanese
market is another famous success story. Facing with the traditional
distribution networks and expecting the coming age of automatic vending
machine, Coca-Cola introduced in Japan in 1950s a new type of distribution
system, called "route sales system," that bypassed the traditional channel
and attained a big success. In this case, most partners were found from
outside the traditional channel. (3) The position of established large
firms with long-term relationships often implicitly assumed to Dbe
advantageous. This assumption of the first-mover advantage, however, does
not always hold. On the contrary, in many situations, the second-mover
advantage holds. The above argument requires a commitment of related

parties, but commitment is the opportunity to restrict one’s own set of
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future possible choices or action. It involves credible warranties that
some future choices are destroyed. Thus, an assembler’s freedom of choice
in the automobile industry is limited. This also applies to home
electronics makers with well established long-term relationships with
retailers, which once was the source of its prosperity, are now suffering
from its "transaction costs." Because of the success in the past and the
externality among retailers, makers cannot appropriately adopt the

distribution system to the changing environments by selecting retailers.

12-6. A Case from Synthetic Fiber Textile Industry

The next 3 cases are from the textile industry, the first of which is a
case from synthetic fiber textile production, mainly that of nylon and
polyester. For most, mass-production type machinery industries, such as
automobile and electronics products, are the symbol of Japan’s industrial
success, and interfirm relationships and division of works among firms in
these industries, particularly those in the automobile industry, have drawn
much attention. As notions of comparative advantage suggest, however, firms
in other industries are not particularly badly managed and also contributed
to the Japan’s industrial success. The textile industry is a representative
of those industries, which once was a representative export industry but
has lost its strong comparative advantage.> Among 3 cases, synthetic fiber
textile, silk dyeing, and wool textile, interfirm relationships for
synthetic fiber textile production is the most newly emerged. The
organizer’s difficulty at the starting stage in this case were similar to
that of automobile manufactures and Seven-Eleven Japan.

Synthetic fiber production was begun in Japan by 2 rayon producers,

nylon by Toray in 1955 and polyester by Toray and Teijin in 1958, which

> Dore [1983]’s understanding of low transaction costs for large
Japanese firms was inspired by the organization in the weaving section of
Japanese textile industry. He studied "the small town of Nishiwaki . .
whose industry almost wholly devoted to the weaving of ginghams chiefly for
export to Hong Kong to be made up into garments for Americans" (p.461).
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were not the most prosperous in the textile industry of that time. What
they had to challenge at the start was two-fold, the creation of markets
for the products and the creation of a production system, of which here
focus centers on the latter. Although their primary concern was fiber
production, they had to persuade and induce firms in the following stages
to use these new fibers. Weavers, firms in dye-works, garment manufactur-
ers, and retailers were all potentially both fiber users and members of the
production system. They were large firms, large enough to be the licensees
of Dupont and ICI patents. Neither the prospects for the future of the new
business nor the stability of these 2 firms appeared promising to
outsiders. Like suppliers in the automobile industry, related parties had
to make commitments for new business by adopting themselves to different
technology.

They chose a local area, called sanchi [literally, a local production
area], in the Hokuriku district which includes Fukui and Ishikawa
Prefectures. In this area, many textile firms and related manufacturing had
formed a large specialized area for rayon textile production and had
prospered for the preceding several decades upon the long tradition of silk
textile production. Synthetic fiber makers organized there their own
"production team" for each. Interfirm relationships in these teams were
different in 3 points from the traditional ones in the textile industry,
and they were called keiretsu: First, a fiber maker was the leader of the
team, and played an active role in technological development of the team
and gave technical guidance to other members; Second, a fiber maker bore
the incomparably large portion of risk of the new business, and most other
members finished products as piecework; Third, the degree of exclusiveness
of interfirm relationships was rather high, that is, members usually
belonged to one production team.

