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It la ne doubt that ttfeccmtraetüig businesses ncv* 
md still ere,   plsylng » vital  rol« foi, and tf»t  **• ••*•* 

Ol industrial activities «11 ovtr  tit« world. 

In spite  of this  fact,   to  the limited know 1 ed* • of the 
uthor,   there  has not been any   intensiv« research or  study aa<i# 

i   ¿tnalyainf   the nature  of this   typo oí  busineas with  thu 
intention of  promoting  ¡subcontracting business««  within th« 
over-all framework  of national   economic  development  progr 

To prove this, 1 night Mention that «v«n 
of sub-contracting business i H obscur«; or mixed 
similar terms   such as  subsidiaries  or ancillary 

the  definition 
with   otiier 
buainef.aes. 

In the  past,   soae   intensive   studies were  aade  lor 
criticising  large  businesses  for  sweating  the potential  income 
of those who worked  at  sub-contracting  businesses  and  tcJting 
an advantage  of   cheaper wages  due, mostly   to  an  abundance 
of skilled workers.     These studies  are  generally  done  from 
socio-politico   aspect and do not  necessarily contribute in 
developing  appropriate  and practical measures  vo   be  taken  for 
the healthy  development  of sub-contracting  businesses. 

Because   of this,   the paper  hau  been  prepared   to disclose 
the  inherent character of  sub-contracting  business,   with the 
intention oí Identifying  the problems peculiar to  this type of 
business.   However,   the  biggest hinderance  to  this   intention is 
the  fact that   each country is  quite different in  economic, 
politic,   social  and other environments which will  eventually 
influence  tho  nature as  well  as  the  course  of development  of 
sub-contracting  business.     Recognising  this  fact,   the  paper la 
prepared in a way to present oui'  e:cperiences in Japan and  leave 
to the people  who read this paper  adoption or adaptation of any 
of the contents with due consideration to the prevailing 
condition of respective country and/or business. 
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I. REVIEW OF THE OfcVLLOPMLNT OF SI 
*M*mi*»***o¿m'***mwK*i»*iW**M*?Am*}miM* 

ROU m SUB-CONTRACT WG   BUSINEß 

According  UJ   the   latent  statistical   ligure»,   so«11 
business?    occupy  about   !<).*>  per  cent  oí   t:»e total   nuriber J* 
business  enterprises  in Japan which amounts»  to over  lour aiixion, 
Workera ©«ployed at  small businesses,   ¿mounting   to  ^wenty-fiva 
•llliono,   share 79.5 per cent oi   the totrl  number of workers 
in the nation,   and  contributing  50.Ö pur cent of   the  total 
national  industrial  output. 

In tii® category  of oanufacturing Industries,   it is 
estimated, in 1966,  that 53.6 per cent of  «Mil buslnessea ara 
considered to be sub-contracting businesses.    (See Table xj. 

|ABLE 1 

»R£AK-DOWN OF SUB-CONTRACT IMG ÄISIMES3ES 

(as of 1966) 

Type 
of 
Business 

Exclusively 
contracting 
with one 
prime con- 
tractor 

Contracting 
with several 
contractors 

1 

Manufacturing 
business 

Machineries 

Electric 
Machineries 

Transportation 
faci1i tins 

Textiles 

Textile  Products 

% 

24. 2 

2b. 6 

28.8 

27.7 
50.6 
42.0 

33Ï 

B 

* 

18.8 

26.9 

34.3 

32.0 
22.2 
21.0 

Undertaking 
both  sub- 
contracting 
and  other 
transac- 
tions 

3« san 

% 

10.6 

lò.l 

i4.4 

9.6 
o,8 
6.7 

A+B+C 

53.6 

71.6 

77.5 

69.3 
79.ó 
69.7 

ilif YlIW  »nS  * 
Small Business Administration Agency here,   sub- 
contracting business transaction means  the  one 
constantly exchanged between the  prime contractor 
and  sub-contractors. 
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of th« tot«! output It aharad toy §ut>-eoi*tf'a©t©Fa.    (Sa« wwi II 

i» THE UTILISATION OF SUB-COHtflACTQItS 
Vt I-A&GI BUSINESS  (äS of Sept«nb«r,  196?) 

Average in Hcnufacturlnj» 
Industries 

   * 

17.3 

Machineries 25.7 

Electric appliances 25.7 

Transportation facilititi 20.0 

(Automobiles) (46.2) 

Textiles 10.8 

Textile producta 32.4 

Ratios  are given  as total anount of production 
delivered from sub-contractors  to contractors. 

e:     Small Business Administration Agency. 

By  the  special survey  made  in  1968,   it  is  estimated that 
f©r the  coming  five  years,   about k2 per  cent of  prime  contractors 
Hill  increase  the utilisation of  sub-contractors  and only  less 
than 6 per  cent of  then  foresee the possibility  of reducing the 
degree  of  utilisation.     As we   see  in these,   we can't  ignore the 
important  rolt  of  sab-centraoting  businesses 
industrial   activities. 

in Japanese 

INDIGENOUS SMALL BUSINESS A3 FOREIGN CURRENCY EARNER 

Witti these facts in mind, let us review briefly the 
historical development of sub-contracting business in Japan. 

