MODERN LARGE-SCALE CORPORATIONS
IN INSTITUTIONALISM

Tatsuya Omori
1 Introduction

The title of this paper suggests an importance of “institutionalism,”
especially, in twentieth century American economic thought. In spite of
its importance, institutionalism is little known outside the United States,
much less as an indigenous American approach to pelitical economy. In
the view of Western scholars, the notion of political economy is predemi-
nantly associated with the Marxist school. But because of its ideological
and political implications, Marxism has not been accepted in the United
States, Under these circumstances, institutionalism has emerged as a
critic of mainiine economics — Neoclassical as well as Keynesian — and,
thereby, as an indigenous approach to political economy. Thus, institu-
tionalism employs a different methodology to the discipline of econom-
ics, and moreover, focuses upon the broader social and political character
of economic life. Because it did not focus solely on economics, institu-
tionalism has been often accused of not being pertinent to economics.
Nevertheless, institutionalism as a critic to mainline economics has
evolved its analyses according to what goes on in society.

This paper examines modern large-scale corporations in the Institu-
tionalist school of economics, and, thereby, is divided into two sections:
The first section clarifies the importance of modern large-scale corpora-
tions, which the Institutionalists have discussed in their theories of both
dynamic and power systems. Here, its focus is upon classical Institution-
alists, Thorstein Veblen and John R. Commons. The second section
describes the Institutionalist views on changes, concerning modern large-
scale corporations, since World War II. Here, the emphasis is upon the
concept of John K. Galbraith and, then, an alternative to his concept.
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It Classical Institutionalists on Modern Large-Scale Corporation

Thorstein Veblen and John R. Commons are today considered to
be founding fathers of the Institutionalist school of economics. Both
scholars have witnessed the breakdown of the classical system and the fol-
lowing emergence of contemporary capitalism with increasing threat of
communism and fascism. As Institutionalists, they have thus identified
technological advancement as an underlying dynamic of such capitalist
transformation, and modern large-scale corporations as its locus of power
which has spearheaded the transformation. However, there is a basic
difference between Veblen and Commons, in terms of the conceptual ap-
proach to contemporary capitalism. The difference is that Veblen focused
upon the dynamic process of capitalist evolution, while Commons em-
phasized contemporary capitalism as a power system.

(1) Thorstein Veblen: Evolutionary Capitalism

Veblen begins his analyses by questioning static assumptions of tech-
nology and institution in the Neoclassical/Marginalist thought, and,
thereby, focuses upon the life-history of material civilization, in which
the dynamics of development consists of the interacting changes between
technology and institutions, From his viewpoint, the evolution of capital-
ism from competitive to monopolistic system is thus a study of institu-
tional changes upon the basis of technological advancement. In the study
of institutional changes, that of the most significance is undoubtedly the
emergence of modern large-scale corporations and their consequent rise
to a position of economic dominance, notably in the “key industries” of
natural resources, power, and transportation.

Historically, the development of modern technology and its resultant
application gave rise to the modern industrial system, as “‘a concatenation
of processes which has much of the character of a single, comprehensive,
balanced mechanical process.”™ While it rests with the businessmen to
make the running adjustments of industry, a disturbance in such a system
creates a chance for them to gain or lose, and, thereby, becomes subject
to their shrewd manipulations. As the modern industrial system becomes
dominant in economic production, the chances for gain orloss grow clear-
ly in number and magnitude, By contrast, it is from the middle of the
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nineteenth century that the productive capacity began visibly overtaking
the market capacity. As a result, there arose risks of overproduction and
falling price; so that free competition without afterthought becomes no
jonger possible for the businessmen” In order to avoid overproduction
and maintain a profitable price, it became necessary for the industry as
a whole to restrict the rate and volume of production, and, thereby, for
the businessmen to concentrate business interest and capital. Given such
a historical situation, the businessmen chose the most suited method,
that is, the corporate form of business organization. Since the corporate
form made the concentration of business interest and capital possible by
issuing marketable stocks and bonds, the businessmen were enabled to
create and maintain economic profit not only through the restriction of
rate and volume of output, but also through greater control of resource
markets. For Veblen, the corporate form of business organization was
thus designed to pursue economic profit for the continuous investment.