Thus, large firms at the start had to bear the costs for the creation
of markets for the products and a production system, with high degree of
risk-bearing. These costs continues to be borne by them at the later stage,

since the system needed continuous effort for maintenance and upgrading,

18



[Mac94chy .miwa]

like that for the automobile production. Note, however, that these costs
were not due to the then existing interfirm relationships. Their challenge
was helped for the success by the luck of the depression of 1957-58, the
most serious one in the postwar period, which attacked rayon textile
weavers in the then established interfirm networks and forced them to
search for another chance (see Tanaka[1965, esp. pp.349-353]).

Around 1970 fiber makers changed the policy and persuaded other
members to increase their independence by increasing trades with firms
outside their team or keiretsu. A manager of a fiber maker explained: such
an exclusive relationship implies a high degree of assurance for stable
business even during severe depressions, and they judged that such high
risk-bearing relationship paid no more. Thus, transaction costs for large
Japanese firms in this case were tremendous from the start. They were large
enough to change later the basic character of interfirm relationships in
their production teams.

Another point deserves attention in this case is the recent success
story of Shin-gosen, a series of new types of polyester fiber and its
products, which created a new large market for polyester fiber around 1990.
Many industry people comment that, without a close cooperation among firms
in the industry, such a wide variety of products with fine characteristics
could not have been created successively in these 10 years.® Seven or
eight fiber makers compete each other in this new market, and only a few
firms in dye-works and finishing stage have capability to cope with fiber
makers requirements. Therefore, the non-exclusive character of interfirm
relationships promoted since around 1970 in the industry contributed much

to this story. (I will return to this point in Section 12-9.)

12-7. A Case from Silk Dyeing

s Some industry members also comment that in Japan textile makers, not
chemical firms like most fiber makers in other countries, produce synthetic
fibers, which contributes much to this success.
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The next case is from silk dyeing, one of the traditional industrial
sectors with the longest history in Japan, where we observe complicated,
but highly cooperative interfirm relationships and an extremely developed
division of works within each of several local areas, called sanchi.”
Dye-works and finishing stage of Kohaba silk textile (silk cloth of single

breadth), especially that of Kohaba-Yuzen, is a typical Japanese industry

of the traditional type. Even today, the work for Kohaba silk textile
processing depends strongly on the technology and techniques inherited from
the pre-capitalistic era, and the interfirm relationships and organizations
among related firms reflect the history. 1In this case also, most of the
related firms have formed sanchi.

Nakamura[1979] compares 4 sanchi, famous for Kohaba dye-works, 3 of
the traditional type in the urban area, namely, Kyoto, Tokyo and Kanazawa,
and newly developed one in the rural area, Tokamachi. Production system in
3 sanchi of the traditional type is organized on the historically
inherited, widely-spread social division of labor. Though adopted with
modern technologies, the basic character of production system has not
changed. Extension of the division of labor in each sanchi is strongly
affected by its size, and Kyoto sanchi, whose size, the total number of
employees in 1978 was about 30,000, was by far greater than the other two
with fewer than 1,000 employees respectively, was characterized with the
more extensive division of work. The size of firms, most of which are
specialized in one specific work stage, is small. But the wvariety of
available production technology and worker’s techniques is wide, and the
variety of products is greater in Kyoto.

Three points in this case deserve attention. (1) Tokamachi sanchi was
newly born in the rural area, out of and far away from well developed ones
of the traditional type. It is characterized with its highly vertically
integrated production system. Dye-works in Tokamachi began in 1963, in

