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1. Firm Organizations Truly Matter!: Evolution of Modern Corporations
Companies successively evolve adaptively to changing environments
surrounding them. The survival of the fittest principle in Darwinism applies
exactly equally to the corporate world. Only the most efficient species or
organizations survive the market game.
In particular, management and organizational change are the key to
corporate change in the evolutionary process. As a firm grows, its
organizational form also should be transformed to meet a correspondingly
growing management burden.
“The real question is how ought the firm to be organized as it continue to grow
in size and complexity. … That a simple scaling up of the unitary form
enterprise experiences problems that are greatly mitigated by a shift to the
“multidivisional structure” illustrates the proposition that “the system can
not be derived from the parts: the system in an independent framework in
which the parts are placed” – which is to say once again that internal
organizations matters.” (Williamson, 1975, p. 132)
Looking back at the business history of advanced nations, firms have
invented and chosen innumerably diverse types of organizational forms,
such as the unitary form (U-form), multidivisional form (M-form), internal
spin-off company system (company system), strategic business unit system
(SBU system), holding company system (H-system), conglomerate form (Cform), etc. The choice of optimal organizational form depends not only
on external variables like the environment, including institutions and
economic development stage, but also on internal variables such as the size
of firms, their growth stage, and their management complexity.

2. What is holding company system?
A holding company system is said to be the solution to optimal choice of
organizations. Its merits and demerits are well documented in many
studies especially in management, business strategy, and economics. 1
Given the freedom to choose a organizational form, the fact that we can
easily observe holding companies in most of advanced countries is the very
manifestation of holding company structure’s superiority and popularity.
Generally, its structure consists of a controlling parent company and a
group of its subsidiaries. Often, some duplications of the generic mode
make the structure of holding companies more complex. In general, there
1

See Chandler’s Strategy and Structure (1966) and Williamson’s Markets and
Hierarchies (1979) and Economic Institutions of Capitalism (1985) for the
literature review.
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exist two types of holding company. One is a pure holding company (PHC)
and the other an operating holding company (OHC).
Pure Holding Company: its primary business is to invest in other
companies.
Operating Holding Company: it does its own business and at the same
time owns and controls its group of subsidiaries.
Operating holding companies are ubiquitous in most countries and the
typical form of large companies and their groups of subsidiaries. Any
company registered as a legal person is equally treated as a natural person in
corporate law. Companies are allowed to be a party to any transaction, and
they are allowed to invest in other companies, thus becoming corporate
shareholder. Usually, most of the big companies buy and own other firms’
equity for investment or control purposes.
On the other hand, a pure holding company is a shell company that has
only a planning and coordination division inside. Business activities are
taking place only in its affiliated operating companies.
Unlike operating holding companies, pure holding companies have been
disallowed by regulatory authorities in some nations. For example, in South
Korea and Japan, holding companies in their pure form have been illegal for
fear of economic power concentration. Government authorities are
concerned about the likely effects of self-multiplication of subsidiaries.
Recently, however, these countries have lifted some bottlenecks regarding
holding companies. As a result, they can authorize the establishment of
pure-form holding companies if some requirement conditions are met.

