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Abstract

In the 1990s the Japanese economy experienced a deep economic recession with lasting impacts on the national economy.  Japanese automotive companies (which collectively represent over 10% of the Japanese economy) were particularly affected by the recessionary trends.  In the automotive sector, the recession had wide-ranging implications for national employment and nearly bankrupted Nissan Motor Corporation.  Once considered “one of the crown jewels of Japanese industry” (Ghosn, Riès and Cullen 97) and world renowned for its engineering prowess, Nissan gradually became further and further entrenched into their keiretsu 
 to devastating effect on the stock price, market share, and the overall future viability of the company.  The protracted Japanese economic downturn of the 1990s (and Nissan’s decline up until 1999 in particular) raises several questions about the continued viability of the primary Japanese business group structure (the keiretsu), particularly for the automotive industry.

Japanese companies in horizontal keiretsu business groups typically have a central bank that acts as chief financier for the other keiretsu member companies and will issue very favorable loans to member companies, often with unusually long repayment periods (to thereby encourage growth and provide easy access to capital for member firms).  There have been many instances of the chief keiretsu financier issuing questionable loans to companies within the keiretsu at rates that do not encourage prompt repayment; Nissan made liberal use of such loans from the central bank in its Fuyo keiretsu, and in 1999 found itself nearly $22 billion in debt (Magee 8).

While keiretsu business groups were phenomenally successful in helping Japan rebuild the nation’s manufacturing industries after the Second World War (they were also good at helping to hinder foreign direct investment and encouraged exclusive trade arrangements between keiretsu partners), in the modern era the continued viability of the traditional keiretsu model is in question, as the example of Nissan illustrates.  This paper aims to show a causal link between rigid adherence to keiretsu principles and tenets and the diminished performance and competitive ability of Nissan Motor Corporation, and suggests that the traditional horizontal keiretsu model (as was used at Nissan) may no longer be a viable business group model in today’s competitive and globalizing marketplace.

Introduction

Uniquely Japanese, uniquely enduring, uniquely powerful; all of these attributes describe what Japanese business groups in keiretsu embody, yet none provide any insight into what keiretsu actually are.  The actual definition of keiretsu however, is much more complex and nuanced, and does not lend itself well to a cursory line-item definition in an encyclopedia.  As the primary organizational structure of Japanese businesses, keiretsu have been, and remain, the primary driver of the Japanese economy.  Keiretsu business groups employ the largest segment of Japanese workers in the domestic economy, as well as help to shape industrial and business policy through tightly interwoven relationships with the Japanese government.
Why is the subject of keiretsu business groups important?  The Japanese “economic miracle” that the world bore witness to from the 1950s to the early 1990s suddenly came to a crashing halt, and then, recession; a long, slow, painful recession accompanied by very low economic growth.  Prior to 1990, Japan had “among the highest per capita income in the world and enjoyed an impressive living standard” (Vachani 113), but the economic crash in 1990 started a period which economists would call “the lost decade” (Vachani 113) (Ghosn, Riès and Cullen 72).  The Japanese stock market lost more than 60% of it’s value in the three year period from the end of 1989 through 1992 and unemployment figures more than doubled in the 1990s (with real unemployment being higher due to statistical reporting biases towards keeping unemployment statistics artificially low) (Powell).

While the causes and explanations for the Japanese economic recession are myriad and complex, the role that keiretsu business groups had in contributing to the recession through structural inefficiencies and cultural norms are an important consideration.  Keiretsu business groups in many ways are the drivers of Japanese economic growth and stability, and are amongst the largest single largest contributing factors to GDP; an investigation into the failures of the business group structure can offer insight into some of the causes of the recession.

Despite the stagnation of the Japanese economy, several market segments persist where Japanese keiretsu remain dominant and highly competitive in both domestic and the world markets; notably automobiles, home audio equipment, fax machines, VCR/DVD players, robotics, home air conditioners, cameras, video games, forklift trucks, truck and bus tires, trucks, musical instruments, sewing machines, microwave and satellite communications equipment, and car audio (Porter and Sakakibara 36-7).  What possible explanations can reconcile the slowdown in the Japanese economy, the world’s second most powerful market, and the diminishing power of the Japanese keiretsu system?  Might there be fundamental, structural weaknesses inherent in the loosely-defined keiretsu system of complex business networks that could contribute to the current state of affairs in the Japanese economy?  Can Japanese automobile manufacturing companies in keiretsu business groups remain competitive without restructuring operations and management?  Is the keiretsu business group model that brought Japan fantastic economic growth and success from the 1950s to the late 1980s possibly an outdated model for the maturing automobile manufacturing industry?

The automobile manufacturing industry is an archetypal example of Japanese keiretsu business groups, and one that is worthy of academic study as a primary participant in the Japanese economy (over 10% of the Japanese economy can be directly linked with automotive manufacturing).  Nissan Motors is a prime example of a Japanese automotive keiretsu company that found itself desperately struggling throughout the mid 1970s through the 1990s; by 1999, the company was on the verge of bankruptcy and had significantly diluted the brand image and reputation both domestically and internationally.  With global competition in the auto industry intensifying, decreased demand for cars due to market saturation (Maxton and Wormald 7), and diminishing market sizes in the developed world (Maxton and Wormald 7), Nissan faced a challenge for its very survival.  In 1999, a foreign company, Renault of France, invested heavily in Nissan to help keep the company viable and afloat.  The “merger of equals” between Renault and Nissan, and the management and structural changes brought about by the former Renault executive Carlos Ghosn at Nissan quickly brought Nissan back to profitability; many of these changes involved breaking up strong keiretsu relationships with suppliers.  Are the business structure, management, and process changes that were implemented at Nissan at the end of the millennium going to remain effective in keeping Nissan profitable?

To investigate these questions, first a thorough understanding of the history of keiretsu is necessary.  This study will begin with a summary of how the zaibatsu (predecessors to the keiretsu) came to power during the Meiji-era of Japan, and their subsequent transition from the pre-World War II zaibatsu groups into the modern era keiretsu and rise to prominence.  Building upon this historical foundation, next the study will present the modern incarnations of keiretsu business groups, which have multiple layers of further characterization.  Focus will be placed on horizontal keiretsu business groups that have a leading automobile manufacturer as a principal member – namely, Nissan, a member of the Fuyo keiretsu business group (Lai 434).  Nissan will be analyzed based on how their keiretsu member business group structures operate and contribute to the success of the respective manufacturers, with particular attention paid to the structural inefficiencies inherent in the keiretsu management and relationships that each employ.  Lastly, this study will seek to identify those key areas in which Japanese keiretsu business groups in horizontally positioned automotive manufacturers have experienced inefficiencies, and investigate how compare the results to present day changes in the corporate structure at Nissan.

It is difficult to draw accurate and easily understandable conclusions based purely on Japanese reported financial data.  Discrepancies in accounting practices, rules, and procedures between well-known accounting standards in the West (GAAP) and those in Japan present difficulties in drawing comparative conclusions, and the complexity of ownership structure in Japanese keiretsu business groups only adds to this.  Since purely financial indicators are not an accessible method of obtaining comparative data, historical analysis and the case study methodology are a good alternative for obtaining data about keiretsu business groups.  A historical analysis of how keiretsu business groups formed and evolved reveals important data about their primary functions and reasons for existing, and this background will show compelling reasons why in some industries and instances today (notably in the automotive industry), keiretsu may be a sub-optimal organizational structure.

Research Methodology

The primary method for gathering data and information on Nissan and keiretsu business groups in this paper is a combination of case study and historical analysis.  As such, the thesis is primarily qualitative in nature, although certain key quantitative measures of course bolster the strength of the hypothesis.

A historical analysis of keiretsu formation as zaibatsu business cartels is important to understand the level of industry and government collusion and collaboration from the inception of this type of business group, and so considerable attention is given to this facet.  This long and rich history intertwining private industry and governmental involvement and endorsement established certain patterns and ways of conducting business that in many ways remain part of the political-economic economy of Japan today.

With a firm background in the historical roots of zaibatsu and keiretsu business groups, the research can then easily transition into a case analysis of Nissan Motor Corporation.  Nissan serves as a prime example of how keiretsu business group structure hampered the businesses’ successful operations, and clearly illustrates how performance can be improved after dropping those unproductive and unhelpful aspects of the typical keiretsu business group structure.  Nissan’s poor performance in the 1990s shows how further entrenching the corporation into typical keiretsu facets hindered performance, and how after the merger with Renault and the many managerial and operational changes (which fundamentally changed the structure and integration of Nissan with its keiretsu partners) brought immediate, tangible, major performance boosts.

While a quantitative study might serve to enhance and complement the arguments in this thesis paper, there is an inherent difficulty in obtaining the particular data points that would be helpful from Nissan without having unique, unprecedented insider access.  For example, data on what models were produced in each country each year, how vehicle production breaks down across factory/region/country lines, number of employees per factory/region/country, percentage levels of cross-ownership between Nissan and its keiretsu partners/suppliers, statistical data on ownership levels of Nissan’s dealer network, vehicle breakdown and service interval statistics, etc.; all of those data points would be wonderful to have, but are amazingly difficult to find (many of these statistics are probably in Nissan’s interest to keep undisclosed).  Also, while certain macro financial performance indicators are used throughout this paper to help illustrate the plight of Nissan in 1999 and it’s strong recovery by 2006, these are only guides; accounting and reporting differences in financial data between Japan and the United States makes correlating and comparing the performance of a Japanese company such as Nisan to a Western company such as Ford problematic.  For these reasons, and for brevity, historical analysis and case study are the preferred research methodologies used throughout this paper.

Western Perceptions of Keiretsu Business Groups

In the 1980’s and early 1990’s the Western media sought to define, demonize, and caricature Japanese keiretsu and parlay fear-mongering among the working classes, proffering sometimes subtle (other times overt) symbols and messages that the West should fear industrial takeover by “Japan, Inc.”.  Corresponding with increasing market penetration in the United States by Japanese auto manufacturers in keiretsu business groups in the 1980s, the celebrated director Ron Howard’s 1986 film “Gung Ho” portrayed the Japanese employees of a Japanese auto manufacturer that opened a manufacturing factory in Pennsylvania as stiff, robotic, corporate drones that worked slavishly in unfettered obedience to the parent keiretsu company.  In the film the Japanese management team demanded the American factory workers produce in unprecedented quantities, and maintain the strictest standards of quality, efficiency, and integrity.  Actor Michael Keaton delivers a rousing speech in the movie to a packed audience of local small-town Pennsylvania residents, and tells the audience they should all be fearful of losing their jobs to the Japanese (indeed, the auto manufacturing factory that the Japanese company used had previously been owned by an American car manufacturer that had gone out of business).  The 1990’s witnessed contemporary works such as Michael’s Crichton’s 1992 novel “Rising Sun” which presented a picture of keiretsu as soulless corporate machines that would defiantly and openly endorse overt criminality as a means to protect corporate interests.

