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ABSTRACT

This chapter gives an overview and analysis of the evolving structure and functioning
of Japan's keiretsu business clustering. We view keiretsu as {luid, overlapping net-
works (not distinct and bounded groups) that pervade the Japanese economy in a vari-
ety of forms. We review historically how informal clusters of direct and indirect
business ties overlaid by cross-shareholding, management exchanges, and president’s
councils re-created (without holding companies) the prewar zaibatsu. We similarly
analyze the economic interventionism of the Japanese state, not as top-down regula-
tory authority, but as free-lance keiretsu partner, leveraging relationships and infor-
mation in the fashion of private sector network leaders. We also devote considerable
space to the timely question of breakdown in Japan’s corporate and financial networks
and the prospect of their gradual replacement by less refational, more “American-
style™ markets. While change is indeed pervasive in the Japanese economy, we find
strong “safety nets” for member firms. Finally, we contrast Japans keiretsu system
of interlinked banks and corporations with similar institutional arrangements in the
United States and Germany. We suggest that the keiretsu display a higher degree of
“network™ organization—less formal and hierarchical coordination yet (particularly
in times of crisis) greater overall cohesion and capacity for concerted action.
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The structure and function of Japan’s business networks continue to draw attention
and debate among policymakers. business managers, and social scientists. The
reasons are not difficult to discern. Characteristic Japanese interfirm patterns such
as reciprocal ownership, long-term trading, and bank bailouts of client companies
would, at first glance at least, appear to challenge many of the prevailing ortho-
doxies about the behavior and purposes of business organizations, not to mention
the market structures within which those organizations are embedded. This paper
addresses the nature of Japanese business networks through the analytic lens of jts
most characteristic pattern, the enterprise group, or keiretsu, We pay special atten-
tion to the “*horizontal” or “intermarket” clusters, such as Sumitomo and Mitsub-
ishi, that link Japan’s largest corporations. We begin with a basic discussion of the
contemporary institutional characteristics of these forms (e.g., membership pat-
terns and internal structure) and set these in the context of Japan’s overall network
structure. Japan's keiretsu patterns, we argue, are best understood, not in terms of
insular or internalized groups, but in terms of multiple, overlapping clusters of
enterprises—that is, as networks,

This leads to our primary theoretical concern: understanding the origins and
consequences of Japan's network structure. The paper traces the evolution of the
enterprise groupings from the prewar period to their present form, and in so
doing shows how the most important functions of group activity have changed
over time. Contemporary intermarket keiretsy function as economic communi-
ties that distribute resources among their members so as to promote internal
equity and stability and safeguard long-term collective welfare. This risk-sharing
function was considerably less important in the carly years of the groups. when
the joint development of new technological and market opportunities, as well as
the implementation of state economic mandates, were more important. In this
long process of institutional evolution, the keiretsu have shown the adaptability
often attributed to network forms of organization, responding to changing condi-
tions while maintaining an underlying continuity in their basic patterns of rela-
tionships.

The paper also positions the keiretsu in a broader context by addressing three
specific issues concerning the nature of their activities. The first is the role of the
keiretsu in Japan’s political economy, the degree to which groups act together on
their own, and the degree to which they serve as agents of government bureaucra-
cies. A second question concerns the fate of the keiretsu in the face of continuing
weaknesses in the Japanese economy. Is this the beginning of the end for what has
seemed so far an enduring institution? Finally, we consider comparisons between
the keiretsu of Japan and corporate groupings in other countries, in particular, the
United States and Germany. Since Japan has no monopoly on cross-shareholdings.
interlocking directorates, and bank-led restructurings, is there anything distinctive
about the Japanese case?
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OVERVIEW OF JAPANESE NETWORK STRUCTURE

The label “keiretsu” has been applied to intercorporate networks that vary widely
in structure and economic consequence. Horizontal, or intermarket, groupings
refer to constellations of large Japanese financial and industrial corporations.
“Vertical” supplier keiretsu refer to pyramids of large manufacturers, their suppli-
ers, and their suppliers’ suppliers. Vertical distribution keiretsu are complex, mul-
tilayered distribution channels and dedicated retail networks of large
manufacturers such as Matsushita and Shiseido. Though these configurations of
firms are most commonly referred to as keiretsu, the terminology is by no means
limited to these three types. Among the many other types of keiretsu are depart-
ment stores linked with railroads and amusement parks, large firms and spin-off
affiliates in new industries, and bank/nonbank financial clusters,