As the scope of corporate finance was necessarily enlarged from com-
mon to preferred stock, from stock to bond, and lastly to “loan credit,”
the growth of modern corporations brought about two important insti-
tutional changes: One is the separation of (“‘a2bsentee™) ownership and
management, and the other is the expanded business role of financial
institutions, managing loan credit. According to Veblen, both institu-
tional changes combined with technological advancement. would lead
the modern industrial system toward depression and monopoly.

As suggested above, corporate finance was essentially to concentrate
business interest and capital, and, in turn, to capitalize “unmaterial earn-
ing capacity” based upon powers of monopoly and monopsony, rather
than physical industrial equipments. For Veblen, such earning capacity
of modern corporation was the economic basis to determine whether
to invest in stock or bond and how far to extend loan credit.” The en-
largement in the scope of corporate finance served only to widen dis-
crepancy between business capital and industrial equipment, and, thus,
causes the corporation’s over- and under-capitalization. As a whole, the
modern industrial system results in creating business fluctuations, which
would be led eventually toward depression. With the high fixed cost of
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large-scale production and the decreasing cost of technology-based
production, business fluctuations make cut-throat competition severe
and, in turn, the industry monopolized.

While the enlargement in the scope of corporate finance also creates
an ever-increasing volume of waste and misdirection in the use of equip-
ments, resources, and manpower, the modern industrial system is increas-
ingly alienated from the technological forces which are largely responsible
for its emergence. According to Veblen, this raises the necessity of a
new industrial order devoted to efficient maximum production’ Because
of underlying productive and technological factors of the system, a new
industrial order should be laid down by *“the Soviet of Technicians,” not
only who are directly responsible for, but also whose attitudes and habits
of thinking are shaped by production and technology. An alternative sce-
nario is the emergence of a business-military complex or, more strongiy,
the fascist regime in the modern industrial system. Whatever the prospec-
tive outcome will be, it is in Veblen’s view that the modern industrial
system is animated by the emergence and growth of modern large-scale
corporations, though based upon the technological advancement.

(2) John R, Commons: Reasonable Capitalism

For Commons, institutional economics is the study of “collective
action in control, liberation, and expansion of individual action.”* Nota-
bly, collective action in contemporary capitalism ranges ubiquitously
from unorganized custom to many organized ‘‘going concerns,” such as
corporation, labor unions, and political parties. Collective action starts
with “scarcity,” as does individual action in the neoclassical analysis.
But according to Commons, scarcity is the starting point of a negotia-
tion process, but not of an economizing process. This is because the con-
cept of scarcity includes here the ownership power to control things.
Thus, Commons perceived the economy not only as a process for
economizing, but also as a system of power.

For the purpose of investigation, the minimum unit of collective
action is defined as a social relation of man-to-man or a “‘transaction,”
which “must contain in itself the three principles of conflict, dependence,
and order.”" Because its interaction with scarcity creates conflicts of
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interest “predominant in transactions,” ownership thus becomes the basis
for the study of collective action. As long as transactors are mutually
dependent as well as conflicting, the transfer of ownership is most likely
to be negotiated according to the working rule of the society. Notably,
the negotiation process rests on the sovereign power of the state as exer-
cised through judicial systems, because sovereignty as collective action
in control of physical force interprets its lawfullness in correlation
with law, economics, and ethics.” As a result, the negotiation process
does not create an equilibrium of the traditional economics, but a certain
security of expectation or order — representing “reasonable values.”

The transactions are classified in three ways: bargaining (iransactors
as legal equal), managerial (transactors as individual legal superior and
inferior, for example, foreman and worker), and rationing (transactors
as collective legal superiors and inferiors, for example, a state legislature
and its citizenry, a labor union and its members). All the classified
transactions characterize contemporary capitalist economy. However,
the emergence and growth of modern large-scale corporations, which
marked the transformation of capitalism, had the greatest impact on
and, in turn, widened the dimension of “bargaining”” among the classi-
fied transactions.

Even though transactors are legally equal in a “‘bargaining” negotia-
tion, there are differences in their powers of duress (the use of physical
power), coercion (the use of economic power), and persuation (the use
of moral power). Since its result is influenced by their differential
powers, the balance of powers among transactors is a precondition for
proper bargaining negotiations. But through using their monopolistic
positions, modern large-scale corporations deprive the power of, espe-
cially, coercion from individual labors and consumers. For the balance
of power, there arises a necessity of what are today known as ““counter-
vailing powers.”® For example, labor unions are organized as counter-
vailing powers to face large-scale corporations with monopolistic power.
As countervailing powers are organized, bargaining negotiation thus
widens its dimension from individualistic to collective nature.