3. What are the Merits of Holding Companies?
A holding company structure is very similar to the multidivisional form of
organization (M-form) and its Japanese hybrid, the internal company system.
As such, holding company structures and M-form structures share common
advantages in many respects.
Separation of strategic and operating decisions
In pure H-companies, top management can separate strategic decision from
operating decisions. It can be freed from the load of operating decisions and
instead focus only on important and strategic decisions. The situation is
comparable to that of operating holding companies since, in the latter, top
management must be deeply involved in trivial operating-related decisionmaking as well as strategic ones.
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More specifically, diverse sources of advantages can be obtained from
holding companies just as from M-form organizations whose noticeable
feature is the separation of strategic and operating decisions. The following
M-form advantages can be claimed for holding company structures, as well.
(Williamson’s Markets and Hierarchies, 1970, p. 120-121).
The responsibility of operating decisions is assigned to (essentially selfcontained) operating divisions or quasi-firms
The elite staff attached to the general office performs both advisory and
auditing functions. Both have the effect of securing greater control over
operating division behavior.
The general office is principally concerned with strategic decisions
involving planning, appraisal, and control, including the allocation of
resources among the (competing) operating divisions.
The separation of the general office from operations provide general
office executives with the psychological commitment to be concerned
with the overall performance of the organization rather than become
absorbed in the affairs of the functional parts.
The whole is greater (more effective, more efficient) than the sum of the
parts. The resulting structure displays both rationality and synergy
Fundamental change in managers’ behaviors
In pure holding companies, managers in divisions may become presidents
(CEO) of independent spin-off companies. Accordingly, behavior and
attitude of managers as president can be qualitatively transformed. In
many Asian nations, not a few large companies, especially familycontrolled corporations are severely concerned about the problem of the
succession of management to the next generation.
By adopting H-company form, corporations are able to successfully
separate the management (and the control) from the ownership, which is a
typical primary feature of the open company system in capitalist economy.
Focus on corporate governance
The difference between managers and presidents can be found in questions
such as “Do they care about shareholders?” and “Are they concerned about
the costs of capital invested?” In the period of rapid growth, sales, market
shares and profits are in effect used in equal terms. It is natural that
managers do not need to consider shareholder value and capital costs so
seriously.
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However, in economies where capital market are highly developed and
economic growth enter into a mature stage, the pursuit of capital efficiency,
represented by ROE (Return on Equity), is unavoidable. The system of
pure holding companies comes about as a solution to the need of taking
into account corporate governance and efficiency in capital investment,
Of course, an internal company system or a multidivisional organization
serves this purpose, too. But there are instances in which the pure-type
holding company can be more efficient than these other organizations in
maximizing shareholders’ profits.
Easiness in labor and wage management and keeping-up of corporate
culture
Under the present regulations of corporate law, a subsidiary is legally able
to make its own decisions with less interference from its parent company.
But when the subsidiary is merged into its parent company, it must be
faced with some difficulty. For example, if the compensation package of a
subsidiary is better than that of its parent company, much resistance comes
about in the negotiation process.
In most cases of M&As, two different systems of the acquiring form and
the acquired firm have to be synthesized into a single system. This effort in
the newly merged entity is often found to be a formidable task. For this
reason, it is very often that strategic M&A transactions turn out to be
failures.
On the contrary, however, when a holding company system is being
employed, this problem is much less severe than in other organizational
restructuring including M&As. Each operating unit as an independent
authority can make its own decisions, such as wage contracts, without any
interference from the headquarters of its controlling company.
For preserving the cultural uniqueness of each company, a holding
company system is better than others. When being merged by another
company, an acquired company and its employees experience instability
and unrest. Often, core manpower, the most valuable asset in knowledgeintensive industries, leaves the company and nothing but a shell remains.
In a holding company system, it is a lot easier to preserve the cultural
character of a company than in any other type of organization.
Entry into new business areas
When entering into a new business area, the utilization of existing
resources is the first element to consider. In fact, new business areas are
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said to become more successfully established if they are closer to their
current domain of business. But experience from the present domain can be
a binding constraint that hinders a firm from venturing into new business
opportunities.
In a holding company system, however, there is no constraint inside the
organization, such as experiences or know-how variables. It is free to
search and choose new areas for investment. As specialists on investment
and business portfolios at headquarters are accumulating more experiences,
it becomes a lot easier to enter and exit the business, creating new business
portfolios.
Separation of risk
Risk taking is limited to the amount of investment in operating subsidiaries
by a holding company. On the contrary, divisional or internal company
systems have to assume unlimited risk burdens since each division or
internal company is connected to the whole company. The profits and
losses of each division can not be separated from those of others. Hence, it
can be said that holding company structures are less exposed to risk than
any other organizational forms.
Just like a pure holding company, an operating holding company is also
considered as being separated in its risk from its subsidiaries. In effect,
however, the parent company takes the risk, which is transferred from its
subsidiary, since debt guarantee and internal trades make the parent and
its subsidiaries deeply interconnected. In this sense, the effect of risk
separation is greater in a pure holding company than in an operating
holding company.
Optimal size attainment
In a multidivisional structure, the most frequently asked question is: “How
to determine the optimal size of the division.” The strategic business unit
(SBU) which was originally invented by the Boston Consulting Group
(BCG) is a concept created to tackle the problem. Even applying the logic, it
is still difficult to decide on the optimal size.
In principle, divisions can be split to a narrower level as long as
management accounting allows it. But excessive divisionalization itself
causes a number of intrinsic problems. The responsibilities for operations
and profits are mixed and can not be clearly distinguished each other.
Matrix system and SBU organization are often chosen as solutions to such
problems frequently encountered in divisional systems. But these devices
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are not satisfactory and holding company structures are clearly better
alternatives under some conditions.
Easy reorganization
Generally speaking, organizational restructuring can be more easily
achieved when it is undertaken inside an organization. If business
portfolios do not change, then reorganizations are easier in divisional
system or internal company system than in holding company structures.
The holding company structure lack clearly in this respect.
If business portfolio do change, however, the evaluation can be reversed. In
readjusting its business portfolio, for example, it cost a lot less for a holding
company to shed its nonprofitable subsidiaries than for a divisional
company to cut off its nonperforming divisions. In easiness in reshaping
business portfolios, holding company has clearly advantages than any
other organization.
In fact, there are some firms that actively and frequently restructure their
organization, and at the same time other firms that maintain their business
units for above 10 years. The type of organization is usually selected
according to firms’ preference.
Freedom in cash flow
A disadvantage of holding company and spin-off of subsidiaries is a lower
degree of freedom in cash flow. In contrast, divisional systems or internal
company systems can have more cash flow flexibility since, inside a firm,
cash can be freely transferred and reallocated among divisions or internal
companies without legal restrictions.
For example, a major goal of product portfolio management (PPM) is to
reallocate profits from mature and lucrative businesses to new ones in
rapidly growing and promising area. In other words, the profits from cash
cow industries are injected into new areas of star businesses.
In general, the after-tax profits earned by operating companies are
revenues for their parent company. It can be possible for a subsidiary A to
invest in or make loans to a new business B. However, in this case, the
parent company does not have any direct financial relationship with the
company B. In this regard, a problem of control loss arises in adopting a
holding company structure.
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4.