Some observers criticize the indiscriminate use of the term keiretsu, and argue
for limiting it to one particular pattern. This appears to be the trend in the Japanese
business press, in which the term “keiretsu” tends to refer to large companies and
those affiliates in which they hold equity stakes. Others have tried to bring more
precision to the term by distinguishing between Jh_uom of keiretsu and drawing dis-
tinct boundaries around their members. Yet those who try to define and classify the

Our main focus is six groups that are sufficiently large and well established to be
recognized as coherent, economically significant clusters in Japan (often called
the “big six”). Of the six, Mitsui, Mitsubishi, and Sumitomo are the postwar incar-

nations of prewar conglomerates, or zaibatsu, while the remaining three, Fuyo,

A distinctive feature of these horizontal groupings (and one that has led many
observers to mistake these networks for bounded entities) is the shacho-kai, or
presidents’ council. The presidents’ council is a regularly convening association
of the presidents (shacho) of the firms affiliated with a particular keiretsu. While
lists of members of the six presidents’ council are readily available (see Table 1 for
recent membership in the big six), the exact function of the shacho-kai is less
transparent to outsiders. Minutes of shacho-kai meetings are not publicly avail-
able, and participants claim that meetings are a social event or, at the very most, a
forum to discuss broad €conomic issues rather than a means to coordinate group
action (Gerlach, 19923, pp. 104-113). Presidents’ council membership does have
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Table 1. List of the Member Companies of the Respective Meetings of Presidents (shacho-kai)
of the Six Major Corporate Groups (As of March 31, 1991)

Group

Mitsui group

Mitsubishi yroup

Sumitomo group

Euyo group

Sanwa group

DKB group

Type of (Nimoku-kat: (Mitsubishi-kinyokai: {Hakusui-kai: (Fryo-kai: (Sansui-kai: (Sankin-kai:
Industry 24 firms) 29 firms) 20 firms) 29 firms) 44 firms) 47 firms)
Finance and  The Mitsui Bank, Ltd.  The Mitsubishi Bank,  The Sumitomo Bank. The Fuji Bank, Ltd. The Sanwa Bank. Ltd.  The Dai-ichi Kangvo
insurance  The Mitsui Trust & Ltd. Ltd. The Yasuda Trust & The Tovo Trust & Bank, Ltd.
Banking Co;, Ltd. The Mitsubishi Trust & The Sumitomo Trust & Banking Co. Banking Co. Asahi Mutual Life
Mitsui Mutal Lite Banking Corp. Banking Co. The Yasuda Mutual Nippon Life Insurance Insurance Co.
Insurance Co. The Meiji Mutual Life  Sumitomo Mutual Life Life Insurance Co. Co. Fukoku Mutual Life
Taisho marine & Fire Insurance Co. Insurance Co. The Yasuda Fire & Insurance
Insurance Co. Ltd. The Tokio Marine & The Sumitomo Marine Marine Insurance Co. The Nissan Fire &
Fire Insurance Co. & Fire Insurance Co. Marine Insurance Co.
Ltd. The Taisei Fire &
Marine Insurance Co.
The Nippon Kangyo
Kakumarau Securi-
ties Co., Ltd.
Commerce Mitsut & Co. Ltd. Mitsubishi Corp. Sumitomo Corp. Marubeni Corp. Nichimen Corp. C. Itoh & Co.
Mitsubishi Ltd. Nissho Iwai Corp. Nissho Iwai Corp.
Iwatani International Kanematsu Corp.
Corp. Kawasho Corp.
Takashimaya Co. Seibu Department Store
Co.
Forestry Sumitomo Forestry Co.
Mining Mitsui Mining Co. Sumitomo Coal
Hokkaido Colliery Mining Co.
& Steamship Co.
Construction  Mitsui Construction Mitsubishi Construc-  Sumitomo Construc- Taisei Corp. Obavashi Corp. Shimizu Corp.

Foodstuffs
and
beverages

Textile
products

Paper and
pulp

Chemical
products

Petroleum
refining

Rubber
products

Ceramic,
stone, clay,
and glass
products

[ron and steel

Non-ferrous
metals

General
machinery
and
apparatus

Co.

Sanki Engineering Co.

Nippon Flour Mills
Co.

Oiji Paper Co.