At the end of the nineteenth century, Japan finally 
lifted her isolation policy which lasted nearly 300 years and 
introduced modern science and civilisation from abroad.  Even 
before the introduction oí" foreign technology, some industries 
had been relatively developed during the feudalistic period. 
They were:  cotton, silk, iron, ceramic, lacquer, paper, tea, 
vegetable oils, rice wine and others. 



- 4 - 

Foreign curreneiee wei»e earned by old, Indigenous 
industries, mentioned «bove, for financing modern industries. 
Agriculture did not moke substantial progress and consequently 
it created the biggest source of cheap labour. Farmers 
comprised about 80 ^er cent of the total population at the 
beginning oí the industrialisation.  Consequently these 
businesses were run as household industry under the control oí 
commercial capitals, i.e., wholesale dealers and trading houses. 
Introduction of modern industries on a large scale were made 
by public sector and a relatively large effort was made for tne 
modernisation of the military arsenals. Major industries were: 
mining, steel and iron, foundary and textiles. After some years, 
most of them were handed down to the private sector as they 
could not be run on a sound financial basis. 

Japan has been fre 
market, but at this stage 
developed notion, absolut 
with advanced countries r 
wages paid in smaller bus 
businesses. As industria 
abundant cheap labourers 
a considerable gap in the 
workers and those of larg 

auently referred to as a cheap labour 
of industrialisation, being an under- 

e level of wage was quite low compared 
nd there was little gap between the 
inesses and those paid to larger 
li sat i on v/ent on, and by absorbing 
from agricultural fields, we observed 
wage levels between small business 

e businesses. 

TABLE 3 

OAP OF WAGE BETWEEN WORKERS IN SMALL BUSINESS 

AND LARGE BUSINESS 

^v             Years 

Scale^of 1912 1932 1952 1962 1964 
Business^. 
by No.   of \ 
Workers           X. 

4-9 (5-9)100 54 _ 32 32 
10-29 
30-49 

97 
94 

[10-1?/  68 
! 20-29) 78 ( 30-99) 

59 
64 

58 
64 

50-99 
100-499 

94 
97 

84 
100 

55 
79 (100-299)70 71 

300-999 - - — 81 82 
500-999 94 - ( 500) 100 — — 

more than 1000 100 % 
- 

100 100 
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DEVELOPMENT OF SUB-CONTRACTING BUSINESS UKDER CAPITAL or 
COMMERCIAL ORIGIN 

Some other imported industries did not grow up as large 
ones and remained as small scale businesses,  Thuy were: knitted 
goods, towel, soaps, matches, brushes etc. 

Around 1900, iron and steel industries were firmly 
established and related processing industries began to develop 
along with other businesses mentioned above.  They were 
casting, forging, metal processing, machine tools, clocks, 
bicycles and others.  You will see that these businesses are 
found in the list of sub-conxracting business today. 

After two difficult wars with China and Russia, indus- 
trialisation was greatly advanced.  Various small businesses 
also developed in urban areas, especially around slums, b" 
utilising cheap labourers.  They contributed a great deal in 
export promotion and ,</<->re under the control of commercial 
capitals.  After World War I, heavy and mechanical industries 
achieved tremendous progress and household industries were 
modernised and some of them were developed to so-called light 
industries.  However, as was mentioned before, these small 
industries were mostly under the control of cominercial capitals 
and there were not many conflicts and competition with other 
line of industrial businesses. 

RATIONALISATION OF SMALL BUSINESS AND DEVELOPMENT OF SUB- 
CONTRACTING BUSINESS IN SUPPLEMENT TO LARGE BUSINESS 

In the nineteen thirties, people suffered from recessions, 
and criticism for Japanese exports as "social dumping" emerged 
during that period.  Cotton products, silk, electric bulb, 
matches, rubber products, bicycles were major export items. 
Cheap labour was undoubtedly one of the major reasons which 
made Japanese goods competetive enough but we should not 
overlook the fact of mechanisation and rationalisation.  For 
instance, in the textile industry productivity was increased 
2-3 times during the decade of the nineteen thirties ^s. 

In the nineteen forties, Japanese industrialisation was 
concentrated for military defence and self sustenance.  During 
this period, rapid progress of sub-contracting businesses was 
observed around large businesses and arsenals, and we recognise 
the following significant facts: 

1, Technological gap between large business and 
small businesses was too great for making 
integrated and homogeneous industrial activities 
among them ; 

2, Commercial capitals were deadly drawn back as 
Industrial Trade Associations and/or co-operatives 
took over their places; 
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Anyway durila «hit perle*, small businesses wart 
mobilised for w«r-««klni industries «id had brought at»u% in 
some extent a technical improvewent and larje n«wr of people 
trained as skillful workers. 