In addition to popular culture presenting an alarming view of the Japanese corporate machine, a growing body of scholarly work also contributed to the frenzy of Americans and Westerners fearing for the economic future of their respective countries.  Throughout the late 1970’s through the early 1990’s noted authors and academics such as Peter F. Drucker, Ezra F. Vogel, Karel Van Wolferen, Pat Choate, and dozens of others wrote on the topic of waning American economic and industrial power to Japanese corporations, and much of the literature cautioned against perceived extensive Japanese foreign direct investment into American business.

Since 2000 much of the literature and public perceptions of Japanese corporate structure has been largely silent.  While the Japanese economy has begun to slowly climb out of the recessionary mire it was entrenched in for the previous decade, much of scholarly attention has shifted to the economic developments in India and China, which have become the new objects of fear and competitive worry amongst Westerner observers.

Hypothesis Overview

This paper proposes two basic hypothesis:

One

Structural inefficiencies within Japanese automotive keiretsu business groups have caused demonstrable performance problems (vis-à-vis Nissan) and contributed to the macroeconomic recession in Japan since 1990.

Two

Global competition has increased dramatically in the past 20 years and many keiretsu organizational attributes (acceptance of lower profitability, closed trading networks, etc.) are ill-equipped to address this increasing competition.  Because some of these keiretsu attributes are not well-suited to remain competitive today, keiretsu relationships will begin to weaken (also vis-à-vis Nissan).
The research and data on Nissan will be used to determine how well these hypothesis correlate with Nissan’s history.

Defining Keiretsu
To investigate the history of keiretsu, a working definition (inadequate as it may be) is beneficial.  The notion of a keiretsu business group is a rather complex one, with a myriad of possible definitions.  Adding to the complexity in accurately defining keiretsu is the dearth of comprehensive definitions (and misrepresentations of) what constitutes a keiretsu in the media (Lai 424).  George Ming-Hong Lai’s article “Knowing Who You Are Doing Business With In Japan: A Managerial View of Keiretsu and Keiretsu Business Groups” expertly defines and explains the difference between keiretsu and keiretsu business group.  In seeking to educate a managerial audience, he explains that keiretsu is “an organizational arrangement created for a group of companies”, and a keiretsu business group “use keiretsu as a device to arrange or organize member companies systematically” (Lai 424).  Lai defines keiretsu thusly:

“A keiretsu is a sophisticated, multifaceted management device – not a form of organization.  KBGs are not trusts, cartels, or conglomerates but groups of firms with an intricate web of inter-firm relations.  Both are products of Japan’s peculiar culture, history, and business system and represent the manner in which many Japanese firms conduct their collective operations.” (Lai 423)
As business groups, companies that use keiretsu are thus by definition part of a keiretsu business group; for example, the Mitsubishi Construction company is a part of the Mitsubishi keiretsu business group, and so Mitsubishi Construction and Mitsubishi both use keiretsu as an organizational arrangement, although there is quite more to keiretsu than organizational function.

Western scholarly literature that address keiretsu broadly categorize them into two distinct types; horizontal keiretsu (kigyo shudan), which is “a horizontal combination amongst large companies”, and vertical keiretsu (kigyo keiretsu), which can be described as “a vertical combination with one large company and a number of subsidiaries” (Kikkawa 44-5).  Anderson describes horizontal keiretsu further as “cut[ting] across industries, but [having] a main bank focus”, while vertical keiretsu are “generally industry-based”, such as in the automobile industry, in which “the lead firm or the assembler is the focus of the group” (Anderson 8).  Anderson’s research into keiretsu notes that the Japanese definition is far less concrete than its Western counterpart, and is as loose as “firms engaged in commercial transactions [that] are bound in a financial relationship”, but notes that the “[keiretsu] concept is difficult to define” (Anderson 8).

Part of the difficulty in clearly defining what constitutes a keiretsu business group and explaining how various member firms interact arises from the social nature and cultural context of the formation of a keiretsu and the importance of those social relationships to the keiretsu’s business interests.  Cultural motivations and similarities between keiretsu management and firm interests often have important implications on cross-company involvement and interrelations (Lai 423-8).  For example, many of the elites and higher managers at major keiretsu companies have similar backgrounds, attended the same universities, and frequently socialize together (often on the golf course) while conducting major business deals.  While preferential business treatment may be given to one firm over another for financial reasons, the importance of the social aspect and relationship between the decision-makers at either member firm within the same keiretsu cannot be underestimated.  Deeply entrenched in the concept of keiretsu are very distinct Japanese notions of honor, respect, duty, submission to the will of the group (even at the expense of personal preference), and other similar sociological imperatives that contribute to corporate standards of morality, ethics, and corporate citizenship.

One of the most important aspects of keiretsu is the relationship between top management of individual member firms; the shacho-kai (President’s Council) consists of a core group of presidents and senior top management that meet (often monthly) to discuss business issues both of relevance to individual firms and to the collective (Gerlach 83).  The exchange of ideas, expertise, advice, and camaraderie within the shacho-kai form a bond between the membership and solidify relations between the keiretsu members.

At a base level the core of the keiretsu business group affiliations and cross-ownership holdings between companies are all about the interpersonal relationships between members of one keiretsu firm and its other keiretsu member firms (as well as government officials and agencies).  However, non-financial interrelationships between member firms within a keiretsu business group are also a critical element in the definition of what constitute a keiretsu as well.  In times of distress, keiretsu partner firms may lend personnel, management and/or engineering expertise, physical plant and equipment, and engage in various other forms of assistance to the distressed member firm.  The overall interests of the keiretsu business group are always a primary consideration for top management at each member firm, even when those interests may detract from the attentions of the core business at a member firm.

Predecessors of Keiretsu: Zaibatsu Business Cartels
Structure of the Zaibatsu

The organizational structure of zaibatsu centered “around a [central, family-owned] holding company that held shares in and exerted significant operating control over an array of industrial, financial, and trading subsidiaries” (Porter and Sakakibara 28).  Since the holding company was entirely family-owned, they would give significant price discounts to transactions between member firms, which served as a significant cost reduction mechanism for companies within the zaibatsu.  A principal strategy for zaibatsu was to diversify operations into several different industries and market sectors; the “purpose of this strategy was to realize economies of scope, which appeared especially in the haulage, manufacturing, distribution, and banking industries” (Lonien 6).  By centralizing diversified businesses under the central holding company, the zaibatsu clustered operations between their diversified businesses in nearby geographic regions, which “provided a considerable comparative advantage to domestic firms because this closeness to competitors and buyers or suppliers allowed faster learning about new products, technology, markets, and ideas” (Lonien 6-7).

The core of a zaibatsu was comprised of a main bank (which served to loan money to member companies, held cross-shareholdings in member firms, and provided guidance and advice) and “a general trading company, called a sogoshosha” (Lonien 7).  The sogoshosha was the core operational element in a zaibatsu group, and would coordinate export activities amongst member firms, organize raw material import supplies, and assist in international trade matters (Lonien 5-36).  The sogoshosha were comparatively advanced in their management expertise and business acumen which gave them a competitive advantage over their domestic rivals (Morikawa 283; Reischauer 428).

The zaibatsu established the precedent for the business group to be centered around “a commercial bank, an investment bank, a trading company, a marine and fire insurance company, and a life insurance company, all under the supervision of the holding” (Lonien 8).  This pattern of organizational structure continued even after the dissolution of the zaibatsu and the rise of the keiretsu; the difference in structure as keiretsu being that the family-owned holding company was either eliminated or the family ownership of the general trading company were confiscated.

Historical Overview of the Zaibatsu

Modern day keiretsu business structures were preceded by the zaibatsu.  Literally translated from the Japanese, zaibatsu means “financial cliques” (Gordon 97).  The zaibatsu were business groups that were largely family owned enterprises, and spanned several different economic and industrial sectors.  Zaibatsu business groups came to prominence during the Meiji Era (roughly 1868-1912) of Japanese history and lasted until the end of the Second World War (Kerbo and McKinstry 50).  Some of the zaibatsu such as Mitsui and Sumitomo had “roots in merchant houses dating back to the Tokugawa Era [roughly 1600-1868]” (Gordon 97), although the actual term did not “come into widespread use [until] around the time of World War I” (Gordon 143).
During the period of nearly 250 years of sakoko (self-imposed isolation of the country) under the rule of the Tokugawa shogunate, Japan’s merchant class benefited enormously from the socio-economic system that the Shogun had established.  The system of sankin kotai the Shogun imposed meant that each year the Shogun’s daimyo would be required to live in the capital city of Kyoto and keep a permanent residence there, and on alternating years the daimyo could return to his home territory but his family would be required to stay in the capital (Gordon 13).  The wife and children of the daimyo were essentially held as hostages in the residences in Kyoto when the daimyo himself left for his domain (Morishima 58), although the daimyo’s family would have freedom of mobility within the city limits.  Daimyo thus were forced to maintain two separate residences, and would travel between the two locations in large caravans of servants and samurai retainers.  Through this concentration of wealthy elites in the capital city, the merchant classes had easy access to a wealthy clientele for their goods and wares, and also enriched themselves enormously from financial lending services that the daimyo were forced to take advantage of when their fortunes dwindled due to the expense of maintaining dual residences (Gordon 20-33).  However, only a few of those merchant families that had benefited under the Tokugawa system prior to 1868 were able to “adapt to the new age” under the Meiji regime (Reischauer 130) and transition into zaibatsu; “they were too tied to traditional industries and old-fashioned ways of doing business” (Reischauer 130).

A notable example of a former merchant family of the Tokugawa era that became a zaibatsu family was the “house of Mitsui established in the seventeenth century, [which] became an important part of the new economy” (Reischauer 130).  The declining power of the Tokugawa shogunate in the 1850s and early 1860s would soon end however, in a quick-moving revolution that would unseat the Shogun from power and bring about sweeping national social, political, and economic changes.