Regulations on Holding Companies
Public regulations on holding companies are different from country to
country. In most countries, holding company structure is not disallowed
and, in particular, operating holding companies are easily found in many
countries. On the other hand, a pure form of holding company system has
some legal restrictions in some countries, especially in Japan and South
Korea. Recently, however, these countries are undergoing revolutionary
revisions in fair trade laws.
United States
In the United States, the multidivisional system is more widely adopted
than the holding company system. Most companies with m-form structure
do their own business. So it can be said that they are closer to an operating
holding company style. In corporate laws and antitrust laws, there does not
exist any ruling prohibiting holding companies. If they do not raise any
worries about competition in the market, mergers and acquisitions are
never interfered with and interrupted by antitrust agencies.
It is particularly in the banking sector that pure type holding companies
are often formed. It is claimed that the main reason for holding company to
be preferred in the banking sector is to avoid a regulatory constraint that
bans the expansion of banking businesses into other states.
European Countries
Pure holding companies can be general form of organizations in European
countries. The popularity of holding company structures has deep roots in
the long history of capitalism. A majority of European companies have
expanded their business boundaries to far-reaching regions of the world
(America, Europe, and Asia, etc.) and, as a result, the system of bank
holding companies is a natural outcome of their efforts for organizational
readjustment.
In France and Germany, the holding company style shares the same degree
of popularity. Legal and institutional structures on holding companies
resemble each other. Particularly, in Germany, operating holding
companies and divisional structure are in fashion.
South Korea
Pure-form holding companies are not allowed by the fair trade act in
South Korea. The purpose of the prohibition is to control the economic
power of Chaebols that account for a large portion of the national economy.
The Korean government makes an exception for the establishment of
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holding companies by foreigners. This exception aims to promote foreign
direct investment (FDI) in Korea. A general pattern of foreign direct
investment is that foreign investors first establish a pure holding company
locally and then invest in its subsidiaries.
Recently, the Korean government has declared that it will lift the
prohibition to keep pace with global trends of deregulation. It is revising
fair trade laws to liberalize the establishment of pure holding companies.
At present, the most common form of organization in large groups is still
the operating holding company. The chaebol subsidiaries are firmly
interconnected through cross shareholding. Some of the core companies act
as cash cows and inject money into the group. In the near future, pure
holding company structures will emerge as powerful restructuring tools
and also contribute to enhance the transparency of the business groups’
management.
Japan
There exist two countries, South Korea and Japan that have legally
prohibited the establishment of pure holding companies. Japan has a long
history of having banned pure holding company structures. The zaiibatsu
(business group) in Japan is similar to the chaebol in South Korea with
respect to cross share-holding and group management.
Its size and economic influence are known to dominate a large part of the
national economy. Moreover, Japanese business groups are organized as a
nexus of units, interconnected through cross share-holding and intersubsidiary trade.
To compete with foreign companies in the market, starting in 1998, the
government has abandoned its prohibition rules in the Fair Trade Act and
has given more freedom to choose organizational forms to Japanese and
Japan-located foreign firms.
After a string of serious studies on the effect of holding company systems
by several ministries, the Japanese government concluded that the holding
company prohibition clause had been a contributing factor to the declining
competitiveness of Japanese companies in world markets. This new view
on holding company systems has lead the government to finally abandon
the rules prohibiting them.
As those rules are lifted, many business groups in Japan start to overhaul
and restructure their organization and governance structure. In particular,
the holding company style and its variants are being considered as a
dominant form of big business organization.
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In the near future, organizational fashions popular in western countries
such as America and Europe will be mimicked and diffused over to
Japanese business groups.