response to the explosion of demand for standardized, rather cheap Kimono

7 This section totally depends on Nakamura[1979].
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which can be manufactured with simple technology and unskilled workers
under a mass-production system. The most profitable period for the firms in
Tokamachi was the second half of 1960s, and the number of employees began
to decrease drastically in 1970, from more than 8,000 in 1971 to fewer than
4,000 in 1977. Thus, the Kohaba dyeing industry is a collection of at least
two separate sectors, though closely substitutable both in demand and
technology. Different demands which are supplied by different firms with
different technology exist, and the long-term interfirm relationships in
the traditional sanchi did not function as a critical obstacle to the
development of Tokamachi sanchi. (2) The organization or the system of
production, therefore the division of labor, even in Kyoto sanchi, has been
recognized by many as ill-organized and ill-coordinated, and needs wide
public supports for improvement. Among such policies, for instance, a
recent one of MITI (Ministry of International Trade and Industry)
emphasizes the creation of "Linkage Production Unit," which symbolically
reveals the core of the policy target (see Nakamura[1993]). Extensive
division of work with long-term interfirm relationships and the present
system based on them have not been flexible enough to reorganize and
restructure by itself to the ideal. This has occurred, though each firm,
compelled by an incentive for efficient use of own resource, has introduced
a lot of new technologies and marvelously adjusted to changing environ-
ments. Thus "transaction costs™ for related firms in interfirm
relationships proved so large. (3) Firms in this case are all small, but
what we observed here is almost the same as the 3 preceding cases with
large firms. This implies that the amount and importance of "transaction
costs" do not depend on the firm size. Therefore, if transaction costs for
large firms are lower in Japan than elsewhere, those for small Japanese

firms must be also lower.

12-8. A Case from Wool Textile Industry: The Case of Men’s Suits
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In this section we see the case of production and distribution of men’s
wool suits.® Japanese have a special preference for wool products. Most
men’s suits are made of wool, and the biggest market for wool textiles is
men’s suits. More than 10 million men’s suits are produced and sold in
Japan every year. In the U.S. and U.K. only 38% and 56, respectively, of
men’s suits are made of wool, in contrast to 79%Z of Japan in 1988 (Data
from Wool Facts, 1990, IWS). Most textile firms and related manufacturing
have formed a large sanchi in the northern part of Aichi Prefecture, at the
center of which is the city of Ichinomiya. The demands for men’s suits are
highly differentiated and delivery requires quite a long lead time.
Therefore, supplying men’s suits is considered a risky business.

For example, trade negotiations between textile producers and buyers
(typically, in Japan, apparel makers) for the spring-summer season in 1994
were carried out in April of 1993 on a sample basis. Retail orders for
products for the same season were taken in September and October.
Therefore, for the production of sample garments, textile had to be
supplied to apparel makers in June and July. To show sample textiles in
April, weavers to gathered information and decided their plans by the end
of 1992 or the beginning of 1993, 15 months before the market for the
products finally opens.

Most firms in sanchi are small, each firm specializing in one
specific work stage. They form a well-organized production system with a
widely spread division of labor. This area has a history of cotton textile
production, but it was only around the turn of the century that firms in
this area began wool textile production. Therefore, the present production
system should be regarded as a result of rational and free choices by firms
rather than a product of long history or a result of constrained choices.

In textile production there are two groups of relatively large firms.
One is in the finishing stage, and one of them, Tsuyakin, is of especially

large size. This size is understood to be due to economies of scale, and

sFor the details of this industry, see Miwa[1994].
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products of most of weavers are finished as piecework. The other group
consists of vertically integrated textile makers, such as Miyuki, Daido and
Chodai. They have their own weaving capacity located not in sanchi but in a
neighboring area. Each also forms a tight interfirm relationship with
independent weavers, most of which depend solely on piecework for one of
these textile firms.

Four points about the relationships in this industry deserve
attention. (1) The relative share of vertically integrated firms has been
quite stable, although there has been a significant change in the character
of demands for their products, especially the changing demands for
standardized products by mass-production technology and shifts in demands
to differentiated products of high quality. (2) The structure of division
of labor in production system has not changed greatly. This is despite the
fact that the leadership within production-distribution channels for wool
products have shifted from weavers and wholesalers in ganchi to apparel
makers, such as Kashiyama and D’urban, because of the shifts of demand
characters and the change of technological environment. (3) Another
consideration is the division of risk among members within
production-distribution channels. One example is the large department store
channel which has been at the center of the traditionally dominant
distribution channel of men’s suits. Trade between department stores and
apparel makers is on consignment, and the risk of unsold stock is borne by
the apparel maker. Apparel makers purchase textiles from weavers, on the
condition that they will not cancel their orders made in advance and are
allowed to return the products only when they are defective. When this rule
is observed strictly by all, the risk is borne by apparel maker. However,
because of highly differentiated demands and a long lead time, not all
apparel makers strictly observe this rule. Many orders are canceled and the
textiles returned to weavers. In many cases, the returned product is up to
30-40 percent of the total volume. In spite of this high ratio of canceled
orders, relationships between apparel makers and weavers, and the total