After the war, Japan started its Industrial restoration 
by taking concentrated efforts on basic industrias. Onca again, 
labour incentive small businesses bec «ne the source oi forotgn 
currency to finance the rehabilitation of war-devastated basic 
industries. The situación reminds uc oi' the similar OIJPWI 
encountered m th. initiai stage of industrialisation, mat it 
is  quite different in  the  respect of  the   following   fact. 

Since  Japan  lost ite  large Asian markets,   once enjoyed 
by  small businesses for exporting products of  a labour  incentive 
nature,   industrial activities are more or  less concentrated on 
heavy and mechanical  industries.    Thus,   it became  imperativ« 
for small businesses,   especially sub-contractors,   to inprove 
technical levels  in order to supplement large businesses,   the 
prime  contractors. 

In pre-war days,  small businesses and large  businesses 
were,  more or less,  independent and did not interfere or compete 
with each other.    But now they have become »ore dependent on 
each other and supplement each other.    Thus, we see the 
development of so-called subsidiaries or ancillary businesses. 
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c« Há*L CMAOéC' or &UÄ-CC 
¡t?.^mmim,*9im»MmÈmi: 

mi&imÊBM* *Miï 

LOW   LAJiOl*  tü,n   Ol   SUB-v   »NTKArit^i   BUSIKFSSF,S 

Wf    hav*    lesini,    Un ou^h   • »i**   hi*«ti»ru*«    . PVìC*-   i»f   Uu 
d«V»í'.M»in».í i   ol    .'..ib-ron'- 1  » ,,§    ,«...•-»». »l*¿i,a, h*».   th»y 
rr»   not   *-qu»l   1,1  ..¿.„u.o   #» %   .¡eil   «IR   "rt.ii*.>.   i'<lr»".      Snivc   of 
thtm  itrr   Hiirtt 4"     h.»  Cíittrol   o¡   t:ot«arrr. tul   c -    i^l     w.iil»  o «..hm. 
«re   uiirin    LH-U-U . *i   rari-.*;:-,      óomt'    *»   aio«     r*-  ''••••••Un     w'1'5 

1.rr.;c   UUììì».  F»     B,   O*-  from  *  ¡i«tion¡il   economi'    vi^*  point,   t >-f 
ììV   t.,e   i.ouri:«>  o,    íor«-if£¡  cu.ìr.i* ics   uo  help  ii»volop   l.r*>. 
bi'Uic   Indurir ••"--.     Sono   <,f   chenr      re  under   *.hi»    «ì«èH    UM     f   1*%*' # 
buaiiv.is   lo     ...ppl <*"•-:.*   \h»-   •)',ov,ioior.   J.    I*uy(*  l>,:i.inc.iMi. 

la apii* o.» 4.,n...t, uy .acre ,r^.».Uce, *• consister t.mt 
clwit^ lcbour la out" <>t the iu . or * e. «ao**» ior ti io »xlfttwier oí 
auk-ecmtri*eti.»iJ bu a a,, o sac s. 

WTaaif*ïlOHAL COKPAKIáON  ül" *ÂÛiw .Jttî rflOÜUCflfrílf 

t 
i IH  K4LAT1UI *  TU THP-   JWJAJ LE ur «m* APE« «jav> 

Scale oí Jâi'fiJ V   | M  i   *  t wr.m IHMAKY 
Dustnesa (i;66^ ( 19«^ • ) ( IQi «] 

by No.   of 
Vorkor.". 

Cí'CJt'O 
Wi*g e/forhei VA .v. # 

Ou . • -• , ,   |    M .a 

(4-9) ..'i 32 - I 
10- I -J _ - 67. ¿ H     , »4 ' •   , * <»'.» . *•» 

(10-.,) 59 58 ~ - 

?0»49 - - &V . ** ^-t       »     » / « . ?< . ; ' 
(30-99) 45 64 - 

50--/J - - 7u.: / '     . / •. 
H]      .      J 

100-lyJ - « 74. «) 7..'. - 7-/. i h'i . i 

(lOÜ-299) 39 71 - - 

200-499 - - 78. t 7....1 >, *, . J Ht* , H 

(300-99;) 77 M2 _ - _ - 

500-999 - - <.../.,"  . *i i. - ff y , i H » . *) 

1000- 1'>0S 100 10o i«i<» l W..M ' ,..., 

la this way,   aub-coíitx me ting  busia« sa  ia  ir«n*Ud   «irost 
•ynonyii» to  amali busineos when we   tall;   .bout  low prod»Kt ivi ».y » 
profitability  end underpaid wugos,     The diacuaaion  oí  whether 
am^ll business workors  nr# paid  Itiäß because  of low prociue tivity 
or exisL  beccusw  uf cheaper "«ewe  iu mtroly  r» probi©« of \'Hch 
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«data first 
li &5L 

- ê - 

©r mml    l« ?«fci« **, m »•• ti* gap ®f 
tinca««» and l^rg« b««ifi«««#a »v«n in advanced 

©«Mttiriö».     *%«d w r.uickly obi>*rv« that wag« i«v«l  is «oo«vh«t 
• r«ii«ctiofi oí  relativ« productivtt.-.    *ltu« ••.»« und«r»t«nd th»t 
when wt  t«ckl«  th« t>robl«u of und«*'-p4/-u<'>it of s.,:oll  buainc»«««G, 
w« JU»V d«ol  with the probi»«* of  promoting productivity. 