5. Holding Company Cases
America
America is one of the nations in which the holding companies develop in
complex form and are popular in both the industrial and financial sectors.
The history of holding company organizations tells us that Baltimore and
Ohio Railroad Company (1883) and New Jersey Standard Oil (1899) were
the first generation of holding companies in America. Since then, the
holding company structure was increasingly adopted and became a
dominant type of organization.
Among the 29 major M&As that took place during the period 1900-1903, 17
took the form of holding companies. During the 1920s, the multi-layering of
holding company structures started to appear. In particular, in late 1936, 39
companies (8.2%) among 475 in major industries turned out to be pure
holding companies and 301 (63.4%) were operating holding companies. In
total, 71.6 % of firms were adopting holding company structures.
In this respect, we can conclude that a structure of operating holding
companies has been a primary form of organization in the industrial sector.
For example, GE, GM, and IBM all are known as operating holding
companies.
Other areas where the structure of holding companies is omnipresent are
public utilities and the banking sector. The Public Utility Holding
Company Act applies to any holding company in the gas and electricity
sector. In addition, these companies must be enrolled in SEC (Securities
and Exchange Commission).
The banking sector is another area where holding company organizations
are highly developed. In the early stages, especially in the 1920s, holding
companies were used to get away with the MacFadden Act (1927) banning
banks from expanding their business across state borders. A holding
company structure could enable banks to expand their business around the
nation through running state-based subsidiary banks. Before the enactment
of Bank Holding Company Act, the number of bank holding companies
went up and down repeatedly.
Since 1956, when the Bank Holding Company Act was enacted, any bank
holding company had to obtain an authorization from the FRB (Federal
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Reserve Board). Under the act, any company is defined as a holding
company if it owns more than 25% of the bank’s voting shares. The number
of bank holding companies was just 47 and their share of deposits
accounted 7.6% of the total. However, the number of holding companies
has rapidly increased since then.
As of 1989, the number has increased to 6,444 and the number of their
subsidiary banks to 8864, which is 70% of the total 12,688 banks. Their asset
size is about 3 trillion dollars and 92% of total bank assets. As of 1994, 74%
of banks and 93% of total loans are controlled by holding companies. In
fact, it can be said that most large banks are adopting the holding company
structure.
In particular, the Glass·
Steagal Act also has motivated banks to choose the
holding company structure. According to the Act, commercial bank
business must be separated from investment bank business (securities
business). In this respect, regulatory reasons as well as economic and
efficiency reasons are said to be responsible for the popularity of the
holding company structure in the banking sector in America.
Citicorp (before merging with Travelers Group), J.P. Morgan & Co.
Incorporated and BANKAMERICA CORPORATION are all typical
holding companies.
In the industrial sector, pure holding company structures are not difficult
to find. An example in manufacturing industry is found in Dover
Corporation. Four intermediate holding companies, such as DIVERSIFIED,
INDUSTRIES, RESOURCES and TECHNOLOGIES are under its control.
Each intermediate holding company again controls dozens of subsidiaries
located in several countries.
Europe
In Germany, holding companies were the representative form of big
business organizations. After World War I, the holding company system
experienced a remarkable continuous expansion. In 1920, 1,967 firms
turned out to be holding companies out of a total of 12,392 firms. Also, of
total capital worth 20,354 million dollars, 13,242 million dollars was capital
from holding companies.
After the War, holding company system continued to grow. For example,
Thyssen AG runs 190 related subsidiaries in fields such as steel, special
steel, industrial products, and automobile parts. Siemens (SiemenseSchuckertwerke AG) has under its umbrella 17 domestic subsidiaries, 45