The restoration of the Emperor and the fall of the Tokugawa shogunate in 1868 was “led by a small band of insurgents” (Gordon 61), and over the next decade the economic and social privileges afforded to the samurai were quickly eroded and eventually eliminated under the new regime.  The end result of the fall of the Tokugawa bakufu (military tent government) was that the Emperor (long revered as spiritual god-head of the nation, but who allowed the military rule of the Shoguns to be largely autonomous) would be exalted to a new position of visibility and authority.  Although the Imperial ruler was placed in supreme command, the Meiji emperor in actuality remained largely a figurehead, and the actual day-to-day business of rule was conducted by a small “group of young samurai and court nobles who ruled in a congenial manner” (Reischauer 118).  The ruling political elites were focused on rapidly modernizing the nation of Japan as a means to avoid the threat of colonization (Kerbo & McKinstry 48).  Every decision this group made was arrived at both with the authority of the Emperor and guided by the emergent principle of fukoku kyohei - “rich country, strong army” (Gordon 70).
In keeping with the principle of fukoku kyohei, sweeping social and economic changes came in the years following the restoration of the Emperor (1868-1880) in an effort to industrialize and modernize; one of the major changes included the elimination of the feudal class caste system (Gordon 64-7).  The new elites who guided the Emperor’s decisions “behind the scenes” included a clause in the Five Articles Oath of April 8, 1868 that “careers shall be opened to all people equally”, revoked the right of samurai to wear the traditional katana and wakizashi (two swords) (Gordon 65), returned the territories of the daimyo were to control by the Emperor, and universal conscription instantly revoked the long held privilege and status of the military elite class (Reischauer 119-21).

In a move to reduce governmental expenses, the stipends that were paid to the daimyo and samurai after the fall of Tokugawa went through a decade-long decline and were eventually ended (Gordon 64-7).  With the elimination of the feudal classes, former daimyo and samurai were remunerated for the loss of their titles and lands, and many invested the payoffs they received into government-run infrastructure projects and private new businesses and industries.  Several of these former samurai and daimyo thus became the originators of zaibatsu families (Kerbo & McKinstry 49, Reischauer 130-1, Gordon 70-3).


Governmental collaboration with the zaibatsu began in earnest in the 1880s and 1890s.  The ruling political elites were focused on rapidly modernizing the nation of Japan as a means to avoid the threat of colonization (Kerbo and McKinstry 48), and the zaibatsu families came to be a handy ally in this endeavor.  Many scholars conclude that the Meiji government was responsible for the creation of the zaibatsu, since the government facilitated the creation of these conglomerates through collusion, exclusive contracts, and through the failure of state-run enterprises and the subsequent privatization of those failed state industries (Morikawa 283; Kerbo and McKinstry 195).  For example, the Meiji government “granted [zaibatsu families] exclusive rights to certain economic activities, as with Mitsui’s first role as banker to the new government” (Kerbo and McKinstry 49).  While it is debatable whether the Japanese government should be considered responsible for the creation of the zaibatsu, the sponsorship of the zaibatsu by government (through preferential contract bids, special taxation considerations, etc.) certainly contributed significantly to the growth of the zaibatsu in the 1880s and 1890s.

It was during this same period that the Japanese notion of “lifetime employment” came into prominence.  Skilled workers were seen as “a valuable commodity” and so zaibatsu employers were keen to ensure that such workers were happy and were rewarded with increasing levels of pay for years of service (Reischauer 161).  For a rapidly industrializing nation such as Japan, such a system of guaranteed employment made sense at the time, and only in recent years has “lifetime employment” begun to erode as an unofficial social contract between employers and employees.

Zaibatsu member firms exercised monopoly powers, and closely worked with the newly established Meiji government bureaucracy (Morishima 95) which did not see any problem with antitrust matters (Porter, Takeuchi and Sakakibara 28).  Indeed many industrial activities deemed crucial to the development of the nation, such as the development of a national rail system, were only thought to be able to be built by strong, powerful firms with access to vast capital resources.  It was during the 1880’s and 1890’s when the zaibatsu came into real prominence, as the Meiji government was beginning several major development efforts; zaibatsu firms contributed to the national development in a number of key areas, including railways, shipping, shipbuilding, tax collection services, mining, textiles, and several other areas (Gordon 97-8).  With the nation fervently building critical infrastructure, industrial capacity, and growing their military strength, the zaibatsu quickly came to represent a vast portion of the overall Japanese economy, even prior to the First World War.  This era of zaibatsu control over the primary government funding source for critical infrastructure and national defense matters laid the foundation for a long-standing collusive relationship between top zaibatsu managers and top government officials (and later, keiretsu managers and government); the basic nature of this relationship remains a fixture of the Japanese economic system today.

The zaibatsu conglomerates grew tremendously during the First World War by supplying arms and military technology to the fighting powers.  Since much of the manufacturing power of Europe was occupied supporting the war effort, this created a convenient vacuum for a new manufacturing power to emerge, which the zaibatsu of Japan filled (Lonien 7).  Combined with the support and special treatment of zaibatsu cartels by the new Meiji government and the worldwide need for military supplies during World War I, the zaibatsu’s economic power ultimately drove the Japanese military industrial machine in the 1930s toward increasing military spending.

Dismantling of the Zaibatsu

At the close of World War II and the beginning of the American occupation of Japan, public sentiment regarding the causes of the war turned towards the zaibatsu captains.  As the nation lie in ruins from the devastation of war, public opinion moved against zaibatsu business leaders who were perceived to be wartime profiteers who cared little about their country.  Isolated incidences of kidnappings, hostage taking, and even murder took place even before the end of the war, and political discourse in 1945 placed some blame for the continuation of the war beyond what was sensible at the feet of the zaibatsu leadership.  Public sentiment was correct in their assessment of zaibatsu collusion and also outraged over the conditions of economic disparity that the government had allowed to be created; in the years prior to World War II, “just the top 10 zaibatsu families in Japan controlled about 75 percent of all corporate assets” (Kerbo and McKinstry 49).  Many ordinary Japanese hoped that a more equitable system of economic reward for the working classes would be created by the Americans after their defeat in World War II (Kerbo and McKinstry 49).

The head of the Allied Occupation, General George C. MacArthur, acted as the formal mouthpiece for American policy towards Japan throughout the occupation.  Policy makers in Washington were generally of a similar mindset with the Japanese populace at large, and concurred that the collusion between the zaibatsu manufacturing and financial services enterprises served to extend hostilities between the Allied Powers and Japan longer than necessary.  With such significant and growing resentment of the zaibatsu conglomerates, change was inevitable.

One of the clauses in the “Initial Post Surrender Policy for Japan” was “the dissolution of the zaibatsu combines” (Reischauer 232).  Top zaibatsu executives were removed from the companies they worked at, and the majority of the assets of the sogoshosha (central holding companies) were confiscated and turned over to the central government (Morikawa 283; Gordon 384; Kerbo and McKinstry 195; Reischauer 428).  While the dissolution took some time, by 1948 efforts to shut down the family-controlled aspects of the zaibatsu were in earnest; the “Law of the Termination of the Zaibatsu” was passed, and shortly thereafter “the most wealthy 56 zaibatsu families lost almost everything” (Kerbo and McKinstry 50).

“The U.S. Occupation authorities broke up the zaibatsu, blaming them for Japan’s military machine and arguing that [establishing a Japanese] capitalist democracy was impossible with some 25% of the nation’s economic activity concentrated in a few groups” (Anchordoguy 58).

Most of the zaibatsu firms that were left after the dissolution of their sogoshosha were prohibited from using the name of their prior zaibatsu family owners (although after 1949 the laws prohibiting this were relaxed).
The program to eradicate the zaibatsu slowed as Mao’s Communist Party took control of China in 1949 and after the Korean War broke out.  American policymakers saw Japan as acting as a natural bulwark against continued Communist expansion, and so they ended the zaibatsu dissolution program because many thought that the program was beginning to hinder sorely needed economic development in Japan (Kerbo and McKinstry 195; Reischauer 428).

It is important to note that the zaibatsu dissolution program focused on the confiscation of financial assets from the controlling families, but did little to change how business was actually conducted.  The prestige of working for a zaibatsu firm for an employee was a significant attraction for potential workers, and the social relationships between member firms were a strong element that persisted despite the removal of the sogoshosha (Lonien 5-36).  Except for confiscating zaibatsu family-owned assets and removing top management, the dissolution program did not do anything to break up monopolies or change business practices (the zaibatsu dissolution “left the internal affairs of the corporations largely intact”) (Miwa and Ramseyer 73).

Zaibatsu Reborn: The Formation of Keiretsu Business Groups

After 1949, the U.S. Occupation ceased with the zaibatsu dissolution program and instead refocused their efforts on establishing a peaceful democracy in a demilitarized Japan.  U.S. policy in the reconstruction of Japan became more focused on addressing the impending threats from the Communist victory in China (Kerbo and McKinstry 50) and the growing power of the Russian state.  There was a tacit acknowledgement by key policymakers that while the zaibatsu needed to be punished for their contributions to the continuation of the war effort beyond what was prudent, that certain methods, structural arrangements, and patterns of doing business in Japan that the zaibatsu had pioneered simply weren’t going to go away simply because the central family ownership had been removed.  Initially some of the old zaibatsu family names such as Mitsui and Sumitomo were not allowed to be used, and “the managers who used to run these corporations for the zaibatsu families were prohibited form taking up business positions again” (Kerbo and McKinstry 50), but at some point in the late 1940’s to early 1950s, the legislative dictates prohibiting zaibatsu business cartels were relaxed, and the old relationships congealed into the modern-day keiretsu business groups.  Many of the former zaibatsu member firms that were broken up by the zaibatsu dissolution program “restored informal, somewhat clublike relationships with one another” (Reischauer 233), the basis of which would eventually evolve into the shacho-kai councils.

Case Study: Nissan Motor Corporation

A Crown Jewel of Japanese Industry

Nissan Motor Company is one of the oldest automotive manufacturers in Japan, tracing its roots back before the Second World War as far back as 1911 when Masujiro Hashimoto tried to build the first Japanese automobile under the name of Kwaishinsha Motor Car Works.  In its nearly 100-year history, Nissan has become one of the largest automakers in the world, employing over 180,000 people on six continents, and in 2007 reported annual revenues of $83 billion (Nissan Motor Corporation, LTD 1).  Nissan was formally incorporated in 1933 after operating under several other names prior; Kwaishinsha Motor Car Works, the original company founded by Hashimoto, also lead to the formation of the Jitsuyo Jidosha Seizo Company, which later merged with Kwaishinsha to form Dat Jidosha Seizo Company in 1926.  The name “Dat Jidosha Seizo” was partially based on a combination of the first letters of the last names of the engineers that founder Hashimoto recruited to build the first Japanese automobile; the “DAT” vehicle (which was not only a combination of the original engineers last initials but also meant “escaping rabbit” and “running very fast”) was actually a 10-horsepower runabout and was first sold in 1911.  A more complete historical overview of Nissan with details on the company from 1911 to 2005, can be found in Appendix A.

