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          CHAPTER 28 

 CHANGE AND C ONTINUIT Y 
IN EAST ASIAN BUSINESS 

SYSTEMS    

    RICHARD WHITLEY         

 Introduction 

   The international success of fi rms from Japan, and later South Korea, Taiwan, and else-
where in Pacifi c-Asia in the 1960s and 1970s encouraged considerable academic and 
journalistic interest in the distinctive features of these companies and the socio-political 
environment in which they became competitive (e.g.   Amsden 1989  ;   Calder 1993  ;   Wade 
1990  ). A central part of the post-war environment in which these fi rms became success-
ful was the strong ‘developmental state’ (  Johnson 1982  ;   Weiss 2010  ;   Wu 2007  ) that coor-
dinated and oft en directed investments and strategic choices in diff erent technologies, 
industries, and markets. Th e role of the state in guiding socio-economic development has 
been crucial in structuring the kind of market economy and dominant fi rms that became 
established in Asian societies over the past half-century or so. However, relationships 
between political elites, senior civil servants in diff erent part of the state bureaucracy, and 
major economic interest groups have varied greatly between Asian countries and over 
time, as have state policies towards steering industrialization and later development. 

 Th ese diff erences have had signifi cant infl uence on the prevailing patterns of eco-
nomic coordination and control, or business systems, dominating Asian economies in 
the fi rst three decades aft er 1945 and subsequent changes. Because the state has been so 
important in structuring the nature of dominant business systems in diff erent national 
territories, especially in its strong developmental form, the comparative analysis of eco-
nomic organization has tended to focus on national, rather than intra-national regional 
or sectoral, similarities and diff erences. 

 Th is was particularly so during the heyday of the Bretton Woods System (BWS) for 
managing international fi nancial fl ows and imbalances, when national economies were 
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more insulated from each other and governed by predominantly national institutions 
refl ecting the choices of powerful, nationally organized groups. Consequently, many 
key institutions governing the constitution and behaviour of economic actors, includ-
ing property-rights regimes and the organization of capital and labour markets, were 
nationally specifi c and variable between countries. Hence, the governance of leading 
companies, their dominant strategic goals and how they pursued these diff ered consid-
erably between nationally distinct institutional regimes, thus generating diff erent kinds 
of economic organization at national level. Most of the diverse systems of economic 
coordination and control established in the post-war period did so within nation states. 

 However, in practice, the homogenizing impact of national institutions has dif-
fered between countries and varied over time. Currently dominant ways of organizing 
economic activities in any given jurisdiction can be transformed through both inter-
nal confl icts and external pressures. In particular, the collapse of the BWS in the early 
1970s, subsequent deregulation of many national capital markets, and expansion of the 
visible hand of managerial coordination and control across national borders through 
foreign direct investment by multinational companies have arguably reduced national 
specifi cities. 

 Th e national distinctiveness and homogeneity of post-war Asian business systems 
are, then, contingent and changeable. It is particularly in countries most successful in 
pursuing strong developmental policies that we might expect shift s in the dominant 
forms of economic organization, as successful fi rms attempt to increase their autonomy, 
and infl uential interest groups become more diverse and assertive. Th is is especially 
likely where an authoritarian state undergoes substantial democratization, as in South 
Korea (henceforth Korea) and Taiwan. Th e very success of these policies in generating 
or at least strongly contributing to high economic growth and the development of inter-
nationally competitive companies is likely to change the conditions that enabled them, 
as well as changes in the external political environment, reducing the viability of pro-
tectionist policies and autarchic economic strategies, as   Gray (2011)   has emphasized in 
Taiwan. 

 In this article, I  explore the changing connections between dominant institutions 
and business systems through a comparative analysis of how signifi cant institutional 
changes in Japan, Korea, and Taiwan and their environments have been associated with 
shift s in some characteristics of their nationally dominant business systems. While some 
changes could be considered complementary in the sense of reinforcing the impact of 
key institutions on leading fi rms and market structures, others have had mixed conse-
quences for established patterns of economic organization. Initially, I summarize the 
characteristics of the East Asian business systems dominating these economies in the 
high-growth periods in terms of concepts developed previously (  Whitley 1992  ,   1999  ), 
before comparing key institutional factors that helped to generate and reproduce them. 
In the following section I outline major changes in some of these institutional features 
aft er the collapse of the BWS and oil-price shocks of 1973 and 1979. In the fi nal section, 
I consider how these changes seem to have altered the national homogeneity and domi-
nance of these business systems and led to signifi cant shift s in some characteristics.     
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 Post-War East Asian Business Systems 

   In  Table  28.1  , I contrast the eight major characteristics of the post-war business systems 
that became established in Japan, Korea, and Taiwan (  Fields 1995  ;   Gerlach 1992  ;   Orrù, 
Biggart, and Hamilton 1997  ;    Shin and Hamilton 2013   ;   Whitley 1992  ). Th ese summarize 
the prevalent patterns of coordination and control of economic activities that the strong 
complementarities of the major national institutions governing economic relationships 
and actions helped to ensure dominated each national political economy (  Whitley 2005  ).      