supplying system in sanchi are generally stable and long term. In such
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"high network density situation, there is more efficient information spread
about what members . . . are doing, and . . . better ability to shape that
behavior" (Granovetter[1992, p.35]). All weavers know and can forecast
almost perfectly the potential canceling ratio of each apparel maker, and
apparel makers take this situation into consideration in trading. (4) A
revolutionary change which has occurred mainly in the distribution stage
during the past 10 years. There has been an explosive growth in new type of
retail chain stores for men’s suits, which now occupy nearly 50 percent of
the market in volume. Aoyama and Aoki are representative. A typical store
is located on the side of a main road in the suburbs. The store has a floor
area ofi400—500m2, where 1,000-1,500 sets of suits are displayed. The store
has five or six salesmen, including the manager. The number of stores of
the biggest chain, Aoyama, increased from 73 in March 1986 to 362 in March
1992 (Miwa[1994, pp.37-41]1). Although the change occurred mainly in the
retail sector and the leaders were retail chain stores, such revolutionary
changes inevitably required fundamental adjustment for manufacturing firms
and wholesalers. Such changes could have occurred in spite of stable and

long-term relations, and, moreover, not accompanying conspicuous confusion.

12-9. Long-Term Relationships with Non-Exclusiveness

One of the most striking and important peculiarities of Japanese industrial
organization is the predominance of stable, long-term interfirm
relationships with a non-exclusive characteristic. People often misunder-
stand that long-term relationship exists almost always only with one
partner, thereby is exclusive. But this is incorrect at least in Japan. I
use the term "non-exclusiveness" for this non-exclusive characteristic.
These relationships are not only one to one but one to multi or multi to
multi, with no or not so exclusive characteristics. Much has been said
about the "closedness" of Japanese economy and "exclusiveness" of Japanese
long-term interfirm relationships. Many people argue that Japanese markets

are closed in spite of its efficiency, and they insist that today it is
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necessary to accept some efficiency loss to survive in such a "globally
open economy". Like most economists, however, I conceive of the substantial
current account imbalance between Japan and the U.S. as a macroeconomic
problem involving gross national product and gross expenditure, gross
savings and gross investment. Therefore, this section is related to the
"closedness" debate but not to the trade balance debate. (See
Bhagwati[1994] and Krugman[1994], for more information about "closedness.")

Toyota has adhered to a double sourcing policy. It maintains a close
relationship with at least two firms, sometimes including other divisions
of Toyota itself, which have the ability to develop and supply some
specific component. Toyota has advised suppliers, even firms of which
Toyota is the largest shareholder, to do business with others, even with
Toyota’s rivals. As mentioned in Chapter 4, Toyota adopted this policy even
at the beginning of its explosive growth. As a result of such policies,
many members of Toyota’s supplier’s association (Kyoryoku-kai) belong to an
association of other automobile manufacturers, such as Nissan, Mazda and
Mitsubishi. This is one factor which allowed new firms, such as Honda,
Mazda and Mitsubishi, successfully to enter the passenger car market around
1960. Thus, tight "production keiretsu" in automobile production is not so
closed and exclusive as is usually believed. This is one reason why
Japanese automobile manufacturers could have attained such economies of
scale and efficiency, in spite of stable long-term relationships.

It is quite easy to find other examples of the same type of interfirm
relationship in Japan. In the semiconductor manufacturing-equipment sector,
most of the market for testers is occupied by two firms. Fujitsu holds more
than 20 percent of the equity of Advantest, and NEC holds 50 percent of
Ando. Other semiconductor giants, such as Hitachi, Toshiba, Mitsubishi and
Matsushita, are not disadvantaged by these "exclusive" relationships. The
market for lithography equipments has been dominated by Nikon, which is
regarded as a core members of the "Mitsubishi group” and is not a threat.

Some markets for materials for semiconductor production, for example,
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silicon wafers and ceramic packages, are also occupied by a few firms, and
this has also not caused problems for the manufacturers.