12

foreign-based subsidiaries and many production and sales subsidiaries in
127 nations.
In particular, Daimler-Benz AG was most famous as a holding company. In
1926, Daimler-Motorengesellschaft and Benz & Cie Rheinrische
Gasmotorentabrik were merged. In 1989, the largest business group in
Germany reorganized itself to become one holding company, Daimuler
Benz, and its 4 major companies, Mercedes-Benz, AEG, Deutche Aerospace,
and Daimler-Benz Interservices. Recently, Daimler-Benz AG has merged
with Chrysler in order to overcome its ling-run financial distress.
In Holland, Royal Dutch Petroleum is the best known holding company. In
England, Shell Transport & Trading Co., p.l.c. and Glaxo Holdings p.l.c. are
holding companies of the Glaxo Group Ltd. Peugeot S.A. in France is also a
holding company, and is the third largest auto-maker in Europe.
Other major holding companies are ASEA AB and BBC Brown Boveri Ltd.
Those companies are the holding companies of ABB (Asea Brown Boveri
Ltd.). The group, which is famous for the relatively small size of
headquarters and matrix organization, is one of the major producers of
heavy industrial products, controlling about 1000 firms and 210 thousand
employees in 45 areas of business.
Japan
One of the peculiarities of Japanese corporate organizations is keiretsu, or
zaibatsu system. The biggest and best-known keiretsus are the Big Six:
Mitsui Group, Mitsubishi Group, Sumitomo Group, Fuyo Group, Sanwa
Group and Dai-Ichi Kangyo Group (DKB).
These business groups can be said to be de facto operating holding
companies. Affiliates of each group are financially connected through cross
shareholding and inter-subsidiary trade. With few exceptions, each large
keiretsu has high rates of cross-shareholding ratio (roughly, Mitsubishi: 35
percent; Mitsui: 19 percent; Sumitomo: 27 percent; Fuyo: 15 percent; Sanwa:
16 percent; DKB: 12 percent).
Japan has maintained a firm stance on the monitoring of the so-called
aggregate concentration of the economy. The government has been
concerned about the possibility that a pyramid-like creation of subsidiaries
could result from successive subsidiary-to-subsidiary investment.
Recently, however, in order to push for deregulation and improve the
international competitiveness of Japanese firms, the government has lifted
some bottlenecks, helping the establishment of pure holding companies.
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Nowadays, there is a consensus between companies and policy makers that
a holding company structure is just one of many organizational choices,
and restrictions on organizational choice would just shrink the
opportunities available to firms. To compete with foreign companies, it is
necessary for government to give its domestic companies at least equal
surroundings, not more favorable ones.
Keeping pace with the liberalization trend, many Japanese companies are
considering shifting to a holding company structure. For example, Toshiba
is pushing for an organizational overhaul. Its main strategy would be to
redesign its organization along a holding company style.
South Korea
Korean chaebols are operating holding companies. The Big Five among
them are Hyundai Group, Samsung Group, Daewoo Group, LG Group,
and SK Group. The other chaebols are conspicuously distinguished from
this group in size and in the degree of influence on the national economy.
In Korea, pure holding companies were prohibited just as in Japan. The
concern about concentration of economic power in the hands of a small
number of families led the Korean government to enact the strong Fair
Trade Act. However, the government has changed its policy position on
holding company structures. While legalizing pure holding companies, the
government keeps on monitoring some possible side effects. A list of
conditions must be fulfilled for a business group to establish a new pure
holding company.
Debt-to-equity ratio of holding companies, for example, must be below 100
percent. In addition, a sub-subsidiary structure (or grandson subsidiary) is
not allowed. At present, it seems to be infeasible for large Chaebols to
transform their operating holding company structure into a pure one. It is
mainly because the current requirement conditions are too strict to comply
with and also because other legal changes such as tax and labor-relating
laws have not been arranged in accordance with the Fair Trade Act
revision.