 Considering fi rst the degree of ownership-based coordination and control of 
economic activities, a major contrast between these three countries concerns the 

    Table 28.1    Characteristics of dominant post-war business systems in East Asia   

 Dominant Business System Characteristics  Japan  South Korea  Taiwan 

 Ownership-based coordination and control       

 Owner-manager relationships  Committed  Direct  Direct 

 Vertical integration of dominant 

private fi rms 

 Medium  High  Low 

 Horizontal integration by dominant 

fi rms 

 Medium, but 

mostly in related 

industries 

 High  High 

 Alliance-based coordination and control       

 Vertical alliance integration  Considerable  Low  Limited to 

short-term 

connections except 

for centre-satellite 

networks in some 

industries 

 Horizontal alliance integration  Considerable  Low  Limited to 

short-term 

partnerships 

 Competitor collaboration  Considerable  Low  Limited, 

predominantly 

short term 

 Organizational integration and commitment       

 Employer-employee commitment  High for male 

workers in large 

fi rms 

 Limited, 

except for 

college-educated 

staff in large 

fi rms 

 Limited 

 Delegation to, and involvement in 

problem-solving of, the bulk of the 

regular workforce 

 Considerable  Low  Low 
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involvement and control of investors in the management and strategic direction of dom-
inant fi rms. As numerous analyses have attested, their role has been much less direct and 
decisive in Japan than in Korea and Taiwan, where owning families tend to dominate top 
management positions and decision-making (see, e.g.   Aoki and Dore 1994  ;   Fields 1995  ; 
  Kim 1997  ;   Orrù, Biggart, and Hamilton 1997  ). In many large Japanese companies, signif-
icant shareholdings were oft en owned by committed fi nancial institutions and friendly 
members of the same business groups, who functioned more as business partners shar-
ing risks, knowledge, and senior personnel than as strategic decision-makers or remote 
portfolio investors (   Witt 2013a   ). In contrast, most Korean and Taiwanese companies 
were established and run as family enterprises dominated by the founding family, even 
when its own direct shareholding fell below 50 per cent. 

 Th e extent to which leading private companies owned their supply chains and inte-
grated forward into distribution and retailing activities also diff ered considerably. Large 
Japanese fi rms sometimes integrated backwards, but usually preferred in the post-war 
period to hold less than 50 per cent, and oft en under 30 per cent, of suppliers’ shares, to 
conserve capital outlays and save on personnel costs and commitments. Wholly owned 
vertical integration in Japan thus tended to be lower than in the USA amongst compa-
rable fi rms, and considerably less than that common amongst the Korean  chaebol , par-
ticularly in the heavy and chemical-industry sectors (  Kim 1997  ;   Fields 1995  ). In contrast, 
most private Taiwanese companies and business groups exhibited relatively limited 
degrees of vertical integration, especially in more capital-intensive industries, not least 
because of the state/KMT dominance of the upstream sectors (  Hamilton and Kao 1990  ; 
  Fields 1995  ;   Hsieh 2011  ;   Orrù, Biggart, and Hamilton 1997  ). 

 Ownership-based horizontal coordination and control varied considerably, with rel-
atively few Japanese companies operating as highly diversifi ed conglomerates, in con-
trast to Korea’s  chaebol , which were highly diversifi ed across unrelated industries (   Witt 
2013b   ). Taiwanese family businesses also tended to diversify, especially those forming 
business groups, although these operated more as sets of related enterprises than wholly 
owned and centrally managed integrated fi rms like the  chaebol  (  Fields 1995  :66–67). 

 As the title of   Gerlach’s (1992)   book about the post-war Japanese economy,  Alliance 
Capitalism , suggests, economic coordination through alliances between legally inde-
pendent fi rms was a major, if not defi ning, feature of its dominant business system. Both 
vertically and horizontally, companies were enmeshed in wide-ranging networks of obli-
gations and mutual assistance, from long-term customer-supplier connections to large 
ex- zaibatsu  inter-market groups tied to large banks, and the oft en state-encouraged col-
laborations between competing fi rms to develop new technologies, manage declining 
demand in recessions, and deal with foreign competitors (  Lincoln and Gerlach 2004  ). 
Th e Korean  chaebol , in contrast, adopted a largely adversarial approach to suppliers and 
preferred to buy innovative SMEs rather than develop long-term obligational links to 
them. Company alliances have rarely been long lived in Korea. 

 While Taiwanese family fi rms oft en develop partnerships for new ventures, these tend 
to be fairly narrowly focused on particular activities and based on personal commit-
ments rather than long-term organizational alliances (  Fields 1995  ,   2012  ). Coordination 
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through inter-fi rm networks may have been greater in Taiwan than Korea up to the 
1980s, but partnerships were more changeable and project specifi c than in Japan (   Lee 
and Hsiao 2013   ). As Numazaki suggests (  2000  :159), ‘Chinese partnership tends to be 
temporary in nature. Th is implies the temporary nature of family trade . . . a Chinese 
partnership is a coalition of autonomous entrepreneurs.’ Economic activities, then, 
are quite highly coordinated through networks between fi rms in Japan and Taiwan, 
but these networks are more specifi c, changeable, and tied to personal relationships in 
Taiwan than in Japan. 

 Patterns of authoritative coordination and control of work activities also varied sig-
nifi cantly between major fi rms in these countries. While the popular view of Japan’s 
lifetime employment may have been overstated, the extent of mutual dependence and 
long-term commitments between employers and regular—usually male—employees in 
larger companies was clearly considerable, and oft en included manual workers in a pro-
cess described as ‘white-collarization’ (  Dore 1973  ;   Koike 1987  ). Even smaller fi rms rec-
ognized the importance of maintaining skilled-worker commitment to organizational 
success, as in the Sakaki township machine-tool industry (  Friedman 1988  ). 

 In contrast, employment commitments were much weaker in most Korean and 
Taiwanese enterprises, particularly for manual workers, although college-educated 
 chaebol  employees could reasonably expect long-term careers in these fast-growing 
conglomerates (  Bae 1987  ;   Janelli 1993  ;   Kim 1992  ). Such expectations tended to be limited 
in Taiwan, not least because of the common preference for running one’s own business 
on what   Shieh (1992)   has termed ‘Boss Island’ (  Numazaki 1997  ). Long-term commit-
ments tended to be restricted to family members, or employees who had established 
family-like ties to the owning family (  Hamilton and Kao 1990  ;    Lee and Hsiao 2013   ). 