On the contrary, it 1is rather difficult to find a case in the
automobile manufacturing or electronics sector in which a manufacturer does
not sell its products, even when there is a large outside market. For
example, Matsushita, the largest consumer electronics products and robot
maker in Japan, sells its component-inserting machine to many rivals and
contributes their high productivity. Key components for VCRs and electronic
ovens are produced by a few firms but supplied openly, allowing many firms
to quite easily enter the market as assembly makers. The same mechanism
applies to the photocopiers and numerical control (NC) machines. There are
more than 10 photocopier manufacturers in Japan. The market for two core
components in the NC market, numerical controllers and direct current
motors, are dominated by Fanuc, and any NC machine manufacturer can
purchase them from this firm.®

Such interfirm relationships are not limited to the machinery
industry. There are only a few large and powerful advertising agents in
Japan, one of which predominates. Rival firms in the same industry often
maintain close relationships with the same advertising agent, and this has
not caused problems for them. When asked if trade secrets do not leak out
to rivals, most companies reply that there is no history of such troubles.

In many cases, firms do not care about "spillover" to rivals of the
effects of their assistance and cooperative activities with partners. This
seems to contribute to the efficient diffusion of technology and technical
know-how and the improvement of product quality and economic efficiency of

the industry. In many occasions, I heard the same answers to my questions

° Needless to say, firms outside Japan can purchase these core
components from these firms, and they are widely exported. I do not intend
to mean that every core component and manufacturing equipments tend to be
provided openly by independent, specialized suppliers. This is a part of
make-or-buy decision which determines the firm size, and in many cases each
competing firm produces core components and manufacturing equipments for
its own use. For instance, almost all Japanese car makers produce engines
for own use, and silicon wafers suppliers make own silicon ingot
manufacturing equipments.
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of why and if firms do not care the possibility of leakage and spillover to
rivals. For example, I have been told that "We don’t care so much about
such possibility. We trust each other, and our partners have business with
us as their top priority. Moreover, rivals will do the same for wus."
Sociologists may argue that the central questions then are what this trust
is and how it has emerged. I have not much to say about trust. However,
what draws observers’ attention seems to be the large size of and the
components in the "area of acceptance" (Simon [1976, p.133]), the behavior
within such interfirm relationships, and a firm is willing to accept the
decisions made for it by the trade partner. At least, a firm in such
relations trusts a partner in that it makes the relationships top priority,
and it will keep confidential the firm’s trade secrets and know-how, and it
will not sell out the firm to rivals, even if the relationship ends
suddenly.

The prevalence in Japan of such stable long-term interfirm relation-
ships with non-exclusive characteristics gives Japanese firms and
industrial organization three peculiarities. First, it is not so difficult
to enter the market, at least in production. Therefore, the number of
competitors in each market is large and market competition fierce. Most
business people and bureaucrats call such market situations as kato kyoso
or excessive competition. Second, the large number of competitors and
fierce competition among them are the result of roughly similar levels of
production technology and product quality among rival firms, which again is
the result of non-exclusive relationships. Third, through  such
non-exclusive relationships, economies of scale and economies of
specialization, both in production and R&D, are realized. By such a
non-exclusive character, firms can check and decrease the possibility df
partner’s abuse of monopolistic power potentially created through long-term

relationships.

12-10. Concluding Remarks

27



[Mac94chy.miwa ]

Is the Japanese economy different from other economies? Are Japanese firms
and their interfirm relationships different from those in other economies?
Are there any important peculiarities in organizations and networks in
Japan? Will studies of Japanese interfirm relationships and organizations
provide something instructive for restructuring organizations? The answers
are, of course, both yes and no.