Neveé'thele»»  v#c  ctnno»    Ignora   the   inct  tà«,*,   »ir.il 
bwaittoescs,   e«p«ci»lly  nub-c«j*r«JCtin« buaiueaaoa,   tool* th©  low 
r«t# öf weg«« ••  their »dvimtag«§  and 3»d#  it •»  their  reason of 
existence,     in this reapect»   we «l«o »#©  th«  aubstantial 
diii«r«nc«  bet* men «ub-contr^ctor« and ind«p«r»<ient » Manufacturing 
bitainess  r«gardi«a& o£ th#ir  »cai«, 

in feble 5»  «e a«?e  th« gap oí *#«g«B exlat« twlween 
Independent eoapaniua end »ub~contracting businesses. 

e* 

o 

OWmBfìIAiJ V VAât UT#ELS WM» SUB-COIiTRACTIW 
BUSINESS AMO Offiftf»lOfeUT  »*J¿»I2il&o ÀJ*30 IN RELATION TO 

mmsiat o** nomane 

Seal« of  Bua In« »a by 
number of «ortwr« Oiiíer«fitiaI«(i) 0iff«r«ntials(2] 

Less   tha.1  5 
5-Í 
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6b 
76 
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90 

50 
57 
00 
67 
75 

Independent     »JAin«a» 100 
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TABLE 7 

BALANCE OF SUB-CONTRACTORS AND INDEPENDENT BUSINESSES 

IN NUMBER OF PLANTS, WORKERS AND TOTAL PRODUCTION 

IN TAISKO-WARD, OSAKA 

(as of 1939) 
1 No. of Plants No. of Workers i   Total 

! Production 

Independent 59.2 88.7 

Sub-Contractors ÖÖ.M 4u.ü      i   11.3 

Total 100% 1005«       j  10u# 

TABLE 8 

NUMBER OF MOTORS  AND HORSE P0WÎ31 

U^ED IN  SKALLESX   FIRMS 

öcale oi  Busines: 
by No.   of Worker. No.   of Motors used 

Less  tiitin  j 

More   than  2uu 
0.349 

1.Ö73 

H.P.  used 

0.427 
2. 604 

In 1939,   when Japan initiated  its effort  lor  the develop- 
Mint oi  small  businesses  as to  supplement large businesses  in 
M»chanical  and related businesses,   Osaka municipal office made 
an Intensive  survey  of  sub-contracting business  in one district. 
In Tables 6-S,   we   see  that: 

(1) Productivity is   smaller  at   sub-contractors 
than independent  small   businesses; 

(2) The   said  reason .npy partially be proved by 
the difference of mechanisation; 

(3) Coucntration oí   sub-contracting businesses 
are seen in  sraallesx and  smaller size  of 
business. 
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SUB-CONTRACTING BUSINESS AS MEANS FOR LIVING 

These facts lead to the other aspect of sub-contacting 
businesses, i.e., the basic nature of this line of business. 
Generally sub-contracting businesses are of household and/or 
cottage industry. Because of this the composition of the workers 
are somewhat different from other types of business. 

TABLE 9 

BREAK DOWN OF LABOUR FORCE IN SUB-CONTRACTING BUSINESS 

No. of 
Business 

Family 
Members Apprenticea Regular 

Workers Total 

Independent 
Business 36 0.1 4.2 95.7 10096 

Sub-contractors 

Less than 
5 workers 

5-9 
10-29 
30-49 
50-99 

287 

94 
116 
64 
12 
1 

12.2 

41.6 
15.2 
7.0 
1.2 

36.9 

41.3 
50.7 
31.1 
21.3 
46.3 

50.9 

17.1 Ì 
34.1 [ 
61.9 ( 
77.4 
53.7 ; 

100% 

100% 

TABLE 10 

CLASSIFICATION OF PEUPLE ENGAGING IN SIDE BUSINESS AT HOME 

1956 1939 

Widow:; 
% 

5.1 
) 11 8 

The unemployed 10.1 
Day labourers 3.0 6.5 
Employee at small stores & shops 3.4 4.9 
Factory workers 39.9 54.9 
Salaried people 30.5 7.9 
Merchants, Peddlers & others 7.1 11.4 
Casual labourer Ü.5 
Others 0.4 

Source; Osaka Municipal Office 
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As we see in Table 9, sub-contracting businesses are more 
or less family work for living, especially at the smallest level 
of businesses, and often, a part of their businesses are taken 
care of by family members or part-time workers as side business 
as shown in Table 10 and Table 11.  This may prove the reason 
that wages are much lower t»t sub-contracting businesses. 