6. How to Shift to a Holding Company Structure?
Two patterns of shift to a holding company system can be classified. One is
to decompose a homogeneous group and newly establish a holding
company structure. And the other is to compose a heterogeneous group of
companies under a holding company’s control.
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decomposition of homogeneous group
Loosely connected companies under the name of a group resolve
themselves to be reorganized as a holding company structure. In the near
future, shifts to a holding company are expected to occur more often in
Japan and South Korea than elsewhere, where many business groups
already exist.
composition of heterogeneous group
Through the establishment of a holding company, two or more independent
companies are subject to a common ownership and control. In this way, a
holding company structure is employed as a vehicle through which
merging and acquisition are successfully carried out. In particular, when
remaining separate is preferred to becoming a single merged company,
M&A can be achieved through a newly established holding company.
Many techniques are available in practice to establish a holding company
structure. In particular, the methods such as take-off, equity swap, and
equity transfer are frequently used in practice.

7. Public Policy Issues
Antitrust issues
Most important in relation to holding companies are antitrust issues.2 First,
there is the possibility that conglomerates are prone to engage in what are
thought to be anti-competitive practices. Charges of reciprocity and of
predatory cross-subsidization are commonly lodged against holding
companies. An assessment of the consequences of reciprocity (I buy from
you if you buy from me) is uncertain: it may be an unfair sales technique,
but it may also be an indirect way of evading an oligopolistic price
structure.
Second, a diversified company may impair competition by lessening the
threat of potential competition or giving rise to a condition of
conglomerate-like interdependence between subsidiaries. With respect to
competition respect, a condition of mutual interdependence is likely to
develop among them, as a result of their multimarket contacts. This may
result in an attenuation of price competition. But such objection does not
seem to be firmly grounded in empirical evidence. This kind of objection is
more pertinent to conglomerate where all divisions are inside a firm than
2