Mitsui Toatsu
Chemicals, Inc.
Mitsui Petrochemical
Industries, Ltd.
Toray Industries, Inc.

Onoda Cement Co.

The Japan Steel Works,
Ltd.

Mitsui Mining
& Smelting Co.

tion Co., Ltd.

Kirin Brewery Co., Ltd.

Mitsubishi Paper Mills,
Ltd.

Mitsubishi Kasei Corp.

Mitsubishi Gas
Chemical Co.,, Inc.

Mitsubishi Petrochemi-
cal Co,, Ltd.

Mitsubishi Plastics
Industries, Ltd.

Mitsubishi Monsanto
Chemical, Co.

Mitsubishi Rayon Co.,
Ltd.

Mitsubishi Oil Co., Ltd.

Asahi Glass Co., Ltd.
Mitsubishi Mining &
Cement Co., Ltd.

Mitsubishi Steel Mfg.
Co,, Ltd.

Mitsubishi Metal Corp.

Mitsubishi Aluminum
Co., Ltd.

Mitsubishi Cable
Industries, Ltd.

Mitsubishi Kakoki
Kaisha, Ltd.

tion Co.

Sumitomo Chemical
Co.
Sumitomo Bakelite Co.

Nippon Sheet Glass Co.
Sumitomo Cement Co.

Sumitomo Metal Indus-
tries, Ltd.

Sumitomo Metal Min-
ing Co.

Sumitomo Light Metal
Industries, Ltd.

Sumitomo Electric
Industries, Ltd.

Sumitomo Heavy
Industries, Ltd.

Nissin Flour Milling
Co.

Sapporo Breweries,
Ltd.

Nichirer Corp

Nisshinbe [ndustries,
Inc.
Toho Rayon Co., Ltd.

Sanyo-Kokusaku Pulp
Co.

Showa Denko, K. K.

Kureha Chemical
Industry Co.

Nippon Oil & Fats Co.

Toden Corp.

Nihon Cement Co.

NKK Corp.

Kubota Corp.
Nippon Seiko K. K.

Toyo construction Co.
The Zenitaka Corp.
Sekisui House, Ltd.

[toham Foods Inc.
Suntory Ltd.

Unitika, Ltd.

Teijin Ltd.

Tokuyama Soda Co.

Sekisui Chemical Co.

Ube Industries, Ltd.

Hitachi Chemical Co.

Tanabe Seiyaku Co.

Fujisawa Pharmaceuti-
cal Co.

Kansai Paint Co.

Cosmo Qil Co.
Toyo Tire & Rubber Co.

Osaka Cement Co.
Kyocera Corp.

Kobe Steel, Ltd.
Nisshin Steel Co.
Nakayama Steel
Works, Ltd.
Hitachi Metals, Ltd.

Hitachi Cable, Ltd.

NTN Corp.

Honshu Paper Co.

Denki Kagaku Kogyo
K.K.

Kyowa Hakko Kogyo
Co.

Nippon Zeon Co.

Asahi Denka Kogyo
K. K.

Sankyo Co.

Shiseido Co.

Lion Corp.

Asahi Chemical Indus-
try Co.

Showa Shell Sekivu
K. K.

The Yokohama Rubber
Co.

Chichibu Cement Co.

Kobe Steel, Ltd.

Kawasaki Steel Corp.

Japan Metals & Chemi-
cals Co.

Nippon Light Metal Co.

Furukawa Co.

The Furkawa electric
Co.

Niigata Engineering
Co.

Iseki & Co.

Ebara Corp.

{continued)
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ol suppliers and distributors, some of which were spun off as legally distinct enter-
prises, while others started independently and developed closer ties over time.
NEC is at the same time a member of the “family” of suppliers to NTT, Japan's
largest telecommunications company. And finally, as with other high-tech elec-
tronics firms, NEC maintains an elaborate network of strategic alliances with
direct competitors in its own industry, including Mitsubishi Electric from its arch-
rival group, and a variety of computer companies overseas. While these different
relations vary in the extent and character of their significance to NEC, they are also
intertwined in important ways. NEC’s own banks, for example, are also the lead-
ing source of debt financing for most of its vertical affiliates and also serve as
major lenders to NTT. In this way. seemingly clean distinctions, such as between
vertical and horizontal groupings, in practice become blurred through the exist-
ence of network “bridges” such as NEC, Toyota, and other leading companies.
This overlapping of network relationships complicates an analysis of Japan's net-
work structure, But these features of Japanese economic organization are also a
fascinating subject for organizational study, and they reinforce the importance of
moving to truly network-level analysis.

