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Communitarian Capitalism: 
A 'Market' Model for China? 

DOUGLAS N. ROSS 

A China in transition marks a hopeful beginning to the twenty-first 
century. If China succeeds in its simultaneous move from 
developing to industrializing country and from command economy 
to 'market-orientated socialist economy', then one-quarter of the 
world's population may look forward to economic betterment. 
Countries are shedding economic systems underpinned by heavy 
government intervention because these have failed to deliver 
growth and a better life for their populations (Yergin and Stanislaw, 
1998). Faced with global competitive forces, market-orientated 
socialism attempts to optimize two very different goals: first, the 
transformation of domestic, state-owned firms into global, 
competitive firms; and second, the protection of the functions of 

' 

the state-owned firms - such as the provision of social services 
(Spence, 1990; Starr, 1997; Westland, 1998). To achieve the goals, 
Deng Xiaoping set out two basic principles: first, reforms should 
promote rapid economic growth and not weaken the party's 
control of the political system; second, everything else is negotiable 
(Starr,1997). 

North's (1990) hypothesis is germane. Institutions, constrained 
by economic scarcity, create opportunities in a society. 
eZrganixtKns t~~ iiiiiezeptiT t a k e  a d v Z t a g e o f  those 
opportunities, which in turn alters the institutions themselves. 
Some such process is underway in China. The operative question, 
however, is: Which institutional 'model' of capitalism seems the 
most suitable to encourage China's economic growth, within the 
constraining principles? 

As capitalist regimes - American-style 'individualistic', European 
. ' statist' and Japanese-style 'communitarian' - of the global triad 
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contend for dominance in the emerging world economic order, 
China is emerging as a critical battleground. Perhaps that charac- 
terization understates the importance and distinctiveness of Asian 
regimes - in particular, Chinese family business of Hong Kong and 
Taiwan, chaebol conglomerates of South Korea and the keiretsu and 
kigyo shudan corporate groupings of Japan. This study examines 
the utility of the Japanese model for China's transition to 'market- 
orientated socialism'. 

Many scholars, looking to Japan for guides, have focused on the 
transfer of Japanese management techniques to China (Ma, 1997; 
Wong and Tjosvold, 1998); Japanese business strategy in China 
(Ritchie, 1997); similarities of Japanese, US and Chinese 
'conglomerates' (Chou, 1997); and the viability of Japanese 
corporate governance itself (Bostock and Stoney, 1997). This 
contribution focuses on the applicability to China of the eomplex, 
enormously successful, but recently troubled Japanese-modd of 
industrial capitalism. The first section very briefly explains the 
Japanese model; the second assesses the feasibility of the Japanese 
approach to China's transformation. The concluding ~ection 
addresses some of its implications for China and foreign firms. 

. IL 
U N D E R S T A N D I N G  THE JAPANESE CAPITALI$T,MQDEL 

I ' -1 , f; 

Japanese communitarian capitalism operates oa w~*, levels: 
macro-level relationships between national guvw%pmn.g and 
between the Japanese government and h s i n e ~ j ,  -0- or 
intermediate level relationships among and wi*, ccarporate 
groupings and between business groups and thq g o ~ s ~ m g  a d  
micro-level relationships between a firm and its corpb;~ggouping 
and between the firm, its industry and the J a p m w i  ent. 
Figure 1 illustrates these levels of Japanese industrial, 

At the macro level, a government 'roof' proyi~~,&mestic  
markets with some measure of protection froq ,!htqmpgp&tive 
incursions of foreigners. Macro-level decis 
orientated government planning to establish 
(Ouchi, 1984). Second, private-sector corp 
together through the zaikai to establish 
compete through their member firms. 
industry advisory councils and the zaikai (b 
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F I G U R E  1 
JAPANESE I N D U S T R I A L  S T R U C T U R E  

I Government Ministries and Agencies I 

\Corporate Groupings vis-a-vis Government I 

I Large Firms I 
as the Federation of Employers or the Keidanren), interacts to 
develop agreement upon, and then coordinate the implementation 
of, national policies. This interface gives government great 
flexibility to utilize fine-tuning measures to help specific industries 

, while not impairing overall competitiveness (Okimoto, 1989). The 
Japan model presupposes relatively independent interests apart 
from government. It also provides big business with a very large say 
in government policy. In other words, Japanese policies, practices 
and institutions are the way they are because the various Japanese 
interests, particularly big business, want them that way. 