Many researchers commented on the importance of the discrepancy
between the behavior of corporate directors of U.S. firms and the
assumptions embodied in U.S. corporate law. Dore [1983, p.459], for
example, declares that relational contracting, which is predominant in
Japanese business, is "in fact more common in Western economies than
textbooks usually recognize." Those who emphasize the importance of "the
explicit encouragement, and actual prevalence, in the Japanese economy of
. . moralized trading relationships of mutual goodwill" (Dore[1983, p.463])

should remember the following conclusion of an American lawyer:

[O]ne can conclude that (1) many business exchanges reflect a
high degree of planning about the four categories--description,
contingencies, defective performances and legal sanction--but
(2) many, if not most, exchanges reflect no planning, or only a
minimal amount of it, especially concerning legal sanctions and
the effect of defective performances. As a result, the
opportunity for good faith disputes during the 1life of the

exchange relationship often is present (Macaulay[l1963, p.60]).

Each firm and each group of firms has its own peculiarities, and therefore
can survive in a market economy. We have little to gain by asking such
questions as Is the Japanese economy different from other economies? or Are
Japanese firms and interfirm relationships different from those in other
economies? The same is true, of course, to Are American firms different
from others? Instead, we should ask Do such difference and peculiarities

cause anything remarkable and important? If the answer is yes, we should
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consider to what extent and how. Given Japan’s industrial success, many
people are interested in what underlies this growth and how it was
attained. Coupled with the traditionally dominant views of Japanese
economy--symbolically phrased as Japan Inc.--including an understanding of
a strong central government with an effective "industrial policy," keiretsu
trading, predominance of corporate groups, and cooperative behaviors of
firms (probably, strongly backed up by exotism), there has been a strong
tendenéy to pick up some terms and immediately view them as the main
engines for economic growth. Dual economy and cheap labor, “"social
dumping," protectionism, and industrial policy have been in this group in
the past, and recent attention has focused on Japan’s industrial organiza-
tion characteristics, such as keiretsu trading, corporate groups,
Mainbanks, and stable but flexible interfirm relationships.

We should not hastily select the causes of rapid growth and the
"flexibility" of the Japanese economy. Until recently, the dominant view of
Japanese interfirm relationships has been that they are "backward," a
fossil of the long era of feudalism. (This view still prevails in distribu-
tion sector.) The situation reversed suddenly in 1980s, and people began to
regard these relationships as the secret of Japan’s industrial success. In
my view, this reversal occurred not through careful studies and with ample
evidence, but rather with the impressive rapid growth and industrial
success of the Japanese economy. Therefore we should keep in mind the
possibility that the view will change drastically when other sectors are
carefully studied or when the speed of Japan’s economic growth slows.

Talks on the Japanese firms and the interfirm relationships abound.
The network concept has become fashionable, and we now witness a flood of
articles and books on Japanese networks and organizations. This phenomenon
has been amplified by the industrial success not only of Asian economies,
such as Japan, but also Italy. We are now searching for a set of anecdotes,
instead of important real-world phenomenon to apply recent theoretical
research on organizations and networks (see Ramseyer[1993, pp.2012-3]).

Japanese firms and industrial organization, especially interfirm
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relationships, are exciting and charming research targets, but also quite
dangerous ones. Therefore, we should not draw hastily conclusions.

As an economist, I agree with Simon[1991]’s cynical comment:

A mythical visitor from Mars, not having been apprised of the
centrality of markets and contracts, might find the new
institutional economics rather astonishing. Suppose that it . .
. approaches the Earth from space, equipped with a telescope
that reveals social structures. The firms reveal themselves . .
. as solid green areas with faint interior contours making out
divisions and departments. Market transactions show as red
lines connecting firms, forming a network in the spaces between
them. Within firms (and perhaps even between them) the
approaching visitor also sees pale blue lines, the 1lines of
authority connecting bosses with various levels of workers. As
our visitor looked more carefully at the scene beneath, it
might see one of the green masses divide, as a firm divested
itself of one of its divisions. Or it might see one green
object gobble up another. At this distance, the departing
golden parachutes would not be visible . . . [T]he greater part
of the space below it would be within the green areas, for
almost all of the inhabitants would be employees, hence inside
the firm boundaries. Organizations would be the dominant
feature of the landscape. A message sent back home, describing
the scene, would speak of ’'large green areas interconnected by
red lines.’ It would not likely speak of 'a network of red

lines connecting green spots’ (p.27).
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