TABLE 11 

COMPARISON OF AVERAGE WORKING HOURS PER WORKER PER MOUTH 

ACCORDING TO SCALE OF BUSINESS 

Scale of 
iusiness 

Years 

No. oí Workers 

Kore than lj00 100-499 99-30 

1951 
1952 
1953 
1954 
1955 
11956 

hours 
190.0 
183.5 
191 . 4 
190.5 
190.9 
198.9 

ps 00% iy4. o 
199.3 
199.2 
198.4 
199.6 
206.6 

102.1 
103. 2 
104.1) 
104.1 
104.6 
103.8 

195.2 
2üC. 0 
2u¿.7 
201.5 
207.2 
212.4 

102.7 
105.5 
105.9 
106.3 
107.7 
'106.8' 

LABOUR INCENTIVE, FLEXIBILITY GROUND SUE-COMTRACTORS 

Also we come to realise, quite naturally, that these sub- 
contractors art selling labour hours instead of technology or 
yroducts.  Bee¿use oí this, the payment from prime-contractors 
is based on the amount oí work processeci and raw materials are 
usually supplied by the contractor.  Vihen we look at Table 12 
with the understanding that 54 per cent ot manufacturing 
industries aie occupied by rjub-contractors, we can see that 
there are considerable number of labour ground processing type 
sub-contractors. 
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TABLE 12 

SHARE OF LABOUR-GROUND PROCESS IMG SUB-CONTRACTORS 

IN THE TOTAL NUMBER OF  INDUSTRIAL ENTERPRISES 

Size of business by Share oí Manufac- Share of sub- 
number of employees turing Business con tryctors paid 

on piece-rate 
lr.bour cosi 

TOTAL 75,0 24.2 
1-3 71.2 28.8 
4-9 77.4 22.6 
10-19 81.4 18.6 
2C-29 83.1 16.9 
30-49 83.9 lb.1 
50-99 66.2 13.8 
100-199 S8.1 11.9 
2GU-299 89.2 10.8 
300-499 91.6 8.4 
500-999 92.7 7.3 

aore than 1000 97.5 2.5 

Moi'e reliable   evidence  of   this  character can be  traced 
in  the background of   the  owners oí   sub-contractors.     As we   see 
in Table   13,   many of   the an were  employees   of   the   same  line  oí 
business. 

An ambitious  person will  soon find it preferable  to becoaie 
an independent businessman    rather  than  staying  at  a  large- 
business  where he  cannot  expect much  opportunity to  become  a 
head of  the organisation or to be  a member of   top .aana^-cment. 
At  the  beginning he  will  tactfully  and  advantageously use   the 
informal  relationship  with  ex-supervisors  at  the  business where 
he  used  to work by  becoming  a sub-contractor to  it.     The 
contractor may appreciate  the craftsmanship  of  this person but 
as business grows up,   the  sub-contractor  takes  its flexibility 
as  its  speciality.     It  can handle any amount of  diversified 
orders with short notice. 



l<f - 

m 

,»-"s 
-* S~\ .^""K 

m IT» *""-» /•-N ^—N <<-"s IR 
H • • t"- m í> rH o 
(ti o O • • • • o 
•M H ao rH rA O K\ rH 
O V_<" 

H O rH lT\ o C\J ON r-*- 
to to, 

C\J 
rH 

CM 

^-N 

,«—N ^ 
O» o O 
c* o o 

1 1 r-l 1 1 1 1 •H 
o v_^ >—' 
m rH r-\ 

^—s ^^ s-~* 

en c» NA ^o 

<r • • O 
i rH 00 1 1 1 1 o 
o <í m rH 
HA 

LT\ t>- CM 
rH 

_ 
-—s o r—s •—s ^-s ^o 

O 00 rH 00 r*> O 
C\J • m • • 1 • o 

I c-~ t>- K> o vO rH 
o 
rH m 00 CNJ m •e? 

c\j (Ti *—X ->-^ *-^ 9ì 
• • er» !>• NA o 

CT» r-\ rH • • • o 
1 rH 00 o rH <ì" rH 

m i v^» 
N*\ LT1» rH <M m v£> 
rH O rH 

rH 

q 
co /—>. rH ^—s ^•"N "Jft 

ä ir» • rH K\ o 
-p • m • • Ö 

m r>- 00 C\J ir» 1 i rH 
w 
w t>- O <M m <r 
CD OD t> 
-l 

o 

$ 
co (0 m 

CO 
CO 

(0 cu 
a CO CO  CO 

cu i> 
et n 

o o> 0) -H 
U CO ßrH G C e: » 