Third, the ties binding companies to one another are multidimensional (or
“multiplex™ in network vernacular). No single indicator is sufficient to describe
a firm’'s network position (Gerlach, 1992a: Lincoln, Gerlach, & Takahashi.
1992). In the case of the horizontal groups, for example, presidents’ council
membership proves a reasonably good proxy for a firm's most important bor-
rowing and ownership patterns, but a relatively poor guide to group-wide trad-
ing in intermediate product markets. Research strategies must take this
multidimensionality into account and avoid reliance on single measures. In our
empirical models of company performance, discussed below. we find that per-
formance effects of group affiliation are enhanced both by the proportional
strength of a company’s economic ties to big-six affiliates and by its presi-
dents’ council membership.

A fourth respect in which groups are best cast as networks is in the role played
by indirect ties. Keiretsu firms are linked directly to other group members through
equity stakes, interlocking directorates, bank loans, and buying and selling of
goods and services. Equaily important, however, is that each such direct tie links
a firm to the overall corporate network, giving it indirect access to numerous oth-
ers. A classic example of this is the ways in which Japan's major commercial banks
are linked to its extensive subcontracting system through ties both share with lead-
ing industrial producers. Lincoln, Gerlach, and Takahashi (1992, p. 574) showed
that cross-shareholding ties in 1980 occurred in no more than 2.2 percent of the
pairings of Japan’s 250 largest banks and industrial firms. The density of indirect
connections within this set of firms, however, was much greater at 29 percent.

The significance of indirect ties means that “structural equivalence,” or the shar-
ing by actors of similar positions in network space, is a critical concept in under-
standing Japanese network patterns (DiMaggio, 1986). Block modeling and
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simiar “whole network studies™ permit the simultaneous analysis of the social
system as a whole and the parts that make it up (Scott, 1986; Wellman & Berkow-
itz, 1987). These are an especially useful approach to partitioning network struc-
ture, for, unlike dyad analysis and other network methods, they derive patterns
from actors’ overall positioning in the network, regardless of whether those actors
are directly linked. In our blockmodels of the Japanese corporate network, we
have re-created keiretsu cliques based on debt, equity, trade, and directorship link-
ages (Gerlach, 1992b; Lincoln, Gerlach, & Mason, 1997). Equally important,
however, is that other notable network patterns also emerge, for example, struc-
tural hierarchy, wherein financial institutions appear in central network locations
that are quite distinct from those of industrial firms. These empirically derived
clusterings both deviate from and overlap with formal group affiliations (e.g.,
main bank ties and presidents’ council memberships) in ways that a conventional
group-focused analysis (for example, Nakatani, 1984) cannot assess. For example,
they document how major commercial banks (and a few other leading companies)
are positioned as structural leaders of the Japanese corporate network.

THE ORIGINS AND EVOLUTION OF THE KEIRETSU

Japan’s keiretsu groupings have emerged in their current form through a long pro-
cess of evolution, punctuated by crises and environmental turbulence at several
key points in time. Any attempt at understanding these relations, therefore, must
be careful to locate them historically.

The Prewar Period: Emerging Networks at Japan’s Industrial Frontier

During the decades leading up to Japan’s wartime economy, the zaibatsu (as the
groups were then known) consolidated their positions among the leading busi-
nesses in Japan. One of the main concerns in Japan at this time was technological
catch-up. Zaibatsu-affiliated firms were instrumental in developing Japan’s fron-
tier industries from the introduction of new metal and chemical manufacturing
processes to the development of an electrical machinery industry to the expansion
into overseas markets (Lockwood, 1968; Ohkawa & Rosovsky, 1973). By the
1930s companies linked either to the old, family-based zaibatsu (e.g. Mitsui, Mit-
subishi, and Sumitomo) or the new, industrial zaibatsu (e.g. the Nissan group)
were involved in all major industries in Japan, and held leading positions in many.

In these years of rapid, even turbulent, growth leading up to the Second World
War, the zaibatsu responded to the strategic and organizational challenges they
faced in a way that any Silicon Valley executive would recognize: by building
increasingly extensive networks of corporate cooperation. The strategic level was
organized under a central holding company controlled by an extended family clan,
usually with a dominant patriarch as chief executive. The operational level was