The name “Nissan” is “a contraction of the words nihon sangyo, whose literal meaning is ‘Japanese industry’” (Ghosn, Riès and Cullen 232).  Similarly to its other major Japanese competitors Toyota and Honda, Nissan manufactures passenger automobiles (from coupes and sedans to mini-vans and trucks) in two main lines: its regular Nissan brand and its luxury Infiniti brand, which was launched in 1989.  Currently the vehicles that fall under the Nissan brand include the Versa, Sentra, Altima, Maxima, Z Roadster, Z Coupe, Quest, Rogue, Murano, Xterra, Pathfinder, Armada, Frontier, and Titan, and range in price from the inexpensive $12,710 USD Versa to the $35,500 USD Armada (for a full list and pictures of all current Nissan vehicles, see Appendix F, Fig. 4.1) (Nissan Motors USA).  Vehicles falling under the Infiniti umbrella include the G Coupe, G Sedan, Infiniti M, Infiniti EX, Infiniti FX, and the Infiniti QX, and range in price from the $31,850 USD Infiniti G Sedan to the $52,450 USD Infiniti QX (for a full list and pictures of all current Infiniti vehicles, see Appendix F, Fig. 4.2) (Infiniti USA).  In addition to making automobiles, Nissan also operates a large financing subsidiary called Nissan Financial Services (NFS), through which it offers car loans, car leasing, credit cards, car rental, and car insurance to consumers (Datamonitor 1).
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Figure 3.1: Nissan Motors market breakdown by percentage as of 2007 (data from International Directory of Company Histories, Vol. 92, 2008)

Nissan has had a long and colorful history (see Appendix B for a more complete corporate history), but as recently as 1999 the future of the company was shrouded in doubt.  In the following sections Nissan’s performance problems in the 1990s will be explored in more detail as they relate to the structure of their keiretsu.

Rise To Prominence: The Z Sports Car

Nissan has had a long history of engineering expertise, and this reputation served it particularly well during the launch of the company’s most successful vehicle ever: the Z sports car.
Nissan’s competitive problems began to surface in the late 1960s and early 1970s when it began to lose domestic market share to Toyota.  Already in second place domestically in sales (Ghosn, Riès and Cullen 232), Nissan’s engineers had to come up ith a compelling car to capitalize on the younger market that wanted sleeker, faster cars (Magee 6).  At the time it was still conducting business in the United States under the Datsun brand name, which it continued to do business under until 1980 (see Appendix B).  The bright spot for Nissan during this era was the 1969 launch of the extremely popular and very successful “Fairlady Z” sportscar, which was sold in the United States under the Datsun brand name as the “240Z” (for a picture of the American model 240Z, see Appendix G).

Re-branded the “240Z” for American consumer, the Z was a sleek, fast, exciting sports car that caught the attention of auto enthusiasts everywhere.  The Z represented Nissan’s first major breakthrough success car internationally, although Datsun had been performing well before the launch of the Z (indeed, Nissan was expanding its market share internationally in the 1960s-1970s).  The Z quickly became the fastest selling sports car in history and “sold 500,000 units in fewer than 10 years”, due to the vehicle’s reputation as a superb example of “performance, engineering, and value” (Magee 5).  Variants of the 240Z (260Z, 280Z) were sold from 1969-1978 and brought Nissan critical acclaim and respect for its engineering expertise.  In 1978 Nissan completely overhauled it’s popular Z model and released the 280ZX to the market which sold until 1983, when it was replaced by the third generation version, the 300ZX, which was produced from 1983-2000.  The Z sports car was a critical part of Nissan’s successes during the 1970s and 1980s, but later versions of the Z (the 300ZX in particular) were no longer as compelling to consumers as product offerings from Nissan’s competitors; in 1996 Nissan stopped selling the Z in North America and in 2000 ceased all production of the Z entirely.

While the Z sports car became a staple of Nissan’s automobile lineup starting in 1969, by 1996 Nissan had stopped production of the car overseas and only sold it domestically for another 4 years.  Car enthusiasts tired of the later models’ designs and aesthetics, and competition from European and other Japanese carmakers detracted from the Z’s once irresistible allure.  Nissan ultimately became complacent about the styling and aesthetic concerns as compared to what other manufacturers were offering, and allowed further development and refinement of the Z to cease altogether in 2002.

The end of production on the Z marked the death of a core element in Nissan’s brand image.  By not remaining diligent in the stewardship of the Z, Nissan forfeited its position amongst the elite sports car manufacturers.

Competitive Woes and Performance Problems

With a large multi-national company such as Nissan it is difficult to pinpoint and clearly define all of the attributes and problems that caused it to fail, since many of the failings of the business were different from department-to-department and country-to-country.  However, many of Nissan’s pre-2000 performance problems can be traced back to key management failures in a number of important business areas that extend across business units and national offices.  Many of these failings are linked directly to the structure of Nissan as a member of a keiretsu business group; others are a result of a complacent management team with a lack of clear strategic focus and intent.  The major areas of managerial and structural failings of Nissan before 2000 were cost control, a lack of innovative and differentiated product offerings, and poor communications between business units and departments.
Although Nissan had competitive difficulty squaring off against Toyota domestically in the 1980s, the company made great strides internationally well before Toyota emerged from its domestic cocoon.  The Z helped to cement Nissan’s reputation as a producer of high-quality, high-value vehicles in the international market:

“By 1975 Datsun [Nissan] was the top U.S. vehicle importer and Nissan’s Japanese style of business was well documented – and envied – throughout the world, particularly in the United States where General Motors and Chrysler struggled with antiquated management, too slow to react to the invigorated, fast-moving Japanese, who produced cars with a quality and efficiency unheard of in the United States.” (Magee 5-6)
Although Nissan had branched out internationally before Toyota and earned a reputation for quality, it had a very difficult time competing with Toyota once they branched out beyond Japan.
The 1990s were a very bleak time for Nissan during which the company’s performance gap between it and rival Toyota widened from a rift into a chasm.  During the 1980s Nissan had trailed Toyota slightly, but by 1999 its annual sales “were roughly half of Toyota’s”, and Nissan’s domestic market share had been declining since 1972 (Ghosn, Riès and Cullen 93).

Nissan was officially incorporated in 1933, and so in 2008 it is celebrating 75 years of business, but in 1999 it was on the verge of bankruptcy, having given up the majority of its domestic market share to Toyota and rival Honda, and faced an insurmountable $22 Billion debt that was poised to destroy the company.  A complacent management team allowed the once-great symbolic identity of the company, the Z sports car, to fall in sales volume and chose not to reinvent a new model (Magee 6); changing customers needs and market trends were entirely missed by management, and by the mid 1990s Nissan was about to be supplanted as the number 2 Japanese automaker by volume by Honda (see Appendix C, Fig. 1.1).

Perhaps one of the most crippling aspects of Nissan’s keiretsu structure in the 1990s was their auto parts supplier network; in 1999, Nissan had approximately 1400 different suppliers, all with varying levels of cross-ownership equity stakes.  With so many different suppliers to manage, maintain, and communicate with, Nissan wasn’t getting the benefits of economies of scale in the manufacture of their automotive parts that they would have hoped for.  In fact, Nissan was spending between 15%-20% more for their automotive parts, on average, than the industry standard (Magee 46); by Ghosn’s estimation, this overspending amounted to 20%-25% (Ghosn, Riès and Cullen 105).  Despite having equity stakes in the companies that comprised their keiretsu supplier network, Nissan was actually paying more than its chief competitors were.  Table 2 below shows some highlights from Nissan’s supplier network from fiscal 1998.
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Table 2: copied from (Ikeda and Nakagawa 55)
Even before the situation at Nissan came to a head in 1999, there was already evidence of the weakening of relationships within Nissan’s Fuyo keiretsu business group.  During the major recessionary trends in Japan in the late 1990s coupled with the Asian Currency Crisis of 1997, many of the central banks in various keiretsu firms were under tremendous pressure, and became less able or willing to offer the same levels of assistance that they had historically given to ailing member firms.  In the preface to the book “Shift: Inside Nissan’s Historic Revival”, Philipe Ries outlines how the central bank of Nissan’s keiretsu essentially made things clear that Nissan would not be able to rely on their keiretsu financial partners to aid the flailing automaker (from the preface):

“In all likelihood, Nissan’s fate had been sealed in the fall of 1997, in the midst of a financial panic, when the president of Fuji Bank indicated that he had no intention of flying to the rescue of a securities firm, Yamaichi Securities, even though it was a member of the keiretsu that the Fuyo group had built around the bank.  Nissan also belonged to this group.  Although it was certainly less homogenous than the Mitsubishi, Mitsui, or Sumitomo conglomerates, the companies that constituted the Fuyo keiretsu nevertheless shared a common history and reciprocal obligations.” (Ghosn, Riès and Cullen 232)
As the Japanese economy sank further into recession in the 1990s, other keiretsu business groups were similarly unable to come to the aid of struggling member firms to the same levels that they historically had because all areas of the economy were likewise feeling the economic bind.  With the knowledge that their keiretsu financial partners would not be coming to their aid, Nissan began to seek options outside their keiretsu network.

However, with the security of their keiretsu partners no longer an option, Nissan found the market to be rather hostile in its demands of the company if they were to expect to gain a partnership.  The notion of a buyout or partnership with another Japanese automaker was simply out of the question; Nissan would have to look abroad for a savior.  Ford wasn’t interested in Nissan since it already owned Mazda (a Japanese automaker who competes with Nissan); DaimlerChrysler “demanded a majority interest – greater than 50% - and complete control over management” (Ghosn, Riès and Cullen xiv), which was out of the question for Nissan; but perhaps the least oblique statement on the subject of Nissan as an investment opportunity came from General Motor’s vice-chairman Bob Lutz in 1999:

“When discussing the merits of investing in the near-dead Japanese carmaker with his DaimlerChrysler colleagues, Lutz pulled no punches when he said, ‘perhaps the best way to [invest in Nissan] is to put $5 or $6 billion of gold bullion into a huge container, spray paint the word 'Nissan' on the side, tow it out to into the middle of the Pacific, and dump it overboard.’” (Walsh)
While most of the major automakers from America and Europe either balked at the idea of a merger/partnership with Nissan or wanted a majority stake in the company (something that was entirely unacceptable to Nissan’s board of directors), Nissan found a gentler approach from a (relatively) small French automaker: Renault.