 Allied to these diff erences was considerable variation in the degree of delegation 
of control over task performance and organization, and the extent to which staff  were 
expected to contribute to problem-solving and organizational improvements. As numer-
ous scholars have suggested, such involvement was considerable in many Japanese com-
panies, and in particular the role of middle-management in developing initiatives was an 
important feature of decision-making (  Fruin 1992  ;   Fujimoto 1999  ;   Rohlen 1974  ). 

 Such delegation and openness to suggestions from subordinates seem to have been 
much lower in Korea and Taiwan, where staff  were expected to follow orders and antici-
pate supervisors’ wishes (  Janelli 1993  ;   Kim 1992  ;   Silin 1976  ). Management styles tended 
to be more authoritarian than participative, and rarely invited independent contribu-
tions. Strategic decision-making in particular was reserved to the owning family, and 
oft en to the individual patriarch, with little initiative expected of senior and middle 
management. 

 Th ese considerable diff erences between the key characteristics of the dominant 
post-war business systems of Japan, Korea, and Taiwan highlight the diversity of ways in 
which market economies can be organized while experiencing high economic growth. 
Th is diversity resulted from signifi cant diff erences in the nature of the societal institu-
tions governing economic activities in the product, capital, and labour markets, as well 
as in the actions of the dominant domestic political-economic coalitions and major 
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surrounding powers during the early post-war period. Th ese institutions and coalitions 
were nationally distinct and relatively homogenous across sectors and regions within 
each society, thus encouraging the establishment of nationally distinctive business sys-
tems for several decades aft er the war. 

 I now turn to a summary of their key features that help to explain the diversity of 
dominant post-war business systems in East Asia, before considering changes in some 
that may have aff ected the national dominance of these systems and their major charac-
teristics in recent years.     

 Institutional Differences in Post-War 
Japan, Korea, and Taiwan 

   Th e key institutions aff ecting business-system characteristics can be summarized under 
four main headings: the state, the fi nancial system, the labour system, and those insti-
tutions governing trust and authority relationships (  Whitley 1999 ,  2007  ). Th eir major 
features in these three societies before and during their high-growth period are listed in 
 Table  28.2  .      

 For much of the post-war period, the role of the state can be characterized as devel-
opmentalist in all three countries, with respect to:  a) its relative autonomy from 
socio-economic interest groups, b) the cohesion and integration of political and bureau-
cratic elites, and c) their overwhelming commitment to achieving rapid economic 
growth (  Evans 1995  ;   Johnson 1982  ;   Wu 2007  ). However, the extent of state dominance 
of the economic system, risk-sharing with private companies, and active promotion of 
particular sectors and fi rms diff ered considerably. In very broad terms, Japan’s post-war 
democratic developmental state was less dominant and less directly involved in the 
direction of enterprises than its Korean counterpart aft er the 1961 military coup, as well 
as being more infl uenced by business associations in determining and implementing 
socio-economic policies. In general, the state here promoted its developmental policies 
more through reciprocal consent with major companies than through direct instruction 
(  Calder 1993  ;   Samuels 1987  ;   Whitley 1992  ). 

 As elsewhere, a key instrument of the Japanese development state was its control of 
the fi nancial system, especially during the high-growth period. Th e main bank system 
dominated corporate fi nance and governance until the 1980s and was managed by the 
Ministry of Finance and other parts of the bureaucracy to provide ample investment 
funding for growing companies and to support new developments (  Aoki and Patrick 
1994  ). Strong segmentation of fi nancial markets, restriction of the corporate-bond mar-
ket, and control over branch banking enabled the state to exercise considerable power 
over the major banks and the fl ow of credit to companies. 

 Th e critical role of major banks in fi nancing expansion during the high-growth 
period and institutionalization of the main bank system as the central component of 
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632   RICHARD WHITLEY

    Table 28.2    Dominant institutions affecting post-war business systems in 
East Asia   

   Japan  Korea  Taiwan 

  The State        

 State cohesion and 

autonomy 

 Considerable  High  High 

 Dominant state-private 

coalitions 

 ‘Iron triangle’ of LDP 

leaders, bureaucratic 

elite, big business elite 

 Military-backed 

political elite, 

bureaucratic elite 

(especially EPB) and 

 chaebol  

 KMT dominated political 

and bureaucratic 

elites, SOEs and a few 

Taiwanese businesses 

 State commitment to 

economic growth 

 High  High  High 

 State promotion of 

particular industries 

 Considerable  High, including 

favoured fi rms 

 Medium, but limited 

for most Taiwanese 

companies 

 Strength of 

intermediary 

organizations 

 Considerable  Low  Low 

 Financial System       

 State ownership 

of banks 

 Low  High  High 

 State regulation and 

segmentation of 

fi nancial markets 

 High  High  High 

 Firm dependence on 

bank fi nance 

 High  High  Low for most Taiwanese 

fi rms 

 Labour system       

 State regulation of 

employment 

conditions 

 Considerable  High for larger fi rms  High, but not strongly 

enforced in SME sector 

 Strength of labour 

unions 

 Considerable in 

late 1940s, reduced 

thereafter 

 Low  Low 

 Authority and trust 

relations 

      

 Prevalent authority 

patterns 

 Paternalist  Patriarchal  Patriarchal 

 Level of trust between 

strangers and in formal 

institutions 

 Considerable  Low  Low 
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post-war corporate governance meant they became locked into the fate of their large 
customers and committed to their success (  Aoki and Patrick 1994  ). Th ese close bank–
fi rm connections inhibited radical diversifi cation into unrelated industries, as the 
main banks benefi ted from companies expanding existing competences and skills into 
related technologies and markets, rather than investing in unconnected and remote 
ones. Collaboration within sectors was additionally encouraged in the post-war period 
by state support for cooperation between fi rms, recession cartels, and relatively weak 
enforcement of anti-trust legislation (  Matsuura et al. 2004  ). 