>» <H  W •H CO •H-H •H 3 
13 a; COtH CO CO CO ,Q 

+> a 3 f-. 3 3 3 
W   01 fi H ,a-p .o ,a 43-H 
W  U >> O  CO CO ca 
0) a» p -ö 3 <H 3 <M rH *H   U 
C4* •H rt,a OT3 O   ÍÜ O 3 
•H  ^ -tí 0) Ö H 4-> 
W O a> ft<H O-H CD   O CD rH 

a* u 0)  O r-1 
£   SH Ö 3 

0) 'Ö -H 5-.  ro •H  O) H  O 
«H X5 C a> rH Ci)   CU rH   " rH   -H 

«H  O •H ö ^2 -H Ë Í-. 
O x: •H Tí-P -P Tt O -d  i4) 

« w CU rH O   O  -r-l O   O O co 10 
a) a; 3 

CO   Ü 
^0      > tuo ai u 

H 43 O C £ -H 
Cj O   P 

S E rï 6 03 
05  B f-4 O  0 CO o rt e JC 
o 3 41 D  «J ,a ^ o ä r-i .a ti lj 

W ß H Ä  tj ÜH   Cj U Vi U<H ò 



1 

- 15 - 

Sometimes they even ignore labour standard law by working 
late at night starting from early in the morning in order to 
meet the date of delivery strongly requested by the contractor. 

STABLE AND CONTINUOUS  TRANSACTIONS BETWEEN THE CONTRACTOR AND 
SUB-CONTRACTOR 

After  several  years,   the   sub-contractor ¿rows up  in 
relation with the development of the contractor thus ties among 
them become   stronger day by day.     They are now interdependent 
with each other  and have become  the  integrate part  of business 
activities.     Soon,   the contractor will find it  necessary  to 
extend exclusive  technical assistance to  the  sub-contractor as 
quality of the products  (or processing) of the   sub-contractor 
determines  the  total  quality oí   the  product of  the prime- 
contractor.     This   stimulates further  the close   end  integrate 
relationship  between the two. 

SUBSIDIARY,   FINANCIAL AND/OR  P1H50NAL TIEJ WITH  CONTRACTOR 

AS time goes  on,  the contractor will ask the   sub-contractor 
to  expand his business in order  to  meet the ever-increasing 
demand of market.     Being a family business,  he  finds it diffi- 
cult to get  sufficient amount  of  funds to finance  the required 
exx^ansion project.     There are  alternatives of: 

(1) To  accept  financial   assistance  and  thus  to 
become   a   subsidiary  business to the 
contractor; 

(2) To  reject  the offer  and by financing with 
its  own  equity to  secure   the ownership with 
the  sacrifice of expanding its business; 

(3) To reject the offer ¿aid try to get loans from 
bank or other financial institutions thus to 
find ways to become an independent business. 
The sub-contractor should have high standard 
of technical know-how with which it can seek 
orders  from other clients. 

If financial   ^asistance   is given from the contractor, 
the sub-contractor must prepare  for  the possibility of  accepting 
people from the  contractor.     There  are practices in  sub- 
contracting business  engaging  contracts from government  or 
public-service organisations to  accept retired personnel  from 
the contractor for  securing orders. 

In Table  14  and 15,  we   see  the actual picture of these 
different types  of  sub-contracting businesses. 
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As to the reasons of utilising sub-contractors on the part 
of contractors, or raison d'être of sub-contracting business, 
can be classiiied as follows: 

CHEAPER COST   

FLEXIBILITY   

SHOCK ABSORBER .. 

Exclusively labour cost 

Can take care of any siali ajioun^ 
oí diversified i tens with short 
notice 

Absorbing excessivr production on 
the part of prùne-conIrai, torn as 
economical, seasonal and other 
fluctuation occurs 

MVIRSIFICATION.. To produce different kinds Lí\O 
and specification of ite is to 
lidice it possible for Lite prime- 
concractor to enforce ¿.tandard 
.less production systeia prior to 
the assembly plane yet to produce 
highly diversified final products 

IWWJITOÏAÏIY ... Specialised in th¿ selected arco of 
manufacturing process and to act 
as an inteçral part of the total 
production activity of the pri.r>c- 
contractor. 

Distribution of these different kinds of sub-contractors 
are quite diiferent from industry to industry, and sub- 
contractors move from one category to others v/ith dyncmic raid 
flexible maimer as time ¿oca on and as the situation changes. 
Problems of sub-contractor will vary according to these changes. 
Onf way to guess the problem is to find the- reasons why con- 
tractors try to eliminate sub-contractors. For these please 
refer to Tables 16 rjid 17. 
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TABI^ 17 

FOR MSC0IW1MMTIÜN 01   Tiœ UTILïSâflOU Or SU&-COWTilACTOfcS 

Avira^e   in 
MFG  Indus- 
tries 

Machinery 
industries 

Textile 
Industries 

« Ttxtino logical 
deficiency 2u. TA »0. 5 33.3 

Mo »erit   h.h  foUéia 
In cost  réduction sh. i ¿7.u 16.7 

B»CttUSt   oí   ytver« 
©©•petition l'i.1* ¿I.Î lo. 7 

Hai  transierrtd  to 
iti own production li.ù 13.e 25.u 

Insufficient  pro- 
duction quantity                      8.2 7.2 8.3 
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3. OSTEKIKG AND PROTBCÏIOM  OF  SUB- 
ES 