Renault was perhaps the least likely company to come to Nissan’s rescue; it was certainly the smallest company both in terms of annual vehicle production and sales compared to the other companies that had expressed interest in Nissan.  Despite producing far fewer than the analysts’ requisite 4 million annual vehicles in order to survive, Renault had the security “of the significant (44.4%) residual participation of the French government” (Ghosn, Riès and Cullen xii-xiii).  For Renault, a partnership with Nissan made perfect sense, since it saw the path to growth as slicing straight through the heart of Asia, and Renault’s established presence in Europe would bolster Nissan’s sales there.  Philipe Ries details the complementary nature of the merger between Nissan and Renault:

“An examination of the capabilities and strengths of the two companies reveals an equally high degree of synergy.  Nissan’s engineering was still world-class, particularly their engines and transmissions, and as with most Japanese companies, Nissan was a leader in production systems and quality control.  Renault excelled in areas where the Japanese manufacturer was weak: conceptual innovation, original design, purchasing, marketing, brand identity, and financial expertise.” (Ghosn, Riès and Cullen xiii)
Summary of Nissan’s Core Business Problems 1998-1999

· Tremendous debt – US $22 Billion in 1999

· Keiretsu suppliers

· Too many suppliers and keiretsu partners to manage effectively

· Cost benefits of cross-shareholdings and keiretsu relationship deteriorated; paying far too much for automotive parts

· Economies of scale problem – too many suppliers meant that scale benefits were illusory

· Underutilized and expensive production capacity – factory utilization in 1999: 53%

· Lack of innovation in products, sales, marketing, new business lines

· Shacho-kai involvement not effective in motivating Nissan to innovate and offer new, exciting cars to market

· Entrenched system of lifetime employment discouraged shutting down over non-utilized plant and equipment capacity, unable to layoff unnecessary staff

· Poor sales and dealer network domestically

· Complacent management, no sense of urgency

· Inadequate communication between business groups

Nissan & Renault: “A Merger of Equals”

On March 27, 1999, Nissan and Renault announced that the two companies would merge.  Renault would infuse Nissan with $5.4 Billion in much-needed cash, and send over an executive management team to help Nissan restructure their operations and assist in returning Nissan to profitability (Magee 37).  After courting a number of automobile companies, including Daimler-Chrysler, Ford, Mercedes Benz, and others, Nissan was finally most impressed with Renault’s proposal of a “partnership” rather than an outright takeover, as all of the other companies had demanded.  With the Renault-Nissan alliance, Renault took a 36.8% equity stake in Nissan (Magee 41).  Among the leadership team that Renault sent to Nissan were: Carlos Ghosn, who would become the new Chief Operating Officer for Nissan; Patrick Pelata, who would become Executive Vice President in charge of Product Planning and Strategy; and Thierry Moulonguet, who would eventually become Chief Financial Officer of Nissan (Magee 42).
Business problems at Nissan were in no short supply, as Ghosn learned soon after his arrival at the company in Tokyo.  Ghosn found that some of the chief internal reasons for Nissan’s poor performance were a lack of profit-driven focus, a lack of understanding of the customer’s wants and needs, and an overall lack of urgency (Ghosn, Riès and Cullen 98-9).  One shocking fact that Ghosn uncovered was that “of the forty-three different models that Nissan marketed in 1999, only four made money” (Ghosn, Riès and Cullen 98-9).  Ghosn’s research into Nissan’s internal difficulties revealed a severe communications gap between the various business units, and so one of his major initiatives was to form cross-functional teams; groups that would be comprised of employees from all different business units and assembled to solve a particular business problem.  These groups proved to be almost immediately very successful in achieving their aim and paved the way to great improvements in overall communications inside Nissan, as well as accomplishing their different goals (team goals ranged across a wide spectrum, from business growth, to purchase cost reduction, R&D, sales & marketing, manufacturing & logistics, etc.).

After months of research across the company, Ghosn had a clear vision of where Nissan’s core problems were and had developed a strategic plan to address them.  In October 1999 Ghosn presented the “Nissan Revival Plan”, which would start officially in April 2000; he detailed what his analysis had shown him were the causes of Nissan’s problems: “…the failure to concentrate on profit making; the company’s neglect of its customers; its weakness in cross-functional work; the general absence of a sense of urgency; the lack of a common, long-term vision” (Ghosn, Riès and Cullen 117).  The goals of the Nissan Revival Plan were clear and simple, though very ambitious (Ghosn, Riès and Cullen 120-1): 

1) return to profitability by close of fiscal 2000

2) achieve a profit margin in excess of 4.5% of sales by fiscal year 2002

3) achieve a 50% reduction in the current level of debt

A key requirement was for Nissan’s automotive suppliers to reduce their selling costs to Nissan, and to drastically reduce the number of suppliers as well.  In 1999, Nissan had over 1,145 firms producing parts and materials used in Nissan’s vehicles, which was to be reduced to less than 600 by 2002; Nissan also had 6,900 suppliers of equipment and services, which would be reduced to less than 3,400 by 2002 (Ghosn, Riès and Cullen 118).  With “purchases account[ing] for more than 60% of a carmaker’s expenditures” (Ghosn, Riès and Cullen 118), Nissan needed to immediately decrease the amounts they were spending on parts, equipment, and services.

Some of the methods Ghosn proposed to achieve these goals were considered by many in the Japanese press and at Nissan to be drastic, but necessary: reducing previously underutilized production capacity by 30% (factory closings); workforce reduction by 14%; but the biggest was Nissan’s divestiture of nearly all of its keiretsu cross-shareholdings.

While the layoffs, factory closings, and supplier cost reduction requirements were generally acknowledged to be a requirement for Nissan to improve, the severing of long-standing keiretsu relationships was perhaps the biggest shock.  Directly challenging the keiretsu, Ghosn reflected on the nature of these affiliations during his speech announcing the Nissan Revival Plan in 1999:

“Today, Nissan owns stock in 1,394 companies; in more than half of these, Nissan’s holdings exceed 20%.  With the exception of our participation in four companies, none of these holdings is considered indispensable to Nissan’s future.”  The days of our historical, sentimental, and personal bonds between Nissan and its affiliates were over.  “This means that we’re going to divest ourselves of most of our holdings, and our decisions will be based strictly on a cost/benefit analysis.  Our goal is to free up capital currently invested in non-strategic assets and apply it to the core of our business, while at the same time significantly reducing our general indebtedness.”

I had been outraged to discover that Nissan’s ownership share in its Japanese competitor, Fuji Heavy Industries, manufacturers of Subaru vehicles, was roughly equivalent to the capital resources that would have allowed Nissan, years ago, to make improvements in its entry-level vehicle, the Nissan March.  Although this model represented a critical percentage of the company’s market share, the funds necessary to keep it up-to-date had been tied up in one of Nissan’s competitors.  As a result, the March had remained unchanged for more than a decade. (Ghosn, Riès and Cullen 119-20)
Exhibiting their commitment to the Nissan Revival Plan and their full intention to achieving the goals outlined in it, Ghosn said that he and the rest of Nissan’s executive committee that had been formed to revive the company would resign if the goals of the NRP were not met in their entirety exactly as described.

Without having unrestricted insider access, it is difficult to determine exact figures for how much capital Nissan was able to free by divesting their keiretsu firm cross-shareholdings.  What is clear, however, is that without the additional capital from such keiretsu cross-shareholding divestitures, Nissan’s strategic plan would never have been able to be realized; the costs of developing and producing 12 entirely new vehicles, including the development and revival of the fabled “Z” sports car took enormous financial resources (far more than Renault’s cash infusion).  The changes to Nissan’s keiretsu were drastic, but the financial results and the achievement of all of the goals of the Nissan Revival Plan within two years (one year ahead of schedule) are a testament to how much Nissan’s performance had been hindered by unnecessary keiretsu ties.

Changing Keiretsu: Results of Nissan’s Operational Shift

Nissan’s 2002 Annual Report (available online at: http://www.nissan-global.com/EN/DOCUMENT/PDF/AR/2002/ar2002.pdf) showcases the enormous successes the company made in only three short years of operation under the Nissan Revival Plan (NRP) from 1999-2002 and details the successes made in the first year of the Nissan 180 three year business plan (2002-2005).  From the introduction of the 2002 Nissan Annual Report:

“Fiscal year 2002 saw the launch of the NISSAN 180 three-year business plan.  Its result for the first year: operating profit of ¥737 billion, and an industry-leading operating margin of 10.8 percent.  Automotive debt was completely eliminated.  Two of the plan’s main goals were achieved within NISSAN 180’s first year.”
In the letter from the President and CEO Carlos Ghosn in the same 2002 Annual Report, he writes the following about Nissan’s achievements:


The first year of NISSAN 180 is now history.

The results are a matter of public record.  Record-setting revenues, an industry-leading operating margin, the total elimination of net automotive debt at constant accounting standards —these results are significant, certainly, but their achievement is even greater when viewed in the context of Nissan’s revival process.

Considering the state of affairs in 1999, before the Alliance with Renault, Nissan’s financial performance over the past four years is nothing short of remarkable.

Sales revenues have grown by ¥1 trillion.  Aside from recognizing the string of attractive new products that have supported that achievement, it is important to note that our sales have grown in extremely difficult market and economic conditions.  In the United States, particularly, the market was artificially fueled by the combination of high cash discounts and zero percent financing. We have continued to resist that approach.  Our strategy continues to be based more on optimizing profitability than maximizing volumes.

Another key indicator of performance—operating profit—reflects a nine-fold increase, and Nissan’s operating margin now leads the industry at 10.8 percent.  I have said on many occasions that profit gives you important information about your operations.  The lack of profit is like a fever.  When your business is not profitable, that’s a serious signal that something is wrong.  Either the products are not right, or marketing is inefficient, or the cost base is too high—something is wrong. If you ignore a fever, you can get very sick.  If you ignore unprofitability, the situation can only worsen.  So Nissan’s return to significant profitability is a healthy signal.  Our profits tell us that we are doing some things right.

Our consolidated net income of ¥495 billion also reflects a return to normalcy.  After years of low or negative tax rates resulting from prior-year losses, Nissan is returning to a more standard level of tax payments.


The year 2003 will be the first year of normal tax treatment in Japan.  Focusing on total profitability allows us to pay our shareholders competitive dividends, which is a reasonable expectation.  It is also gratifying to realize that Nissan’s share price more than doubled since the start of the Nissan Revival Plan in April 2000, even as the Nikkei stock index has slid 50 percent.  Our three-year dividend policy expresses our confidence in Nissan’s future performance and provides for the tripling of the dividend by the end of NISSAN 180—from ¥8 per share for fiscal year 2001 to ¥24 per share for fiscal year 2004.

Finally, another important measure of progress is debt reduction.  Before the Alliance, Nissan’s net automotive debt was at the level of ¥2.1 trillion.  Today, at constant accounting standards, the debt is gone, and, more importantly, debt elimination will no longer be a constraint that must be taken into account as we manage our business.  We are free to make investment decisions only on their merit, using return on invested capital as a guiding criterion.
[taken from Nissan’s 2002 Annual Report, p. 2-3]

By all measures, the changes instituted at Nissan under the leadership and direction of Carlos Ghosn represented a seismic shift in priorities, focus, strategy, and direction for the company.  Many difficult business decisions were made under Ghosn that would have proven too difficult to take under a Japanese president, such as closing down numerous unproductive plants, laying off nearly 20,000 workers, and severing relationships with keiretsu suppliers and selling off cross-shareholdings for unproductive member firms.  For Nissan, an outsider was needed to enact these changes, which ultimately returned Nissan to profitability and saved it from certain destruction.