 In contrast, for most of the time before the mid-1980s, both the Korean and Taiwanese 
states, backed by military power, pursued top-down development policies as well as 
owning much of the banking system. However, they diff ered in the extent of their active 
steering of fi rms’ strategies and direct involvement in industrial development, as well 
as in the level of state ownership of enterprises. Th e post-1961 Korean state systemati-
cally used its control of banks to allocate credit at subsidized rates to favoured fi rms 
and industries, and to withdraw such fi nancing when companies failed to meet expecta-
tions and/or engaged in antagonistic political activities (  Kim 1997  ;   Woo 1991  ). Business 
dependence on the state, especially on personal relationships with political leaders, was 
considerable in post-war Korea, such that large fi rms were unable to develop the sort of 
autonomy and strategic independence enjoyed by Japanese counterparts (   Witt 2013b   ). 
Th e combination of this dependence on the military-backed regime and ample sup-
ply of cheap debt to fund expansion into state-favoured industries encouraged fi rms to 
grow so fast that they became too big to fail, and to maintain high levels of personal and 
family control of the  chaebol . As   Woo (1991  :149) suggests: ‘To join the hallowed chosen 
few, enterprises had to be big; but to remain chosen, they had to be gigantic. Size was 
an eff ective deterrent against default . . . big state and big business would have to sink or 
swim together.’ 

 Th e post-1961 state’s commitment to export-oriented industrialization and develop-
ment of heavy industries encouraged  chaebol  to move rapidly into new sectors when 
supported by cheap credit and other incentives. Diversifi cation into non-banking fi nan-
cial services was also a means of reducing dependence on state elites, as it increased 
fi nancial fl exibility and could facilitate access to loans. As a result, ownership-based 
coordination within and across industrial and service sectors has been high in Korea 
(  Kim 1997  :68–70). 

 Competition for state favours, both before and aft er industrialization, inhibited hori-
zontal collaboration between companies and other socio-economic actors in Korea. 
Th e dominant role of the central state and its reluctance to permit independent private 
accumulations of wealth and control over economic activities has meant that private 
fi rms oft en competed through the state as well as through the market, and establish-
ing links with industry partners was subsidiary to seeking political allies and infl uence. 
Widespread state suspicion of private alliances that could threaten its dominant role 
inhibited the establishment of long-term inter-fi rm commitments, powerful trade asso-
ciations, and private cartels. 

oxfordhb-9780199654925-e-Ch28.indd   633oxfordhb-9780199654925-e-Ch28.indd   633 9/26/2013   5:50:02 PM9/26/2013   5:50:02 PM



634   RICHARD WHITLEY

 Taiwan’s post-war state was dominated by the nationalist Kuomintang (KMT) gov-
ernment from the mainland, which operated by martial law from 1947 to 1987. As an 
external occupying force, the KMT had few, if any, ties to existing Taiwanese elites, 
many of whom it had destroyed aft er the February 1947 uprising (  Gold 1986  ), and was 
long able to monopolize the political executive, bureaucracy, and legislature (  Fields 
1995  ). Th is control extended to the commanding heights of the economy, especially the 
upstream capital-intensive sectors that became mostly state owned, and the KMT itself 
owned extensive economic assets (  Matsumoto 2002  ). As   Wade (1990  :176) puts it: ‘From 
the early 1950s onward Taiwan has had one of the biggest public-enterprise sectors out-
side the communist bloc and sub-Saharan Africa’. 

 Similarly to Korea, a key instrument of state direction of economic development was 
its ownership of the major banks, which were not encouraged to lend large amounts 
to most Taiwanese fi rms (  Fields 1995  :66–92;   Gold 1986  ). Despite, then, the move to a 
more export-oriented economy in the 1960s, under considerable US pressure, and reli-
ance on economic growth to legitimize its rule, the KMT remained largely aloof from 
the Taiwanese-dominated export sector and did not attempt to coordinate or steer the 
development of the SMEs that constituted the bulk of these fi rms (  Gold 1986  ;   Wade 
1990  ). Th us, although overall private-business dependence on the state has been quite 
high, the willingness and ability of state agencies to steer private fi rms’ strategic deci-
sions have been much less than in Korea. 

 Th is dominant yet largely remote role of the state in most Taiwanese fi rms’ devel-
opment, especially with regard to bank fi nance, foreign technologies, and access to 
markets, reinforced traditional Chinese merchants’ fear of the predatory state and pref-
erence for strong owner control and secrecy. Taiwanese entrepreneurs relied heavily on 
informal sources of fi nance in which personal networks of obligation and commitment 
were key, and on forming collaborative partnerships for undertaking new ventures 
based largely on personal ties between owning families (  Numazaki 1997  ). New networks 
were usually based on cliques of family members to ensure trust, but later grew around 
other ascriptive attributes, such as shared native place, surnames, and even birth year 
(  Fields 1995  :73;   Numazaki 2000  ). 