3-1 Policies and measures   taken by the  Government to foster 
the development oí   small  sub-contracting businesses.     As was 
mentioned  frequently,   sub-contracting businesses  are mostly on a 
small  scale.     Because  of this  fact,   it  is   safe   to   say that the 
majority  of   the measures taken by  tne  government to  help 
develop   small  enterprises are  equally  shared by   sub-contracting 
businesses. 

The   following are  some  of  the  distinguished  ones chiefly 
1er the purpose of protecting  sub-contracting  businesses. 

(1) Rectifying unfavourable business  transactions between 
prime-contractors  and  sub-contractors. 

(«)  Protection from excessive competition 
appropriate,   yet  flexible measures will 
be taken  for protecting  small businesses 
froQ excessive  competition.     Sucht  a 
protective action will  be made with due 
consideration  to  the benefit of  consumers 
and the  industry  concerned.     The  aiea3ures 
may involve the  control  or restriction oí 
production,   sales,   production facilities, 
and price through  co-operative  actions. 

(b) Rectifying the unfavourable  tene  of 
business  transaction by effective  use  of 
»Anti-trust law"   and "Act lor prohibiting 
exaggerated advertisement  and  undue 
premium". 

(!)  Fostering  Sub-contracting businesses. 

(4) Fair trade noia ni s s ion anc:  Small  Business 
Administration Agency will collaborât« 
with each other  for the execution of  "Law 
on  Preventing  Deferment oí   Payment".   (Sea 
îable  17). 

(fe) Reinforcement  oí   the activities  of  Sub- 
contracting  Business  Promotion association, 
fhere tre lourteen of  these  associations 
extending »nanageriai  and technical 
assistances  «s  well  as  services   i or 
aecuri \; contracts  i or  smaller bustneasea. 

CS)  Special  i»««..ist*rice   „o help  tub-contractors to becoiae 
IUI indepcuileju   apeeinii.•-.<*<!  umnuiacturcr  S.B.A.A» 
takes  ic  as  tne  roo at   important ..¡casule   in the year 
1970,   and   ix .aml.Lwx  every  po.,aibl<J   preparation. 
There would be   iatèriaive   i^anelai,   technological 
and taxation assa. stances,     fco re  c-»-operativ« 
•ctivitii?^ will   oc»  f.dvno8Ui.   iur thtf  dcVflopMont 
©f technical aterut-rd n»ona WBHII  sub- 
0ontr*ctlriA busir.#»»•*. 

„anaaanHH-a-. mmm 
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TABLE 18 

JUDICATION OF DEFERRED PAYMENT BY PRIME-CONTRACTORS 

 (as of 1954) 

Term of sight of bills 

Less than 60 days 
60 days 
90 days 

120 days 
150 days 

More than 150 days 

Distribution 
% 

6.1 
8.7 

45.4 
32.5 
5.4 
1.9 

TABLE 19 

MAJOR ACTIVITIES BY TRADE ASSOCIATION AND/OR CO-OPERATIVES 

Joint purchasing 52.5% 
Giving  loans 36.5 
Joint sales 30.7 
Information  services 30.0 
Joint activities  for 
stabilising prices 23.6 

Joint activities  for 
sales promotion 30.5 

Guarantee  for loans 19.0 

Percentage shows the 
ratio of organisa- 
tions taking the said 
project to the total 
number of organisa- 
tions 

COMMON FACILITIES OWNED BY TRADE ASSOCIATION OR CO-OPERATIVES 

r Office,   Conference room,  Hall 
f Manufacturing  facilities 

Storage 

Transportât i or   facili tier» 

^iles  facilititi 

Advert i sèment   *y,\c í i i ties 

! .iff   t ra in nig 

f 
57.5% 

30.4 

23.9 

21.6 

Li. 6 

11.0 

I 
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3-2        Co-operative activities bv  sub-contracting businesses. 
For this  subject,  Tables 19 and 20 will demonstrate  the general 
outline of the  activities taken by co-operatives  or  trade- 
associations. 