The success of large-scale corporations and labor unions in the
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concentration of economic as well as political power stimulated the
formation of many other affiliated interest of large-scale. For this reason,
contemporary capitalism is characterized by organization pluralism. But
because large-scale organizations embody the managerial transaction,
which assumes efficiency as its principle and hierarchy as its order, such
organizational pluralism is to widen the difference of political power be-
tween leaders and subordinates and, thereby, to increase the difficulty
of internal control of organizational leaders. Based upon the concept of
countervailing power, collective (national) bargaining provides here a
ground for negotiation in the form of the reciprocal control of leaders.
Thus, collective bargaining is essential for contemporary capitalist econ-
omy, as a power system and economizing process. In other words, con-

temporary capitalism for Commons is in *“the age of collective action.”®

I Institutionalist Views on Postwar American Economy

The most prominent, contemporary institutionalist is John K.
Galbraith. Following the institutionalist tradition, Galbraith has identified
large-scale corporations as the locus of contemporary capitalism, and
technological changes as its underlying dynamic. While the development
of postwar American economy has given rise to the term “planning,”
corporate planning is not only indicative of market power, which enables
large-scale corporations to manage their profit. But it is also “imperative”
because of the application of increasingly infricate and sophisticated
technology to the production of things, in which the corporations have
been involved since the beginning of World War H. In Galbraith’s view,
corporate planning is thus a core of the “planning system,” which
approximates a capitalist version of a planned economy.
(1) John K. Galbraith: Corporate Planning and Technostructure

Since the application of the technology is characterized by the in-
creasing commitment of both time and money and the increased need for
Specialized manpower and organization, it is too risky and unreliable for
the corporations to depend upon the market mechanism, which may
cause serious flatering of product demand or resource supply if left alone
to coordinate the economy™ In order to face such 2 situation, large-scale
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corporations employ various strategies, including sales promotion, verti-
cal integration, internal financing (to insulate themseives from interven-
tions of stockholders and creditors), imperial control over raw material
in Third World countries, and multinationai operations. Thus, corporate
planning is “imperative” to avoid risks of market flaterings and to
execute business strategies. In other words, large-scale corporations
supercede, suspend, or control the market through, and, thereby, replace
its mechanism with their corporate plannings.

‘As well as the enlargement of corporate finance with widespread
stock ownership, the expansion of specialization based upon the applica-
tion of the technology has stimulated the separation of ownership and
management. But in Galbraith’s view, the increased need for specializa-
tion gave rise to the “technostructure,” that is, an organization em-
bracing “all who bring specialized knowledge, talent or experience to
group decision-making.”™ Notably, the technostructure includes most
of executive-management personnel.

The expansion of specialization -involves great numbers of experts
of both technology and organization. Being professional specialist, each
expert accurnuiates knowledge and experience to supplement his talent,
As a matter of fact, modern corporations cannot be operated without
those qualities; in turn, this has reinforced an bargaining power of the
management against the ownership. But at the same time, the expansion
of specialization makes decision-making complex and beyond any indi-
vidual’s competence, while leading each expert to have only a fraction
of experience and information about any other than his speciality. In
order to make a meaningful decision for the whole, large-scale corpora-
tions necessitate an adept, organized, and coilective committee of special-
ized experts, thereby, the technostructure. Not the management, but
the technostructure is thus “the puiding intelligence — the brain — of
the enterprise.”™

According to Galbraith, a goal of the technostructure is “the greatest
possible rate of corporate growth as measured in sales,” while a certain
minimum level of earning must be maintained to pay reasonzble divi-
dends and, thereby, secure its managerial independence.™ Notably,
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technological progress is also listed as its goal, because capacity for
corporate growth depends largely upon capacity for innovation." On
one hand, corporate growth means the same as expansion of the techno-
structure; in turn, such expansion results in “more jobs with more
responsibility and hence more promotion and more compensation.” On
the other, corporate growth increases power and prestige of the cOIpora-
tion and its technostructure, politicaily as well as economically. Because
of its great effects on “promotion, pay, perquisities, prestige, and power,’
corporate growth is thus identified with a goal of the technostructure.
Moreover, Galbraith has contended both implicitly and explicitly that
the growth orientation of the technostructure, coupled with its ability
of corporate planning, has changed the relation of large-scale corpora-
tions with their unions and the government from “countervailing” to
*symbiotic.”