Antitrust discussions for holding companies here are mainly from
Williamson’s Markets and Hierarchies (pp. 163-171, 1983), which originally
discuss antitrust issues on conglomerate structures.
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to holding company structures where each division is a separate company,
and cash flow can not easily be transferred cross firms.
Potential argument is that prospective entrants into an industry should be
barred from acquiring a large firm already in the industry if, but for such
acquisitions, smaller firms in the industry would be acquired and
subsequently expanded, or de novo entry would occur instead. The removal
of the likely potential entrant from the edge of the market, by permitting it
to make larger acquisition, relieves the threat of entry and, arguably,
impairs competition. But the de novo entry would not occur or to acquire
smaller firms instead a large firm would not be feasible. For example, the
management of the small firm may lack the financial resources and may be
poorly suited to make the transition to self-growth, if not triggered by
outside forces like M&As.
Finally, very large holding companies may pose social and political issues.
Support for antitrust rests less on a consensus among economists as to its
efficiency enhancing properties than it does on a political and moral
judgement that power in an economy should be diffused. Antitrust policies
based on aggregate concentration are
If holding company were so large, then this may or may not cause a
problem of social welfare loss. The most general but important guideline
for public policy is that competition process in the market should be
strongly maintained and fostered. If serious entry barriers do not exist, the
market will drive out any monopolization efforts.
Most countries have antitrust laws to monitor or watch such anticompetitive or unfair practices. They keep an eye on trades of big
businesses to watch if illegal practices occur. Except Japan and South Korea,
pure holding companies are not restricted legally. Instead, their activities
are being watched if violating antitrust laws.
It seems that the size of the business itself does not cause any economic
problems. Pure holding companies are a popular form of big business
organization. In America, the holding company structure, so popular in the
banking sector, does not generate any serious antitrust problems. Also, in
Europe, major industrial groups are omnipresent as holding companies.
The size and the organization of a holding company structure are
contributing factors to the improvement of leading companies’
international competitiveness.
Experiences in western nations illustrate that the holding company
structure is not per se illegal and that it should be evaluated in terms of
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social cost-benefits analysis. There is no reason to disallow a holding
company if the economic benefits are greater than costs.
Other issues
The exact boundary of holding companies and their subsidiaries is not easy
to delineate. Usually if more than half of a company’s voting shares are
owned by another company, then that company is defined as a subsidiary
of the firm investing. This concept is effectively used in defining
subsidiaries of a pure holding company in Japan’s Fair Trade Act.
On the other hand, the concept of de facto control may be adopted to define
subsidiaries. If a company is under de facto control by another company, it
can be included as a subsidiary (member) of the controlling company. This
concept is the one used to designate member units of chaebols in Korea.
Normally, the 30 largest business groups and their units are subject to
some regulatory restrictions such as prohibition of cross debt guarantee
and mutual share interlocking, and some financial limitation.
Usually, in the pure holding company system, tax must not be charged
twice. If corporate taxes are charged to both operating companies and their
holding company, the problem of so called double counting will arise. Such
tax system would increase the costs of holding company structures higher
than other organizational forms.
Accordingly, incentives to reorganize a company efficiently must be
significantly reduced. A principle of tax neutrality should be preserved no
matter what organizational form is taken.

8. Conclusion: Power Creation from Organizational Innovations
A particular organizational form is said to be a solution to the problem of
organizational optimization. Without any legal limit, company
organizations take an evolutionary path to be the fittest animal in the
surrounding environment.
Looking back at advanced countries’ business history, we have witnessed
that leading companies came up with a number of organizational
innovations, or breakthroughs, so as to overcome obstacles they were faced
with. The Multi-divisional structure, the holding company structure and
other types of internal organizations are the outcomes of corporate efforts
to adapt to endlessly changing environments. Modern corporations can
still expect a great improvement in the degree of competitiveness from
organizational restructuring.
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Regulation
Regulation on
on Holding
Holding Company
Company

•Prohibition of establishing a pure-type holding company

Japan
Korea

•Prohibition of establishing a pure-type holding company
•pure H-company is termed as a firm more than 50% of whose asset value is
invested for the control of other firms

USA

•No regulations in antirust laws on holding company
•some regulations by individual laws in banking industries and public utilities

Germany

•No regulation on holding company

EU

•No regulation on holding company

Regulation
Regulation on
on Mergers
Mergers &
& Acquisition
Acquisition

Japan

•Limit of total equity holding by a large-size company to control other companies
•prohibition of limit of competition-constraining (or unfair M&A) and its advance
notification system (Fair Trade Act)

South Korea

•Prohibition of inter-subsidiary cross-share holding in case of the 30th largest groups
•prohibition of competition-constraining (or unfair) equity holding and acquisitions
•limit of some M&A and its advance notification requirement (Fair Trade Act )

USA

•Limit of M&As and equity holding which may reduce competition (Clayton Act)
•prior notification of large-size M&As (Hart-Scott-Rodino Act)

Germany

•Prohibition of M&As which may exercise or fortify market power
•M&A allowed only if efficiency effect is proven to be greater than social costs.e

EU

•Large size M&As are subject to MCR review (EU Merger Control Regulation)

Table 1 : Holding Company Regulations of Foreign countries
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Figure 1 : Relationship between Company Size and Company Power
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Figure 2 : U-Form and M-Form Oganization
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Figure 3 : Divisional System & Internal Company System
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Figure 4 : Operating Holding Company vs. Pure Holding Company

Holding Company
J.P. Morgan & Co. Incorporated

Morgan Guaranty Trust Company
of New York

Intermediate Holding Company
Morgan Guaranty International Finance Corporation

J.P. Morgan Investment Management Inc.