 Turning to the institutions governing labour markets and their infl uence on employ-
ment policies, the radical reforms of land ownership and encouragement of labour 
unions by the US occupation forces in Japan between 1945 and 1952 achieved substan-
tial changes by destroying much of the economic and political power of the landlord 
class and greatly increasing union membership from 381 000 in 1945 to 6 600 000 in 
1949 (  Fujimura 1997  ;   Mosk 1995  :95–96). Even if membership declined in the 1950s aft er 
the ‘red purge’ and industry/craft  based unions were increasingly replaced by enter-
prise unions (  Garon 1997  ), the unions played an important role in institutionalizing 
seniority-based promotion, limiting fl exible hire-and-fi re employment policies, and 
encouraging long-term employer–employee commitments, especially in larger fi rms. 
In this they were supported from the late 1940s onwards by laws regulating employ-
ment conditions, dispute-resolution processes, and the supply and use of temporary 
workers (  Inagami and Whittaker 2005  ;   Sugeno and Suwa 1997  ). Th e combination of 
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relatively long-term employment commitments, shortage of skilled workers during the 
high-growth period, and enterprise unions encouraged substantial delegation of control 
over task performance (though not necessarily work organization) to work-groups and a 
more facilitative style of management (  Clark 1979  ;   Dore 1973  :231–242;   Nakamura 1997  ). 

 In contrast, Korea’s authoritarian developmental state directly controlled and 
manipulated labour organizations in support of export-oriented industries and 
ensured that wages remained relatively low (  Deyo 1989  ;   Kim 1997  :120–123). Employers 
did not have to gain union cooperation or invest resources in gaining workers’ com-
mitment. Rapid urbanization and population growth maintained a labour surplus for 
many jobs and enabled the  chaebol  to rely on the external labour market to deal with 
changes in demand, especially for manual workers. Traditional patterns of authority, 
coupled with the dominant role of the military aft er 1961 and diffi  culty of establishing 
trust relations beyond kinship and other particularistic connections, limited delega-
tion of authority and discretion in most  chaebol  (  Bae 1987  ;   Janelli 1993  ;   Kim 1992  ). 
Additionally, traditional disdain for manual workers and less-educated employ-
ees tended to restrict longer-term employment commitments to college-educated 
white-collar staff , though this appeared less fi rm in Korea than in large Japanese fi rms 
(  Bae 1987  ;   Janelli 1993  ). 

 In Taiwan, the KMT-dominated state also exercised strong control over the labour 
movement, encouraging enterprise-based unions that could not bargain over wages and 
making the appointment of offi  cials subject to the approval of local KMT committees 
(  Deyo 1989  :117–118). Th ese unions were more concerned with providing member ser-
vices than representing workers’ interests, and reinforced traditional employer pater-
nalism. Additionally, many factory workers viewed employment as a temporary status 
before starting their own business and strongly preferred self-employment, not least 
because of the reluctance of most owner-managers to delegate decision-making (  Fields 
1995  :73–74;   Numazaki 1997  ;   Shieh 1992  ). 

 Th e combination of an authoritarian, ethnically distinct state apparatus, limited reg-
ulation of employment relations in the SME-dominated private sector, traditional reli-
ance on family-like particularistic ties in trust relationships, and patrimonial patterns 
of authority has limited the development of credible commitments between employers 
and most employees in post-war Taiwan, as well as restricting the substantive decen-
tralization of authority and task performance. Such restriction was reinforced by the 
traditional Confucian legitimation of power, which stressed the moral superiority of 
leaders, that continued to be important in Taiwan as the Nationalists relied extensively 
on the doctrines of Sun Yat-sen in their legitimating ideology, justifying the tutelary 
role of the state and the wide discretion allowed to senior offi  cials in managing the 
economy (  King 1996  ). As   Wade (1990  :286) puts it: ‘Th ose near the top of bureaucratic 
hierarchies are assumed to have reached their position by their superior knowledge 
and strength of moral character, which frees them from the constraints of formal 
law . . . the imperial scholar-offi  cial tradition taught offi  cials to feel superior to their 
business clients and to exercise leverage with them. Today’s offi  cials are descendants of 
that tradition’.     
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 Changes in Dominant Institutions in 
East Asia, 1980–2010 

   Some of these institutional features have altered considerably in the last thirty or so years, 
along with major shift s in the wider political and economic environment, and there has 
been much discussion about whether these developmental states are being reformed in a 
‘liberal’ market economy direction (  Beeson 2009  ;   Fields 2012  ;   Weiss 2004  ). Equally, the 
growth of transnational investment and trade fl ows, coupled with attempts to increase 
the amount and eff ectiveness of transnational economic governance (  Braithwaite and 
Drahos 2000  ;   Djelic and Quack 2003  ;   Djelic and Sahlin-Andersson 2006  ), can be seen 
as weakening national institutions’ infl uence on leading fi rms’ structures and behaviour 
in East Asia, such that nationally specifi c business systems are becoming less homog-
enous and distinctive (  Lechevalier 2007  ;   Sako 2006  ). In this section, I compare major 
changes in dominant institutions in each of these societies ( Table  28.3  ), as a prelude to 
considering how these have led to shift s in the dominant characteristics of the post-war 
business systems discussed above.      

 Perhaps the most signifi cant shift s have taken place in the structure and policies of 
the developmental state, as the cohesion of political and bureaucratic alliances with big 
business, especially in Japan and Korea, weakened and economic growth became less 
overwhelming as the focus of public policy-making (  Fields 2012  ;   Wu 2007  ). Th e recent 
relative decline in the autonomy of the state and its pursuit of export-oriented industri-
alization in all three societies was accompanied by a variety of measures aimed at lib-
eralizing product, capital, and labour markets as international competition intensifi ed 
and geo-political alliances were reorganized (  Gray 2011  ;   Song 2012  ;   Th urbon and Weiss 
2006  ). However, these broad changes in dominant coalitions, institutions governing 
capital and labour markets, and public policies occurred in diff erent ways and with var-
ied consequences for business systems (e.g.   Fields 2012  ;   Lee 2009  ;   Zhang 2009  ,   2012  ). 