Concerning the relation with a union, there are three important facts:
First, corporate growth increases its size and membership, and, thereby,
provides great effects on promotion, pay, and job security of its admin-
istrators. Second, collective bargaining facilitates price-setting and
maintenance for corporate planning. Third, large-scale corporations have
the power {0 pass on wage increases in the form of price boosts while
avoiding interrupted production caused by a prolonged strike. Thus,
the unions have reasons to cooperate with the corporations and does
not find themselves in the old Capital-Labor conflict™
the unions diminish their role as countervailing powers against the

In other words,

corporations and, in turn, their bureaucratic administrations enter into
the symbiotic relations with the technostructure of their respectable
corporations. '

The modern state has its aims and goals, as explained by Galbraith:
“The state is strongly concerned with the stability of the economy.
And with the technical and scientific advancement. And, most notably,
with the national defense. There are the national goals.”*® Accordingly,
the government provides appropriate actions, which the corporations
seek to reinforce corporate planning, for “the regulation of aggregate
demand, the provision of trained manpower through the educational
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system, the underwriting of new capital and technology, and to some
degree, the promotion of wage-price stability.”" In the modern state,
moreover, administrative bureaucracies are most dominant organs, be-
cauge the executive cannot function without them, and the legistature
cannot fulfill its particular interest without their backings. Since ad-
ministrative bureaucracies are in charge of those appropriate government
actions, it can be said that, given national goals, their size increases as
the corporations grow larger and, in turn, seek more actions from the
government. This symbiotic relationship between the technostructure
and the administrative bureaucracies is thus described as follows:™

... The modern state,.. is not the executive committee of the
bourgeoisie but it is more nearly the executive committee of the
technostructure.

(2) An Alternative to the Technostructure

The development of technology and, thereby, the expansion of spe-
cialization have brought about the emergence and growth of large-scale
corporations in contemporary capitalism. Here, the term *‘large-scale”
is indicative of increases in the size and complexity; for the corporations,
maore people must be involved for coordination, and more variables and
informations must be required for decision-making. Since corporate plan-
nings are successfully executed upen the bases of proper ccordination
and prompt decision-making, large-scale makes it not only difficult, if
not impossible, but also ineffective or infeasible, to depend upon in-
formal and spontaneous methods of control. Because of these difficulty
and infeasibility, large-scale corporations institutionalize hierarchical
control and, thereby, bureaucracy. However, bureaucracy involves an
inherent weakness. That is, as a2 corporate size increases, the adminis-
trative load on managers may increase to such a point that they cannot
perform their responsibility efficiently. In other words, the ability of
the managers becomes strained and even collapsed because of the volume
and complexity of the demands placed upon them. As earlier suggested,
Galbraith has identified the technostructure as the latest stage in the
shift of the locus of corporate power, and introduced its concept to
deal with such a weakness of large-scale corporations. Even though the
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technostructure is a committee of group decision-making, its concept
presupposes bureaucratic structure for large-scale corporations. Thus,
an alternative' to the technostructure is also to bureaucratic structure;
thereby, it must embody an orpanizational innovation.

The organizational theorists, A.D. Chandler and Oliver E. Williamson,
have identified an organizational innovation in corporate structure with
the multidivisional (M-form) structure. Notably, the bureaucratic organi-
zation is. defined as the unitary (U-form} structure. While the U-form
corporations ‘were dominant in prewar American economy, the emer-
gence of M-form structure among large-scale corporations is largely a
postwar phenomenon — though its first implementation was at-Du Pont
and General Motors during the eatly 1920°s. Moreover, it is said that,
in the United States, the M-form “was substantially in place by the
1960°s." SR S '

