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The Effect of Subsidiaries’ Transaction Structure on Their Performance

Katsuhiro INAMURA

Abstract

This study examines the effect of subsidiaries’ transaction structure on their performance. Based on
transactions cost economics, the merits and the demerits of transactions within Japanese business groups
are discussed and tested. The central proposition is as follows: Transaction within business groups can
reduce the level of uncertainty and transaction costs associated with market transactions. It can also avoid
the diseconomies of scale or control loss which would have occurred if firms had expanded internally and
transacted within themselves. But at the same time, such a close and longtime relationship can decrease
the level of flexibility and autonomy of firms transacting within business groups and then can have a
negative effect on these subsidiaries’ performance. In addition, some Japanese-style management practices
such as smoothing of profits among subsidiaries may affect the performance of each member subsidiary.
Financial data from a total of 464 subsidiaries of 5 Japanese consumer electronics companies are
statistically examined. The results show that purchasing from the parent firm or other member
subsidiaries increases the level of efficiency and decreases the volatility of each subsidiary’s profitabili-
ty. In éontrast, selling to the parent or other member subsidiaries decreases the level of efficiency.
Key words: Japanese business group , Subsidiaries’ performance , Transactions cost economics , Purchas-
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