 Th e most far-reaching and radical institutional changes occurred in Korea and 
Taiwan, where democratization, political competition, and the establishment of inde-
pendent interest groups, especially organized labour, developed in the late 1980s and 
1990s. Although policies fl uctuated, especially with regard to the liberalization and 
reregulation of fi nancial markets before and aft er the Asian fi nancial crises of 1997–98, 
both societies underwent political reforms that changed the make-up of dominant coa-
litions and of the policies pursued (  Th urbon 2001  ;   Fields 2012  ;   Zhang 2012  ). 

 In Korea, the advent of electoral democracy aft er 1987 led to the formation of a con-
servative coalition that supported an expansion of bank-lending to farmers and SMEs 
at the same time as enabling the  chaebol  to maintain their dominant economic posi-
tion and accessing the growing corporate-bond market for investment funds. Within 
the bureaucracy, the previously dominant Economic Planning Board was merged 
with the Ministry of Finance in 1995, and the new Ministry of Finance and Economy 
became more infl uenced by advocates of fi nancial liberalization. While privatization 
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    Table 28.3    Major changes in dominant institutions in Japan, Korea, and Taiwan, 
1980–2010   

   Japan  Korea  Taiwan 

  The State        

 State cohesion and 

autonomy 

 Reduced  Reduced  Reduced 

 Dominant state-private 

coalitions 

 Weakening of ‘iron 

triangle’, limited 

inclusion of trade 

union federation 

 Some expansion to 

include SMEs, farmers 

and workers 

 Expansion to include 

Taiwanese-owned large 

business groups 

 Dominance of economic 

growth priorities 

 Reduced  Reduced, but still 

strong 

 Reduced, but still strong 

 State promotion of 

industries 

 Considerable, but more 

indirect 

 Considerable, but less 

dirigiste 

 Considerable in newer 

sectors 

 Strength of intermediary 

associations 

 Considerable  Increased, but still 

limited 

 Increased, especially in 

new ICT sectors 

  Financial System        

 State ownership of 

banks 

 Low  Reduced, but chaebol 

ownership still 

restricted 

 Reduced, but still 

signifi cant 

 Dependence of fi rms on 

bank fi nance 

 Reduced for larger 

successful fi rms, high 

for others 

 Reduced for largest 

chaebol, increased for 

SMEs 

 Increasing use of 

capital markets, but 

bank fi nance remains 

important 

 State regulation and 

segmentation of 

fi nancial markets 

 Considerably reduced  Considerably reduced  Considerably reduced, 

but state regulation 

remains strong 

  Labour system        

 State regulation of 

employment conditions 

 Reduced, but more 

than USA/UK 

 Reduced, but still 

signifi cant 

 Reduced, but still 

signifi cant in SOE sector 

 Union strength  Reduced, enterprise 

unions remain strong 

in large fi rms 

 Increased in late 1980s, 

reduced in 2000s 

 Considerable in SOE 

sector, low elsewhere 

  Authority and trust        

 Prevalent authority 

patterns 

 Paternalist  Less authoritarian  Less authoritarian 

 Trust of strangers and 

in formal institutions 

 Declining trust of 

state agencies 

 Low  Low 
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of state-owned banks and other SOEs remained slow, non-bank fi nancial institutions 
(NBFIs) expanded fast, and supplied  chaebol  with relatively cheap credit. According to 
  Th urbon (2001  :242), Korea’s liberalization process in the 1990s was ‘rapid, reckless and 
ill-designed . . . accompanied by the build-up of massive amounts of short-term foreign 
debt, over-investment in critical export industries and a debt-riddled banking sector’. 

 Aft er the 1997–98 fi nancial crises, deregulation of both fi nancial and labour mar-
kets became more wide ranging, partly at the behest of the IMF and other international 
agencies. However, equity markets remained relatively illiquid and unimportant in pro-
viding investment capital, compared to the expanding bond market and foreign inves-
tors (  Zhang 2012  ). With the election of Kim Dae Jung in   1997  , interest groups that had 
largely been excluded from policy considerations, particularly labour unions, gained 
in political infl uence as the new regime sought to restrict  chaebol  power more eff ec-
tively, especially aft er some required state support. Bank lending to SMEs continued to 
grow substantially, while the NBFIs were reined in, and the central bank gained some 
independence, along with the newly established Financial Supervisory Commission. 
Despite the  chaebols ’ reluctance to embrace equity fi nancing if it meant a loss of control, 
the opening of capital markets to outsiders—albeit somewhat hesitant—led overseas 
investors to amass 40 per cent of issued shares on the Korean stock exchange in 2005, 
mostly in the largest listed companies and banks. Th e Capital Market Consolidation Act, 
passed in 2007, aimed to remove barriers between fi nancial markets, but restrictions 
on industrial fi rms owning fi nancial companies remain and in general Korea’s fi nancial 
markets are still dominated by the larger banks and their supervisors (  Zhang 2012  ). 

 In the aft ermath of democratization and lift ing of some restrictions on labour organi-
zations, union membership grew considerably and led to the establishment of the inde-
pendent Korean Confederation of Trade Unions, although this only achieved offi  cial 
recognition aft er the   1997  –98 fi nancial crises and Kim Dae Jung’s election. As   Lee (2009)   
emphasizes, while the unions were successful in gaining wage increases and reduc-
tions in the working week, at least in larger companies, aft er 1987 the state continued to 
repress independent unions and take an active role in managing labour disputes, which 
remained confrontational. Aft er 1997–98, however, the state more formally institutional-
ized semi-corporatist consultation processes and extended unions’ legal rights as part of 
a trade-off  for enabling redundancies in large fi rms (  Kong 2006  ;   Song 2012  ;    Witt 2013b   ). 
Such forced reductions in the numbers of regular workers were dependent on signifi cant 
enterprise restructuring, usually by selling off  more peripheral subsidiaries to pay down 
debt, and substantial restrictions on dismissing such employees in major companies 
remain, as does strong and eff ective union resistance to such redundancies (  Song 2012  ). 