The M-form structure involves ‘‘the creation of- semi-autonomous
operating divisions . . : organized along product; brand, or geographic
lines.”® Also, there is a general office “consisting of a number of power-
ful general executives and large advisory and financial staffs.”®In order
to eliminate inherent weakness of bureaucratic, large-scale corporations,
the M-form structure thus promotes a division of labor between divisions
and a general office. Even though this division of labor means decentrali--
zation, a general office exercises internal incentive and controls instru-
ments in a discriminating way® This is because a general office monijtors
the performance of each division in terms of overall financial returns,
and in turn reallocates capital among divisions to favor high yield users.
Thus, a general office exists as a financial capitalist within the M-form,
largs-scale corporations, though miniature in comparison with com-
mercial banks and other institutions. '

As a miniature capitalist, a general office organizes divisions in the
pursuit of profit (or the rate of return); in turn, the M-form structure
not only eliminates an inherent weakness of the U-form structure, but
also alleviates the conflict of interest between stockholder and manage-
ment. Even though this may be true, it is wrong to say that the M-form
corporations have the profit, rather than the growth orientation. This
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is simply because the growth of financial capitalists is generally calcu-
lated in monetary value. Especially, when a general office tries to in-
sulate itself from outside creditors, the amount of profit determines
that of investment fund and, thereby, the corporate growth. Under this
cyclical relation, it is easy to assume that the M-form corporation de-
velops into a conglomerate and/or engages in multinational operations.
In contrast to Galbraith’s concept of modern state, the dominance of
M-form corporations in postwar American economy thus characterizes
the transformation from industrial to financial capitalism.

IV Conclusion

While focusing its analyses on modern large- scale corporations the
primary purpose of thi§ paper tias been the exposition rather than the
evaluation of the Institutionalist school of economics. As earlier stated,
institutionalism is an indigenous American approach to political econo-
my. But in comparison with such analysts as Karl Marx and Joseph
Schumpeter, it is possible to criticize American Institutionalists because
of their narrow analytical viewpoints. In other words, the analyses of
American Institutionalists have been “framed within a limited time
perspective and with reference chiefly to American conditions.” Even
though the criticism may be true for the individual analysis, the school
of American Institutionalists has produced the comprehensive view on
the institutional evolution of American capitalism. While repeated num-
bers of times in this paper, the conceptual core of institutionalism has
been stated in the beginning of Veblen’s book, The Theory of Business
Enterprise, as follows

“The material framework of modem c1v111zat1on is the: mdustnal
system, and the directing force which animates this framiework is
business enterprise.



32

Notes ' . o

(1) Thorstein Veblen, The Theory of Business Enterprise (New York:
Augustus M. Kelley, Bookseller, 1965), p. 25.

(2) Thorstein Veblen, The Engincers and the Price System (New York:
The Viking Press, Inc., 1933), p. 36.

(3) Veblen, The Theory of Business Enterprise, pp. 129-131.

(4) Veblen, The Engineers and the Price System, pp. 105-119.

{5) John R. Commons, The Economics of Collective Action (New York:
The Viking Press, Inc., 1954), p. 99.

(6) John R. Commons, fnstitutional Economics: Its Place in Political
Economy (New York: The MacMillan Company, 1950), p. 21.

(7) Commons, Institutional Feonomics, p. 719.

(8) See John Kenneth Galbraith, American Capitalism: The Concept of
Countervailing Power (White Plain: M. E, Sharpe, Inc., 1980). In
his book, Galbraith acknowledges the danger of collusions among
countervailing powers, which threaten third parties, for example,
corporations and unions against consumers, Here, the government
becomes the important countervailing power to protect the third
(unorganized) parties.

(9) Commons, The Economics of Collective Action, p. 70.

{10) John Kenneth Galbraith, The New Industrial State, Second Edition
(Boston: Houghton Mifflin Company, 1971), pp. 13-17.

(11) Ibid., p. 71 ’

(12) Ibid.

(13) Ikid., p. 179.

(14) fbid., p. 183,

(15) John Kenneth Galbraith, Economics and the Public Purpose (Boston:
Houghton Mifflin Company, 1971), p. 161.

(16) Galbraith, The New Industrial State, p. 311.

(17) John E. Elliott, ““Institutionalism as an Approach to Political Econo-
my,” Journal of Economic Issues, Vol. 12 {March 1978), p. 97.

(18) Galbraith, Economics and the Public Purpose, p. 172.