J.P. Morgan Community Development Corporation

J.P. Morgan Ventures Corporation

J.P. Morgan Futures Inc.

Intermediate Holding Company

J.P. Morgan Securities Inc.

J.P. Morgan Securities Holding Inc.

Intermediate
Holding Company

J.P. Morgan Delaware

J.P. Morgan Holding Inc.

J.P. Morgan Capital
Corporation

Intermediate
Holding Company
J.P. Morgan Overseas
Capital Corporation

J.P. Morgan Investment Corporation

J.P. Morgan Services Inc.

Figure 5 : J.P. Morgan & Co. Incorporated

Holding Company

Citibank, N.A.

Citicorp

Intermediate Holding Company
Citibank Overseas Investment
Corporation

Intermediate Holding Company
Citicorp Holding, Inc.

Citibank

Intermediate Holding Company
Citicorp Banking Corporation

Citicorp Securities, Inc

Figure 6 : Citicorp

BANKAMERICA
CORPORATION
The Corporation, through its
network of subsidiaries,
provides banking and other
financial services throughout
the United States and in
selected international markets.

Bank of America Trust and Savings Association
(Bank of America)
•becoming a subsidiary in 1969

Bank of America Illionois
(BAI)
•becoming a subsidiary in 1994
•headquarter in Chicago, Illinois

Bank of America NW, National Association
(BANW)
•becoming a subsidiary in 1983
• the largest commercial bank in Washington based on total
assets at September 30, 1996

Figure 7 : Bankamerica Corporation
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Figure 8 : Dover Corporation
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Figure 9 : Recent Acquisition of Dover Corporation

Holding Company
Daimler-Benz AG

Mercedes-Benz

Dornie

Allgemeine Elektrizitaets
Gesellschaft

MTU
Motoren und
Turbinene Union
GmbH

Deutsche Aerospace

Daimler-Benz
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Figure 10 : Daimler-Benz AG
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Royal Dutch Petroleum Co.

The “Shell” Transport & Trading Co. p.l.c
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Holding Company

Holding Company

Shell Petroleum NV

Shell Petroleum Ltd.

Shell International Petroleum
Shell International Chemical

Royal Dutch / Shell Group

Figure 11 : Royal Dutch / Shell Group

Holding Company (Open Company)
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ASEA AB

BBC Brown Boveri Ltd.

50%

50%

ABB Asea Brown Boveri Ltd.
Established in 1988

ABB Group
# of subsidiaries: about 1,000
# of Business area: 45
# of Business Sector: 5

Figure 12 : ABB Group
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Figure 13 : Mitsubishi & Mitsui Group
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a) Method of take-off (shift to a holding company by spin-off of divisions)
Company A
Business B

Business C

Company A (shift to a pure holding company by spin-off)
Business D

Investment in kind
New Company B

b) Method of take-off (to induce merger effect)
Shareholders of
Shareholders of
Company A
Company B
Company A

Company B

Shareholders of
Company A

Shareholders of
Company B

Company A

Company B

New Company C

Shareholders of
Company A

New Company D

Shareholders of
Company B

In merging,
Shift to a pure holding company through shareholders of
merging of company B by company A company B can
tax-free equity
(Company A continues to exist)
swap with those of
company A.
New Company C

New Company D

Investment in kind
New Company C

New Company D

c) Method of equity swap (shifting an existing company to a pure holding company together with take-off method, )
Shareholders of
Company A

Shareholders of
Company B

Shareholders of
Company A

Company A

Company B

Company A
(shift to a pure holding company)
Investment in kind

Shareholder of
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Shareholders of
company B make
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Company C

Company D

d) Method of equity transfer (establishment of pure holding company as a perfect parent company )
Shareholders of
Company A
Shareholder of
Company A

Shareholder of
Company B

Company A

Company B

* Nomura Research Institute.
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Shareholders of
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pure holding company C
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company B are
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company C and
vice versa

Company B

Figure 14 : Methods of Establishment of Pure Holding Companies
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Figure 15 : Power of Organizational Restructuring