 In Taiwan, in contrast, the lift ing of martial law in 1987 and Taiwanization of the rul-
ing KMT encouraged closer links between the state and private business groups, as 
policy-makers sought to play a more active role in promoting high-technology indus-
tries and gain popular support (  Fields 2012  ). Th is included the encouragement of 
stronger business associations, especially in the newer sectors (  Tung 2001  ), although 
some of the largest business groups preferred to deal with the state through direct 
personal contacts rather than to participate in the construction of eff ective collective 
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associations (  Zhang and Whitley 2012  ). Both the KMT and main opposition party, the 
Democratic Progressive Party (DPP), supported the expansion of capital markets and 
liberalization of the banking sector, but more cautiously and incrementally than in 
Korea (  Th urbon 2001  ;   Wu 2007  ). Th e Central Bank of China and Ministry of Finance 
gained infl uence and pushed through regulatory reforms to boost the Taipei Stock 
Exchange (TSE) and encourage institutional investment, leading to much larger TSE 
capitalization and liquidity than in its Korean counterpart (  Zhang 2009  ,   2012  ), as well 
as allowing business groups to establish private banks and, eventually, fi nancial holding 
companies. 

 Whereas the dominant role of the  chaebol  in Korea during the high-growth period 
and their close association with the military-backed authoritarian regime had led the 
opposition movement to remain antagonistic to them when it eventually succeeded in 
winning the presidency, the relatively low profi le and detached nature of most Taiwanese 
business groups from the KMT party-state meant that the DPP developed quite close 
ties to many of them, initially at local level and then nationally. As a result, when the 
DPP won the presidency in 2000, government-business links did not weaken greatly, 
despite the opposition’s previous support for labour-union interests. Indeed, if anything, 
the infl uence of some business groups on economic policies and priorities may well have 
increased, and some suggest that corruption intensifi ed (  Copper 2009  ;   Wu 2007  ). Th e 
autonomy of the state and its capacity for pursuing developmental economic goals in 
opposition to the short-term interests of big business have, then, declined in Taiwan rel-
ative to its position in the 1960s and 1970s, as the economic bureaucracy became more 
controlled by elected politicians competing for support from major interest groups (   Lee 
and Hsiao 2013   ;   Wu 2007  :986). 

 As   Lee (2009)   makes clear, the political role of the independent unions was quite 
diff erent in Taiwan from that in Korea. Because large enterprises were mostly state- or 
KMT-owned in Taiwan before democratization, and the KMT sought to incorporate the 
organized labour movement into the party-state regime, the bulk of the union member-
ship worked in the state-owned and/or controlled-enterprise sector and was only weakly 
represented in SME-dominated industries. Despite being denied offi  cial recognition at 
the national level, the existence of elected administrations at local and regional levels ena-
bled opposition groups to support independent union activities and ensured that unions 
could become political actors, at fi rst locally, but eventually nationally (President Chen 
granted de facto recognition of the Taiwan Confederation of Trade Unions in 2000). 

 Since the unions were overwhelmingly represented in the state-dominated sector, 
they were able to use their political infl uence aft er electoral competition was established 
to obtain wage increases in ways that their Korean counterparts could not. However, 
their weakness in the private sector—and relatively low membership, at under 10 per cent 
once the craft  unions of largely self-employed workers are excluded (  Kong 2006  :370)—
has limited wage increases since 1987. Similar political manoeuvrings in the late 1990s 
and 2000s enabled the unions to slow down, and sometimes prevent, the pace of privati-
zations of SOEs and to protect workers against sudden and large-scale redundancies. By 
2002, Taiwan still had ninety-seven SOEs contributing 10.2 per cent of GDP, while Korea 
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only had thirty-fi ve, contributing 5.3 per cent of GDP (  Lee 2009  ), although more have 
been privatized since then, albeit with quite strong union involvement. 

 While political democratization in both societies seems to have encouraged a more 
responsive pattern of leadership, at least for the major interest groups, it remains unclear 
whether prevalent authority patterns will become much more reciprocal for others and 
justifi ed in more communitarian terms. As Lee and Hsiao (   2013   ) and Witt (   2013b   ) point 
out, trust in strangers and formal institutions remains limited in both Korea and Taiwan, 
despite political changes, and family-like patterns of commitment and trust continue to 
form the basis of major economic transactions. 

 Institutional change in Japan has been rather less dramatic, and may be more formal than 
realized in practice. While the ‘iron triangle’ of political, bureaucratic, and big-business 
élites has weakened, it would be misleading to claim that the developmental state has 
withered away, or that shift ing dominant coalitions of politicians, bureaucrats, and busi-
ness leaders no longer see the state playing a major—if not the central—role in coordinat-
ing and promoting economic growth (   Witt 2013a   ). Few senior managers actively seek the 
abolition of state regulation of market behaviour and, as   Fields (2012  :3) suggests, ‘even as 
bureaucrats and capitalists have “remodelled” industrial policies and refashioned corporate 
strategies . . . the state’s developmental orientation and substantive intervention and private 
capital’s continued reliance on its corporate and bureaucratic networks have persisted’. 

 What does seem to have changed is the level of direct intervention and guidance of 
business strategies as product, capital, and labour markets have become more liberal-
ized since the 1970s and the state has pursued more indirect ways of upgrading technol-
ogies and supporting new industries. Th e 1999 Industry Revitalization Law and its 2003 
revisions, for example, provided state support for declining industries while encourag-
ing private investment in growth sectors and joint ventures for innovative technologies 
(  Fields 2012  ). While the reconstituted Ministry of Economy, Trade and Industry sup-
ported some neo-liberal reforms, it also played a signifi cant role in boosting bottom-up 
strategic alliances and promoting collaboration between state agencies, fi rms, and uni-
versities to advance new technologies. 