(19) Oliver Williamson, ‘“The Modern Corporation: Origin, Evolution,
Attributes,” Journal of Economic Literature, Vol. 16 {December
1981}, p. 1559.

(20) Ibid., p. 1555.

(21) A. D. Chandler, Jr., The Visible Hand: The Managerial Revolution
in American Business (Cambridge: Belknap Press, 1977), p. 460.

(22) Williamson, op. cit., p. 1556.

(23) Veblen, The Theory of Business Enterprise, p. 1.



Institutionalism 33

Bibliography

Chandler, A. D, Jr., The Visible Hand: The Managerial Revolution in
American Business, Cambridge: Belknap Press, 1977,

—, Strategy and Structure: Chapters in'thé History of the Industrial
Enterprise, Garden City: Doubleday and Co., 1966.

Commons, Yohn R., The Economics of Collective Action, New York:
The Viking Press, Inc., 1954.

—, Institutional Economics: Its Place in Political Economy, New
York: The Viking Press, Inc., 1954.

Dowd, Douglas F., Thorstein Veblen, New York: Washington Square
Press, 1966.

Elliott, Yohn E., “Institutionalism as an Approach to Political Economy,”
Journal of Economic Issues, Vol. 7 (March 1978), pp. 91-114.

Galbraith, John Kenneth, Fconomics and the Public Purpose, Boston:
Houghton Mifflin Company, 1973.

—, The New Industrial State, Second Edition, Boston: Houghton
Mifflin Company, 1971.

—, American Capitalism: The Concept of Countervailing Power,
Boston: Houghton Mifflin Company, 1956.

Harter, Lafayett G., Jr., John R. Commons: His Assqult on Laissez-
Fuaire, Carvallis: Oregon State University Press, 1962,

Hession, Charles H., John Kenneth Galbraith and His Critics, New York:
New American Library, 1972.

Marris, Robin, and Adrian Wood (eds.), The Corporate Economy: Growth,
Competition, and Innovative Power, New York: The MacMillan
Press Ltd., 1971.

Seligman, Ben B., Main Currents in Modern Economics, Volume One:
The Revolt Against Formalism, Chicago: Quadrangle Books,
1971,

Sharpe, Myron E., John Kenneth Galbraith and the Lower Economics,
White Plains: International Arts and Sciences Press, 1974,

Veblen, Thorstein, The Engineers and the Price System, New York: The
Viking Press, 1954,

—, The Theory of Business Enterprise, New York: Charles Scribner’s
Sons, 1904,

Williamson, Oliver E., ‘“The Modern Organization: Origin, Evolution,
Attributes,” Journal of Economic Literature, Vol. 21 (December
1981), pp. 1531-1568.

~—, Markets and Hierarchies: Analysis and Antitrust Implications,
New York: The Free Press, 1975.



34

T A ARERROFHICAH D
HAROKBAER A5
<E #
k-

W ER(F 2 RIS, SHHROT 2 ) #iC 51T 2 BiFEHE
ER LA, BALALVLOTHD Y, T2 UHUMIBLTIE, K
BREELHESRE: OBEE, ST 0EmsnTidniy, —#ic, 3B
ROBGGGESIE, <A 7 ZBFE L U TELLAS, LoL,
TAYACBV T, A7 REROBOBGRIEN LS, ETANLS
Moo Elatinote, WH, MEZRE, HHBiR -4 > X
FRUWEMD, B, T A ) A OLBI LSS EE OB 7
LT~ LTRRL TREZOTHE,

T2 ) AREERS SHAET £ BRI, —CIEERATRE
RHERBTNT 2 U A OBEER 2 TR RE LTV 52 LT, BEE
BRofly y, BRACEERITII AL a0, ETAICE, R
HERLHOETNE NI L ThHD, LirL, BRT 2 4 OkEFH k)
DRI, KRR A O AT, WO RO &
S THAIEE L B% biE, HEEROERO DT, TR
SHEEELRE TR LA b5, L5510, FHRE % HE
¥R ORI B 2 B % 5 (T £ ) AHIESRIC L - T,
B AR SR B OEA DB L T b 2 %2
BB L THD, $70, REMLHLEER(ZC TR, Y270 -3
E2 X ANTUA R)OERE, ERINCRHTEZ LIDE»T, K
W e S 3 K2 LLE, T LN TEEDTHE,