3-3 Assistance  by big businesses.     As competition becomes more 
severe day by  day,   big businesses  find it mandatory  and consider 
them  as an integral part  of  total  business  activity   to  share 
the   fate  of  the  future  business.      But  ironically  enough, 
considerable  in view of  quality  of product,   technical  standard, 
production systems  are  achieved  as  a result of constant pressure 
for   Hcost   reduction"  from the   prime-contractors.     Big  firms 
established organisation  specialised  in "Guidance  and Assis- 
tances"  of  sub-contractors.     Such  managerial techniques as 
value  analysis,   quality   control  and production  control are most 
effectively  implemented  by the  assistance  of big  firms.     Usually, 
there  exist organisations composed of  the   sub-contractors of a 
particular contractor to make  closer co-operation  and communi- 
cation among  them.     The  contractor,  who is  a third person to 
this  organisation,   however,   will  extend every possible 
assistance  for  the  organisation to achieve  the objectives. 
Management,   supervisory and workers trainings are usually held 
by this organisation. 
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mis INKS 

Toca!   amount  purchased  or  sub- 
contracted 

TABLE  21       RELATIONS BETWEFN SIHICONTRACTOKS  AND PRtMK CONTRACTORS (I) 
  

Total   production 

Ainro- 
MOIUU; 

60S 

Total aniaunt  sub-contracted 
/ 

Total  production 

No.  of  sub-contractors  per 
prim« contentor 

44. b 

110 

AITO— 
MOIIUC 
PARTS 

36.6 

19  6 

Total amount of work  processed bjr 
•ub-contmctors with  less than 
JO workers against  total amount 
of work dana  by  sub-contractors 

No.of prime contractors using 
sub-contractors because of cheats 

cr labour cost  against  total no 
of prime contractors 

S¿ 

10. i 

18. i 

No. of prime contractors oxpectiig 
the  Increased usage  of  sub-cont -act- 
ort against  total no. 
trac ter s 

prème 

No. of prime contractors oBepari^g 
-#•»• for the standardisation of 
product to be  subcontracted against 
total no. of prime contractors 

40.1 

ELEC- 
TRIC HOME 
APPLIANCE 

41.4 

23 6 

91 

35.8 

22.7 

63.6      89.5 

83.4 54. l 

40.0 

ELEC- 
TRONIC 

29.2 

14.5 

50 

5*.8 

M\CHlNt: 
TOOL 

star | MACIH 
HUH; i 

32.8 

15.1 

86 

t.-v   4 

17   *i 

47 

\n 

47.1 

27.7 

91. I 

73.7 

92.3 

69.2 

25.0 

93.1 

68.2 

44.6 

38.5 

l<l 

.!<>.(, 

84.6 

2b.b 

88.0 

61.5 60.2 

No. of prime contractors planning 
subcontractors as subsidiaries 
against total no. of prime 
contractors 

to make 

36.4 54.9 56.1 56.9 59.1 57.9 5¿.b 

.«o. of prime contractors planning 
to urge subcontractors to organi!« 
cooperatives against total no. o) 
priai contractors 63.6 25.5 17.5 9.IÍ ».5 30.8 20.6 
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tau a  vats-i new or »vKmtMctm m MACHWWC INBUSTM^ ^ ^^ ^&<j) 

Amount of  purchasing and sub-contracting 
«gainst totn!   production 47.1% 

Amount of   subcontract^ against total  production 29.7 

Average no.   of subcontractors employed  per business b¿ 

Amount of  work processed by  subcontractors of  less 
than  50 workers 

W.6 

Types of  work processed by  subcontractors 
rinal  assembly 
Press work 
Machining 

23.0 
».8 
a.3 

Reasons for utilising subcontractor« 
Wage differentials ¡*6.6 
Saving labours b equipment      71.4 
Spec i al i»ed technical 

know-how W.4 
Transactions for many years JO.¿ 
Buffer  for economical  recession     « . i 

•0«tl«NCéU» subcontractor tf prime contractor 
financial connection 10.4 
Stabilised  transactions 49 .8 
Technological  assistance »6.4 
Intermittent transactions 3.8 

hare boon givo« to subcontractors 
Sharing stocks 18.7 
»espatchin« director 18.3 
Financial u managerial 

assistance   |3.9 

Ik    of priaa contractors relying on  subcontractors  for 
the total proc.-ilng of the following item* against 
total no.  of priem contractors 

rtnal  assimbly 
Press work 
Machining 
Casting 
Threading 

M.J 
lT.t 
IS .8 
».§ 
8.1 

Ha. of prime contractors asked subcontractors to work 
mm larga unit of subcontracting order against total 
M. af «rim» contractors 

Pinal assembly 
Machining 
Press work 
Casting 

31.7 
JO.i 
16.0 
T.S 

No. of prism contractors accomplished standardisa- 
tien of subcontracting works against total no .of 
prime contractors St. *$ 

He. of  prims contractors desiring the development 
•f sub-contractors to  the  following types  «••- 
sili" J   I"*'I   nil-*    in  the near  future  against 
total   Mo.  of prime contractors 

Subsidiary 
Independent 
Re change 

»2.6 
IT.«- 
il.» 

•s. of pris» contractors «steading assistance to 
•ubeonrracfers  for orfani ting cooperatives  or 
trade   associati.M    (ninii    '--ital   it ime   contractors 

vrf>op«T.t t • ves 
Ti , '     association 

17.7 
16.« 

^^gfjjajjHfaàm^ 