The table below shows a comparison of several key financial and business indicators to compare and contrast Nissan’s business performance from 1999 to 2006; as it illustrates, every major indicator has seen tremendous improvement.

	Category
	Fiscal 1999
	Fiscal 2006

	Debt (automotive)
	Approx. US $22 Billion
	( US $0 (completely eliminated)

	Net Sales
	US $56.4 Billion
	( US $88.7 Billion

(+11% increase over 2005)

	Net Income
	loss of US $6.5 Billion
	( US $3.9 Billion

	Operating Income
	US $779 Million
	( US $6.6 Billion

	Vehicles Sold
	2,404,650
	( 3,483,000

	Total Employees
	141,526
	( 186,336

	Estimated Number of Kieretsu Partners (w/ cross-shareholdings)
	1394
	6


While clearly Nissan’s internal management and strategic direction during much of the 1990s were misguided and needed to change, the structure of the keiretsu as Nissan related to it also needed to change to repair Nissan.  Macroeconomic factors weighed heavily on the Fuyo keiretsu business group in the 1990s and ultimately resulted in the central bank and financing arms of the group loosening their ties with other member firms; this fundamental shift meant that Nissan did not have the “security net” of unrestricted access to inexpensive capital from their keiretsu financing partners, and would need to seek financial assistance on the open market.

The two major changes to their keiretsu business group that were made by Nissan were the loosening of ties with the central banks and financing firms, and the reduction and near-elimination of cross-shareholdings within their keiretsu.  The comparatively high prices that Nissan was paying for their automotive parts were brought down to reasonable levels after Nissan divested their shareholdings in the large number of parts suppliers of which Nissan owned sizeable stakes in, and by divesting their holdings in other keiretsu partners that were not essential to Nissan’s normal business operations the company gained significant capital that had previously been inaccessible.

Findings and Conclusions
As an organizational structure, keiretsu business groups have historically succeeded in accomplishing most of their implicit goals; to spread business risk, to profit from cross-ownership holdings in complementary businesses, to prevent foreign direct investment, and to rapidly industrialize the nation as a whole.  As illustrated earlier, Japanese business and government formed an intimate and complementary relationship as far back as the Meiji era, and this method of close workings with business and government helped both distinct groups to achieve their goals.  Government was able to use business to achieve many of their policy aims, and business was able to act as the industrial arm of government in accomplishing those infrastructure buildups and profit from them.  With the zaibatsu business cartels establishing the precedent for how business was conducted in post-Shogunate Japan, keiretsu took over in the aftermath of World War II and merely removed the family ownership element from the equation.

The economic growth and rise of Japan in the 50 years post World War II are a testament to the power, industriousness, efficiency, and might of Japanese business, and keiretsu in particular.  Japan became the model for industrial growth, and quickly also assumed the mantle of impeccable quality in the production of electronics, automobiles, cameras, televisions, and hundreds of other goods.  Keiretsu business groups were a major driving force behind this unprecedented era of economic for Japan, but ultimately the rate of growth was not sustainable in light of increasing global competition from abroad.  Liberalization in global financial markets also made the central banks of keiretsu business groups no longer the only major financiers accessible to Japanese companies, and contributed to the weakening of ties between keiretsu central banks and member firms.

As the Japanese economy stumbled in the 1990s the growing economies in China, India, and other developing nations rose to prominence on the international stage, keiretsu business groups soon found their structure at odds with how much of the rest of the world was conducting business.  Keiretsu business groups have an implicit result of keeping foreign investment out, and also (through government prohibition largely as a result of keiretsu lobbying) restricting foreign imports (through layers and layers of resellers and domestic distribution channels which are difficult to break into, as well as exacting and onerous import standards).  Another inherent tradeoff that keiretsu business groups implicitly make is that they typically exhibit lower levels of profitability as compared to non-keiretsu business groups; this sacrifice is because keiretsu spread and minimize risk amongst group member firms, but the costs involved in spreading this risk through cross-shareholdings is high.


Recent trends in the Japanese economy indicate that other keiretsu business groups are also loosening their formerly close affiliations and levels of keiretsu involvement.  As evidenced in Nissan’s case, the central bank made it clear that they would not be coming to the aid of other ailing member firms, which would include Nissan; this trend of keiretsu central banks loosening their ties and willingness to bail out member firms that are in trouble has continued since the 1990s.  As global financial markets have become increasingly accessible and open, the central banks of Japanese keiretsu business groups are finding it difficult to remain competitive and offer attractive loans to their keiretsu partners.

Nissan’s historical performance problems that began in the 1980s and worsened considerably during the 1990s established this framework to investigate the inefficiencies within keiretsu business groups, and the subsequent changes to Nissan’s keiretsu structure and affiliations (both those made internally by and at Nissan, and those made by Nissan’s keiretsu partners) clearly illustrate the weakening power of keiretsu business groups.  Today Nissan’s performance has improved dramatically from where it was a decade ago, and the future looks bright for the Japanese automaker.  While several of the changes that Nissan made as a result of the Nissan Revival Plan (1999) and the Nissan 180 Plan (2002) did not directly address keiretsu structure, the largest and most significant changes enacted did fundamentally change the nature of the keiretsu.  As the global economy becomes increasingly integrated and competition more intense, keiretsu networks and relationships may wane and change, as evidenced at Nissan.
Suggestions for Further Study

One of the inherent difficulties in a qualitative study such as this one is to assign quantitative values to changes and attributes which are difficult to measure and define, such as the level of managerial oversight and involvement between Nissan and their keiretsu automotive parts suppliers, or the financing discounts offered to keiretsu member firms by the central bank, how tightly integrated Nissan is with other member firms within the keiretsu that do not supply parts to Nissan, and so forth.  Further studies into the performance, relevancy, and power of keiretsu business groups could seek methods to create quantitative models to assign numeric values to these types of typically non-numeric data, and analyze keiretsu member firm’s performance along these lines.

Appendices

Appendix A: Dictionary of Japanese Terms

· bakufu – literally, “military government”, or “tent government” (Gordon 3); generally used to describe the era of unbroken Shoguns which ruled Japan during the Tokugawa era of Japanese history (1600-1868)

· daimyo – samurai elites of the Tokugawa era (sometimes called warlords) under the rule of the Shogun.  They held large parcels of land and had samurai retainers that were in their employ, collected tax revenues from the farming and peasant classes that populated their territories, and were subject to the sankin kotai system of alternate attendance.

· fukoku kyohei – literally, “rich country, strong army” (Gordon 70); a term that describes the guiding ethos of the political and bureaucratic elites of the Meiji era in their drive to rapidly modernize Japan

· Fuyo keiretsu – one of the six major horizontal keiretsu in Japan; Nissan Motor Corporation is a member of this keiretsu.  Other major horizontal keiretsu business groups (see: kigyo shudan) that had been primarily family-owned zaibatsu before World War II include the Mitsui, Mitsubishi, and Sumitomo keiretsu.  There are two other primary 

· kankei gaisha – literally, “subsidiary”, or “relationship company”.  Generally this term is used in the literature to refer to (Anderson 8)
· kanren gaisha – literally, “related company” (Anderson 8).  Related companies generally refer to a company that is part of a keiretsu business group where the parent company holds at least a 20% controlling interest in the related company (but not more than 50%, which would be a kankei gaisha relationship).

· katana – long sword worn by the samurai, carried sheathed at the hip and tucked beneath an obi (belt, often silk); for the warrior class, the katana was believed to hold the soul of it’s owner and was a revered instrument of warfare.  Samurai would wear this and an accompanying short sword, the wakizashi, at all times; non-samurai were not permitted to own or wear the katana and wakizashi
· keiretsu, and keiretsu business group – a business group structure primarily used in Japan since approximately 1949, keirestu (which refers to a member company/firm) are a part of keiretsu business groups.  Today there are six major keiretsu business groups in Japan.  A typical keiretsu business group is comprised of a central bank which acts as the primary financier of many of the groups; when a member firm needs a loan to conduct and grow their business, the central bank is generally the first method of financing and will offer attractive interest rates to member firms.  Each firm within the keiretsu business group holds an equity stake in all of the other member firms to varying levels – this encourages preferential inter-group trading over non-member firms.  Keiretsu also have a social and managerial function as well, with presidents and senior executives from member firms serving on the shacho-kai and offering managerial expertise and assistance to ailing member firms.  Through this dual system of shared ownership and shared managerial expertise and collaboration, keiretsu business groups were highly successful in rapidly industrializing Japan in the aftermath of World War II, but certain keiretsu business groups (horizontally-aligned automotive keiretsu business groups, for example) are no longer well-suited to the new paradigms and hyper-competition that have become the hallmarks of globalization.

· kigyo keiretsu – refers to “a vertical combination with one large company and a number of subsidiaries” (Kikkawa 44).  In general, references in literature to keiretsu generally refer to this type of enterprise business group, of which Toyota motors is a prime example.

· kigyo shudan – literally “enterprise groups” (Porter and Sakakibara 28); generally referring to horizontal keiretsu business groups.  Normally references to “keiretsu” in the literature do not refer to kigyo shudan specifically but to the more general term, kigyo keiretsu (see above).  Nissan Motors is an example of a company that is part of a kigyo shudan business group (the Fuyo keiretsu), whereas Toyota Motors is an example of a company that is part of a kigyo keiretsu.  Other major horizontal keiretsu business groups that had been primarily family-owned zaibatsu before World War II include Mitsui, Mitsubishi, and Sumitomo.  There are two other primary kigyo shudan groups that are bank-centered, and those are the Dai-Ichi Kangyo Bank Group and the Sanwa Group (Tezuka 86)
· sakoku – literally, “isolation and closure of the country” (Morishima 53); describes the state of international relations Japan held with the outside world under the Tokugawa regime

· sankin kotai – system of “alternate attendance” (Gordon 13), or “alternate residence” (Kerbo and McKinstry 11) imposed by the Shoguns of the Tokugawa era of Japan on their daimyo.  Truly a hostage taking system, the Shogun required that the damiyo “attend” and live in the Shogun’s capital city of Kyoto for a year, and then would be free to return to their domain, although the damiyo’s wife, children, and family would be required to remain in the capital city.  This system forced wealthy daimyo into the capital, whereby merchants were enriched through the expenditures and loans of the damiyo.

· shacho-kai – the “President’s Council” in a keiretsu business group; consists of a core group of presidents and senior top management that meet (often monthly) to discuss business issues both of relevance to individual firms and to the collective (Gerlach 83).  The shacho-kai is an integral aspect of a keiretsu business group and serves as a significant means for inter-firm communications and knowledge exchange.
· sogoshosha – the second half of what constituted a zaibatsu conglomerate, the general trading company that was owned by the core family.  The sogoshosha “coordinate[d] all of the export activities of the production manufactured by the [zaibatsu] group and to organize raw material imports, [and] also to assume an intermediate position in international trade by issuing documentary credit” (Lonien 7).