At work here is not the familiar notion of cooperation between 
government and business; rather there are 'reciprocal relations'. 
For example, the Japan Fair Trade Commission (JFTC) may pursue 
antitrust measures with some flexibility so as to  prevent 
'overcompetition' in the domestic market. Thus, producer cartels 
may be formed since Japan's economy favours the 'producer' not 
the 'consumer'(Thurow, 1992). Government builds an industrial 
policy by a type of national 'ringi' system - consensual decision 
making - wherein 'the government is the captain and the Zaikai 
[big business] the compass of the ship' (Yanaga, 1968: 34). When 
national priorities are at stake, MITI (the Ministry of International 
Trade and Industry) may encourage firms to seek efficiencies 
beyond their corporate groupings. For example, the world's largest 
steelmaker, New Japan Steel, sells its output to a dozen trading 
companies. In turn, the trading companies may assist in acquiring 
iron ore for New Japan, in selling steel, or in selling steel products 
such as ships domestically and internationally. Abroad, MITI 
promotes open markets and free trade. 



The Critical, Unique Intermediate Level 
At the intermediate level, individual firms often group themselves 
into 'alliances' (Gerlach, 1992; Gomes-Casseres, 1996; Dunning, 
1997). Popularly known as keiretsu (but usually more properly 
called kigyo shudan) they are a blend of political-financial, 
strategically coordinated, bank-related, industrially linked and 
intermarket relationships (Ross, 1991). They form both an 
institutional bridge between government and business, and a 
philosophical, strategic and structural context for the Japanese 
firm. Corporate groupings compete fiercely domestically, yet can 
also cooperate fully in attacking foreign markets. They represent a 
stable yet continuously evolving set of political and business 
structures and relationships which provide member companies with 
the support to vigorously pursue international market 
opportunities. This intermediate institution is the hallmark of 
Japanese-style capitalism. 

An integral part of a corporate grouping is its trading company. 
Most have offices and long-standing connections in China. The 
largest six sogo shosha (trading companies) with assets in excess of 
$50 billion, both connect their keiretsu members to the global 
market and bring market opportunities to their keiretsu. These 
relationships serve to 'internalize' many intermediate product and 
labor markets and tie foreign countries and companies into 
Japanese corporate grouping networks. A trading company's 
distinctive competence lies in its matching of buyers and sellers of 
diverse products and the playing of many different roles (Yoshino 
and Lifson, 1986). For example, Mitsui & Co. helped develop 
Japan's cotton spinning industry by, first, procuring foreign 
spinning technology and machinery. As domestic cotton supplies 
were depleted it found stable foreign sources and then stimulated 
the weaving industry by buying the products for distribution at 
home and abroad. Seldom do the sogo shosha engage in one-time 
transactions; more usually they prefer multi-stage involvement in 
vertically integrated commodity systems and in such products as 
textiles, steel, metals, chemicals and food. Often, ancillary services 
such as financing are provided. 

At the micro level, a kaisha's (large firm) vertical corporate 
grouping (keiretsu) may be linked to an inter-industry, horizontal 
kigyo shudan. The keiretsu system serves as an enabling context for 
firm strategy. For example, core group banks provide stable sources 
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of long term capital for expansion and continuous upgrading of 
skills, technology and equipment. Group trading companies may 
support sales and marketing. Further, members support group 
member firms as they move to attack foreign markets. To what 
extent is the Japanese model compatible with changing Chinese 
economic, social and political environments? 

ASSESSING T H E  ADAPTABILITY O F  T H E  JAPANESE 
M O D E L  T O  C H I N A  

Much discussion of market economies seems to be premised on the 
notion that they are similar. Yet the variety of successful forms 
suggests that there are a variety of ways for institutions to adapt to 
business environments. In order to analyse the 'fit' between 
Japanese approach and Chinese circumstances, we illustrate 
North's hypothesis with examples from political-economic and 
socio-cultural institutions. The aim is to develop more appropriate 
policy and strategy responses for both government and business 
leaders. 

Political-economic Institutions and Environment 
An institutional link between freedom of economic choice and 
freedom of political choice has yet to be forged in China. Chinese 
leaders are walking a tightrope. To one side lies stasis, as falling 
back on the old planning system could simply add new layers to the 
ranks of intermediaries; to the other lies turmoil. Party and military 
elites and families jockey for position as they work out their roles 
in a market economy while China struggles to build a post-Marxian 
rationale for individual political and property rights. Now, 
however, there exists a clear alternative capitalist structure that may 
provide some balance, and it is one with which China's leaders 
have great familiarity. 

Much Japanese experience is relevant to China. Soon after the 
Second World War Japan saw the need to: utilize industrial policy 
measures to get resources to critical areas; abolish many economic 
controls and liberalize trade and capital flows; develop a base for 
competition; create a market for corporate stock ownership and 
improve managerial skills; convert military industries to civilian 
uses; encourage capital formation in business, for example through 
generous depreciation allowances; enhance industrial technology 
