· wakizashi – second short sword worn by samurai warriors (see also “katana”)

· wakon yosai – literally, “Japanese spirit with Western ability [or technology]” (Morishima 52); generally used in the context of explaining the uniquely Japanese model of market capitalism that has developed from the Meiji Era to present day, in that Japan has accepted and embraced Western science and technology to modernize and strengthen the homeland, and 

· wan setto shugi – “one set principle”; a strategic principle most Japanese keiretsu business groups observe “to have a company in each major industry – chemicals, electronics, construction, trade, mining, and so on” (Anchordoguy 59).  Basically a principle of spreading risk amongst keiretsu business groups across several industries, and a means to enable keiretsu firms to buy from each other (for example, Sumitomo bank, which is in the Sumitomo keiretsu, will buy most of its computers from NEC, a keiretsu member firm) (Anchordoguy 59).

· zaibatsu – literally, “financial cliques” (Gordon 97); the industrial and financial predecessor business groups to the modern-day keiretsu.  Zaibatsu were principally family-owned groups of companies that consisted of a set of diversified business firms that were typically “complementary” businesses.

Appendix B: Corporate Historical Timeline of Nissan *

	Month
	Year
	Description

	 
	1911
	Masujiro Hashimoto, an American-trained engineer, founds the Kwaishinsha Motor Car Works. To fulfill his dream of building the first Japanese automobile, Hashimoto contacts Kenjiro Den, Rokuro Auyama, and Keitaro Takeuchi for financial support. Hashimoto names his first car DAT, after his backers' last initials, which also means "escaping rabbit" or "running very fast" in Japanese. The first DAT is sold as a ten-horsepower runabout.

	 
	1918
	Introduces another version of the DAT, the Datson or "son of dat," a two-seater sportscar.

	 
	1919
	Founds Jitsuyo Jidosha Seizo Company.

	 
	1926
	Kwaishinsha Motor Car Works and Jitsuyo Jidosha Seizo Co. merge to form the Dat Jidosha Seizo Co., later known as Nissan Motor Co.

	 
	1931
	Tobata Imaon Co., an automotive parts manufacturer, purchases a controlling interest in the company. Imaon's objective is to mass produce products that will be competitive in quality and price with foreign automobiles.

	 
	1932
	Datson is changed to Datsun, thus associating the car with the ancient Japanese sun symbol. The manufacturing and sales of the Datsun cars are controlled by the Jidosha Seizo Co. established in Yokohama through a joint venture between Nihon Sangyo Co. and Tobata Imaon.

	 
	1933
	Nissan Motor Company is incorporated.

	 
	1934
	The company changes its name to Nissan.

	 
	1935
	The operation of Nissan's first integrated automobile factory begins in Yokohama under the technical guidance of American industrial engineers.  It faces difficulty selling its cars domestically with the presence of  established assembly plants of major U.S. automobile companies in Japan, and internationally with the effects of the Depression in the U.S.

	 
	1941
	Nissan's efforts are directed toward military production, producing trucks as ordered by the Japanese government.

	 
	1945
	After W.W. II, technical assistance contracts are established with foreign firms such as Renault, Hillman, and Willy's-Overland.

	 
	1952
	Nissan contracts a license with the United Kingdom's Austin Motor Co. Ltd. With the aid of Maryland technical assistance and improved steel and parts from Japan, Nissan produces small, efficient cars, which later provide the company with a marketing advantage in the U.S.

	 
	1957
	Nissan markets its cars to the American public, displaying them at the Imported Motor Car Show in Los Angeles, California. At the same time, it works to improve domestic sales. A large percentage of Datsun cars are sold to Japanese taxi companies.

	 
	1958
	Nissan contracts two U.S. distributors, Woolverton Motors of North Hollywood, California, and Chester G. Luby of Forest Hills, New York. It sends two representatives to the U.S. in order to work to increase sales. The representatives, Soichi Kawazoe, former engineer of GM and Ford, and Yutaka Katayama, an advertising and sales promotion executive, recommend that a U.S. subsidiary be formed to market and service Datsuns.

	 
	1960
	Nissan U.S.A. is created, initially with 18 employees, 60 dealers, and a sales total of 1,640 cars and trucks. The success of the Datsun pickup truck encourages the newly established dealerships. During the next decade, assembly plants are built in Mexico and Peru.

	 
	1966
	Nissan merges with Prince Motor Co. Ltd.

	 
	1968
	Datsun passenger cars are in production in Australia.

	 
	1969
	Cumulative vehicle exports reach 1 million units, a result of Nissan's efforts to build automobiles comparable to Maryland cars with engine capacities that can keep up with American traffic. The Datsun 240Z debuts in the American market, and the company begins to receive good reviews from automotive publications in the U.S. The first robotics are installed in Nissan factories to increase production.

	 
	1970
	Japan launches its first satellite on a Nissan rocket.

	 
	1973
	Nissan U.S.A. agrees to abide by a decree issued from the U.S. Department of Justice that prevents Nissan from engaging in such activities as requiring dealers to sell at list prices and enforcing territorial limitations. To overcome problems associated with the oil crisis, Nissan hires Chuck King, a 19-year veteran of the auto industry, to improve management, correct billing errors, and minimize transportation damages.

	 
	1973
	Sales begin to increase with the success of the new Datsun 210 "Honeybee", featuring 41 miles per gallon gas mileage.

	 
	1975
	Nissan's export sales hit $5 million.

	 
	1976
	Begins producing motor boats.

	 
	1980
	Introduces the Datsun 200SX, and the Nissan CUE-X and MID4 prototypes. An aerospace cooperative agreement with Martin Marietta Corp. is concluded. During the decade, Nissan establishes production facilities in Italy, Spain, West Germany, and the United Kingdom; it also builds a pickup truck plant in Tennessee and a research and development center in Michigan. The U.S. name is changed from Datsun to Nissan.

	 
	1989
	Nissan's Infiniti line is introduced to the U.S. market.

	 
	1990
	Nissan acquires Fuji Heavy Industries and the Subaru automaker.

	 
	1991
	Nissan and DDI Corp., a telecommunications company in Japan, establish TU-KA Cellular Tokyo Inc. and TU-KA Kansai Inc. to provide digital mobile telecommunications.

	 
	1993
	Reports a $178 million loss, blamed on slowing domestic sales due to the economic recession in Japan. It is the fifth leading automaker in the world and the second in Japan. The decision by the European Community to impose restrictions on sales of Japanese cars in Europe seriously damages its market share.

	 
	1993
	Nissan president, Yoshifumi Tsuji pursues the U.S. market releasing three new products: the Infiniti J30 sports sedan, the Quest minivan (built by Ford), and the Altima family sedan. With sales in excess of $12 billion, the company employs almost 60,000 people.

	 
	1994
	Nissan issues a recall on 218,000 of its 1993 and 1994 Altima midsize sedans due to a faulty throttle cable that may stick in severely cold weather. It plans to increase purchases of U.S.-made auto parts 75% to 3.4 billion by 1998.

	 
	1995
	Announces that it will close its manufacturing complex in Zama, Japan, in an effort to shift production from Japan to lower-cost countries. The U.S. imposes a "luxury car" tariff on 13 Japanese luxury cars, including Nissan's Infiniti. Nissan is the only Japanese automaker gaining market share in the U.S. for the year.

	 
	1995
	Produces a series of half-hour shows based on its Pathfinder sport-utility vehicle. The show, Pathfinders, stars actress Shari Belafonte, models Cheryl Tiegs and Kim Alexis, and singer Carole King. Announces plans to build a $50-million transmission assembly plant near Decherd, Tennessee, with production slated to begin in the spring of 1998.

	 
	1996
	Yoshikazu Hanawa succeeds Yoshifumi Tsuji as president. The Chinese government approves a plan for Nissan and three partners, including a Chinese-owned truck factory, to build 5,000 pickup trucks in 1996 in Zhengzhou City in central China. Recalls more than one million cars in Japan and the U.S. for faulty engine and seat belt parts that could cause fires.

	 
	1996
	Nissan launches a $200 million TV advertising campaign during the Olympics. The commercials feature a character that is based on Yutaka Katayama, the founder of Nissan Motor Corp. USA.

	 
	1998
	Loss of market share has caused the company to lose money during most of the decade. Compounding its problems is a debt load of $19.4 billion, a burden that costs Nissan $1 billion per year in interest alone.

	 
	1999
	Renault SA pays $5.4 billion for a 36.8% stake in Nissan, and the two companies soon implement a consolidation of their European dealer networks. The company adopts the Nissan Revival Plan, a program designed to improve its financial position by divesting itself of non-core units and streamlining remaining operations.

	 
	1999
	As part of the initiative, Carlos Ghosn --Nissan's new chief operating officer, who earned the nickname "The Cost Killer" during his tenure at Renault-- announces the closure of three plants and the 14% reduction of its workforce by 2002. Ghosn reveals that he expects Nissan to break even by March 2001.

	 
	2000
	Ghosn is appointed president; Yoshikazu Hanawa remains chairman and CEO. The firm announces plans to invest $1 billion to expand its vehicle assembly factory in Tennessee. Nissan arranges for the divestiture of its plastic fuel tank unit, and agrees to sell its 4.13% stake in Fuji Heavy Industries Ltd. to General Motors.

	 
	2001
	Nissan continues its cost cutting measures, bulldozing the last of the three plants scheduled for closure. The firm announces its intent to move production of its Maxima sedan from Japan to the U.S. Sales reach $49.1 billion, while earnings total $2.67 million. Renault announces plans to up its stake in Nissan to 44%; in return, Nissan will gain a 15% stake in Renault.

	 
	2002
	Ghosn puts in place the NISSAN 180 plan, which is scheduled for completion in 2005 and consists of three goals: one million additional vehicles sold, an eight percent profit margin, and zero debt. The firm's 10.8% operating margin positions it as the most profitable of the world's leading automotive manufacturers.

	 
	2003
	Marking the sixth consecutive year of earnings growth, profits jump nearly 50% to $4.1 billion on sales that climb 22% to $57 billion.

	 
	2004
	Nissan acquires the manufacturing operations of Seoudi Group, based in Egypt.

	November
	2004
	Nissan announces plans to target 20- to 25-year-olds with a new compact car costing roughly $12,000. The new vehicle is scheduled for launch in 2007.

	December
	2004
	Insufficient steel supplies prompt the firm to suspend automobile production in Japan. As a result, Nissan's output for the year is reduced by 25,000 vehicles.

	January
	2005
	Via an agreement with Toyota Motor Corp. that grants Nissan rights to use Toyota's hybrid gasoline-electric technology in 100,000 vehicles over a period of five years, the firm announces plans to launch production of a hybrid vehicle by the end of next year.


* reprinted from Notable Corporate Chronologies, Online Edition. Thompson Gale, 2005.

Appendix C: Nissan Passenger Car Production Charts

[image: image4.wmf]
Figure 1.1: Nissan’s annual passenger vehicle production totals as compared to principal Japanese competitors 1993-2007 [15 year period] (data courtesy of Japan Automobile Manufacturers Association, Inc. – JAMA Active Matrix Database System)
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Figure 1.2: Nissan annual passenger vehicle production for export compared to principal Japanese competitors 1993-2007 [15 year period] (data courtesy of Japan Automobile Manufacturers Association, Inc. – JAMA Active Matrix Database System)
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Figure 1.3: Domestic annual Nissan new passenger vehicle registration totals (in Japan) as compared to principal Japanese competitors 1993-2007 [15 year period] (data courtesy of Japan Automobile Manufacturers Association, Inc. – JAMA Active Matrix Database System)
Appendix D: Nissan Motor Corporation Historical Stock Price Charts 1988-2008
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Figure 2.1: Nissan Motors stock price performance on the NASDAQ from 1998-2008 [10 year period] (data courtesy of E*Trade Financial Corp., 4/8/2008)
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Figure 2.2: Nissan Motors stock price performance on the NASDAQ 1988-2008 [20 year period] (data courtesy of E*Trade Financial Corp., 4/8/2008)
Appendix E: Comparison of the Fuyo and Mitsui Keiretsu Business Groups

While very different in terms of keiretsu focus, scale, size, and scope, the Fuyo and Mitsui keiretsu business groups are of a similar nature with regards to the general industries that each group represents, with each covering a very broad spectrum of industries.  There are several reasons why keiretsu business groups (and their zaibatsu predecessors) have engaged in such diverse ranges of businesses.  First, by doing business in a variety of industries, keiretsu business groups spread out the risk inherent in any single industry; this has the generalized effect of lowering relative profitability, but the hope is that this risk diversification will soften the impact of cyclical and seasonal business downturns.  Second, historically many of these industries were chosen on a complementary basis: insurance and finance firms complement the boat and auto manufacturers, just as the cement and construction firms complement the heavy machinery and engineering firms, etc.  Since group members have cross-shareholdings in each other, preferential treatment is given to member firms when making business-to-business purchasing decisions, thereby benefiting the entire group.  Third, the social ties to government and other industry that diverse firms bring can be a significant benefit to the larger keiretsu, for which the joining member firm would experience the benefits of inclusion in the keiretsu (access to cheap capital, expanded trade opportunities with other group members, etc.).

The Fuyo keiretsu business group is much smaller than the larger Mitsui keiretsu business group, in terms of number of large member firms, industries represented, and revenue.  The Fuyo keiretsu traces its roots back to the Yasuda zaibatsu of the Meiji era, from which several companies still exist today that form the financial core of the group (Watkins); these firms have been shaded in light grey in Fig. 3.1 below.  Other companies joined the Fuyo keiretsu from failed zaibatsu; these firms have been shaded in light green in Fig. 3.1 below.  During the 1960s, several other major Japanese corporations joined the Fuyo keiretsu as individual companies; these firms have been shaded with a light rose color in Fig. 3.1 below (Watkins).  The Fuyo keiretsu is generally a horizontally integrated keiretsu business group; no single firm dominates production, revenue, or monopolizes the focus of other member firms (the exception being core auto parts suppliers for Nissan Motor, but there are now a very small relative number of such firms).

	General Keiretsu Type
	Keiretsu Group Name
	Main Bank

	Horizontally Integrated
	Fuyo
	Fuji Bank (until 2000)
Mizuho Bank (2000–present)



	Large Member Firms
	Industries Represented

	Canon
	Aluminum
	musical instruments

	Fuji Bank
	Audio/video products
	oil

	Hitachi
	auto parts
	optics

	Kubota
	ball bearings
	outboard engines

	Marubeni
	banking
	papers

	Matsuya
	beer & spirits
	passenger cars

	Nichirei
	brakes
	photo copiers

	Nippon Cement
	building materials
	precision machinery

	Nippon Oil and Fats
	buses
	prepared foods

	Nissan Motor
	carbon-fiber
	rail

	Nisshin Flour Milling
	cement
	real estate

	Nisshinbo Industries
	chemicals
	retail sales

	NKK
	construction
	shipping

	NSK
	consumer electronics
	software

	Oki Denki
	electronics
	steel

	Ricoh
	electronics
	textiles

	Sapporo Breweries
	fibers
	tools

	Showa Denko
	fire & marine insurance
	trucks

	Showa Line
	heavy machinery
	

	Taisei Construction
	Home appliances
	

	Tobu Railway
	Home insurance
	

	Toho Rayon
	industrial machinery
	

	Tokyo Tatemono
	information technology
	

	Yamaha
	inorganics
	

	Yasuda Fire & Marine
	life insurance
	

	Yasuda Mutual Life
	milling
	

	Yasuda Trust & Banking
	motorcycles
	


Figure 3.1: Overview of Fuyo keiretsu business group, member firms, and industries represented

In comparison to the Fuyo keiretsu business group, Mitsui is much larger in every key area; revenue, number of major firms, number of industries represented, etc.  Additionally, the Mitsui keiretsu business group is a vertically integrated keiretsu business group; the focus, involvement, and general trade levels of member firms is more focused on the “core” business of the main firm (Toyota) than a comparative horizontally integrated keiretsu business group.  That is not to say that Suntory (maker of beer and spirits) helps with the manufacture of Toyota automobiles, but rather that the degree of control that Toyota exerts over its suppliers is far greater and more pervasive than the control that Nissan exerts over its suppliers.  Mitsui was once a very powerful zaibatsu before the end of World War II, but its financial power was significantly diminished after the breakup of the zaibatsu by the U.S. Occupation post-World War II.

	General Keiretsu Type
	Keiretsu Group Name
	
Main Bank


	Vertically Integrated (Toyota is focus)
	Mitsui
	Mitsui Bank (until 1990)

Sakura Bank (1990–2001)

Sumitomo Mitsui Bank (2001–present)



	Large Member Firms
	Industries Represented

	Aichi Steel Works
	air filters
	trucks

	Aisin
	aircraft development
	vehicle assembly

	Denki Kagaku Kogyo
	auto engines
	warehousing

	Fuji Photo Film
	auto parts
	wholesaling

	Hokkaido Collery & Steamships
	auto/home insurance
	

	Ishikawajima-Harima Heavy Industries
	automobile marketing
	

	Japan Steel Works
	beer & spirits
	

	Kanto Auto Works
	building systems
	

	Mitsui Bussan
	buses
	

	Mitsui Construction
	carbon-fiber
	

	Mitsui Eng & Shipping
	cement
	

	Mitsui Fudosan
	chemicals
	

	Mitsui Marine & Fire
	coal
	

	Mitsui Mining
	computers
	

	Mitsui Mututal
	construction
	

	Mitsui Paper Mills
	consumer electronics
	

	Mitsui Petrochemical Industries
	electronics
	

	Mitsui Real Estate
	engineering
	

	Mitsui Toatsu Chemicals
	fibers
	

	Mitsui Trust & Banking
	film
	

	Mitsui Warehouse
	finance
	

	Mitsukoshi
	glass
	

	Nippon Flour Mills
	industrial electronics
	

	Nippondenso
	leasing
	

	Oji Paper
	life insurance
	

	Onada Cement
	life sciences
	

	OSK Lines
	machine tools
	

	Sakura Bank
	machinery & plant
	

	Sanki Engineering
	marine insurance
	

	Suntory
	milling
	

	Toray Industries
	mining
	

	Toshiba
	optics
	

	Towa Real Estate
	paper
	

	Toyoda Boshoku
	passenger cars
	

	Toyoda Gosei
	petrochemicals
	

	Toyoda Loom Works
	real estate
	

	Toyoda Machine Works
	Resin & Rubber Parts
	

	Toyota
	retail sales
	

	Toyota Auto Body
	shipping
	

	Toyota Central R&D Laboratories
	steel
	

	Toyota Tsucho Corporation
	telecommunications
	


Figure 3.2: Overview of Mitsui keiretsu business group, member firms, and industries represented

Appendix F: Nissan & Infiniti’s Main Consumer Vehicle Offerings as of 2008

[image: image1.jpg]



Fig. 4.1: Nissan's 2008 vehicle lineup (data courtesy of http://www.nissanusa.com/see-all-vehicles.html)
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Fig. 4.2: Infiniti’s 2008 vehicle lineup (data courtesy of http://www.infiniti.com/vehicles.html)

Appendix G: The Datsun/Nissan Z

[image: image9.jpg]



Fig. 5.1: 1970 240Z (American version): This is a picture of the Datsun 1970 240Z, the first major “breakthrough” vehicle sold for Nissan internationally (picture courtesy of Wikipedia.org - http://en.wikipedia.org/wiki/Datsun_240Z).
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Fig. 5.2: 2002 Nissan 350Z: In 2002 Nissan began production of its Z line of sports cars again, this version a total, complete redesign of the vehicle (picture courtesy of Wikipedia.org - http://en.wikipedia.org/wiki/Nissan_350Z)
Appendix H: General Structure of Keiretsu Business Groups
This graphic shows a visual representation of how a typical keiretsu business group is structured, and the varying complementary businesses that are a part of the group.  Arrows indicate cross-shareholdings and inter-keiretsu business dealings (arrows could have been drawn between each and every business line, but that would have made the graphic too busy).  At the outside of the graphic are the blue boxes, which represent the various companies that comprise the keiretsu and are complementary in nature (i.e., the automotive keiretsu firm member company will most likely use the transportation company to transport its finished vehicles to markets domestic and overseas, etc.).
At the center of the graphic in the grey shaded oval are the central bank and financial firms that are at the heart of the keiretsu.  The main financial firms and banks serve a variety of roles, from offering preferential interest rates for business loans to keiretsu member firms, to supplying consumer financing for keiretsu business products, and so forth.
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� A Note on Foreign Words


Throughout this paper several Japanese words and phrases are used in context that may be unfamiliar to non-Japanese speaking readers.  The decision to include the Japanese words has been a deliberate one, and was made in a sincere effort to remain as true to the original words and concepts as possible.  Rather than explain the meaning of the words or use English equivalencies (thereby diluting the meaning of the words, concepts, and phrases of the original Japanese), an appendix has been added to the end of this paper that explains the Japanese words.  Please refer to Appendix A: Dictionary of Japanese Terms for an English-alphabetical list of the words and familiarize yourself with it when reading this paper.  Throughout this paper, Japanese words and phrases will be italicized to indicate that their translation and explanation is contained in the appendix.
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