 Substantial reforms to the fi nancial system, culminating in the ‘big bang’ changes of 
1996–2001, liberalized capital markets, gave the Bank of Japan formal independence, 
and removed barriers between fi nancial markets, as well as permitting the formation 
of holding companies (  Laurence 2001  ). Over time, they led to foreigners owning 26 
per cent of issued shares on the Tokyo Stock Exchange in 2009, substantial mergers of 
banks, insurance companies, and other fi nancial institutions, as well as some reduction 
in the level of cross-shareholdings between fi rms. Additionally, there has been a limited 
expansion of private equity and similar means of funding new companies, albeit from a 
very low baseline (  Sako and Kotosaka 2012  ). 

 However, many bank and securities fi rms’ mergers were more defensive than a radical 
break from the past, and bank-led fi nance continues to be signifi cant for many Japanese 
fi rms, especially those unable to obtain funding from corporate bond markets. As   Fields 
(2012)   suggests, there remain substantial coalitions of interests willing and able to resist 
radical changes in a number of markets, including fi nancial services, and these appear 
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to have restricted the shift  towards a more capital market-based system, despite the 
establishment of new stock exchanges, such as JASDAQ and MOTHERS, for start-ups, 
and some changes in prevalent forms of venture capital. 

 Changes in labour-market institutions in Japan have also supported some liberaliza-
tion of regulations governing employment conditions and use of non-regular workers. 
In particular, the employment of agency workers and other temporary staff  has become 
more widely permitted and such workers can be used across a wider range of tasks than 
was common before the 1990s. Non-regular workers increased from 20.2 per cent of the 
labour force in 1990 to 32.3 per cent in 2008, and 12.6 million people worked part-time in 
2002 (  Sako 2006  :210). However, much of the growth in non-regular employment seems 
to have occurred amongst the 25–34 age-group and women in part-time roles in the 
health and welfare service sectors, and so refl ects an increased variability of employ-
ment conditions between diff erent parts of the economy, rather than a qualitative shift  
in established patterns in longer-established industries (   Witt 2013a   ). 

 Although the strength of labour unions overall may have declined, with union mem-
bership falling to 23.8 per cent of the workforce in 1995 and 18.7 per cent in 2005, and the 
 Shunto  spring off ensive losing much of its coordinating role in national wage-bargaining 
(  Sako 2006  ), enterprise unions retain signifi cant infl uence over corporate decisions in 
most large companies, and the labour movement as a whole has become more unifi ed and 
involved in policy discussions (  Shinoda 1997  ;   Walter and Zhang 2012  ). Furthermore, core 
workers in large fi rms seem to continue to benefi t from regulatory restrictions on dismissal 
and relatively long-term employment commitments remain common, for this group at 
least (  Jackson 2007  ;   Song 2012  ). Equally, while performance-based pay has become more 
important at an earlier age in many companies, it remains limited to more senior staff , and 
seniority in general is still a signifi cant component of wage increases (  Keizer 2009  ,   2011  ). 

 Although recent scandals amongst politicians and bureaucrats may well have reduced 
the level of trust in state agencies, as witnessed perhaps by recent sizeable demonstra-
tions against nuclear power stations, and possibly encouraged the rise of NGOs in Japan, 
overall willingness to trust strangers and formal institutions seems to remain quite high, 
especially compared with elsewhere in Asia (   Witt 2013a   ). Japan continues to be a highly 
networked society in which both formal and informal reputations play a considerable 
role in policing behaviour, and communitarian justifi cations of authority seem to remain 
signifi cant components of organizational cultures (  Inagami and Whittaker 2005  ).     

 East Asian Business Systems in 
the 21st Century 

    Given these changes in many of the dominant institutions and interest groups govern-
ing economic activities in these societies, it would be surprising if at least some of the 
post-war characteristics discussed above have not also altered. However, not all recent 
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changes have been so mutually reinforcing that they can be expected to generate sig-
nifi cant shift s in a particular direction, and in some countries they have stimulated 
substantial and eff ective resistance from key interest groups. Consistent and systemic 
changes in dominant business-system characteristics towards, for example, those seen 
as emblematic of Anglo-American capitalism, are less evident than some have expected. 

 Th e gradual loosening of many restrictions on fi rm behaviour in capital and labour 
markets in some states can, though, be expected to have encouraged greater strate-
gic heterogeneity amongst leading companies, especially those encountering diverse 
technological and market conditions in diff erent parts of the world, and to have weak-
ened the complementarity of major institutions in encouraging homogenous pat-
terns of economic coordination and control across sectors and regions within national 
boundaries. Given that the post-war dominance of state agencies and particular 
political-bureaucratic elites in steering economic development has declined in the soci-
eties considered here (  Weiss 2010  ;   Wu 2007  ), an obvious question arises about the con-
tinued national specifi city and distinctiveness of their post-war business systems and 
the extent to which these continue to refl ect the dominant ways of organizing economic 
activities across the larger and more complex economies. 

 Has the standardizing role of the developmentalist state become so reduced in East 
Asia as to permit the variety of fi rm-governance practices and strategic priorities found 
in some liberal market economies, or would it be more accurate to discern, in the mix-
ture of homogeneity and heterogeneity in economic coordination and control, patterns 
seen across diff erent industries and regions in some European societies (  Boyer 2004  ; 
  Schmidt 2002  )? Relatedly, to what extent has the growing internationalization of invest-
ment and operations of many Japanese, Korean, and Taiwanese fi rms, and somewhat 
less widespread opening of these domestic economies to foreign portfolio and strategic 
investments, so altered these patterns within national boundaries as to render the idea 
of nationally distinct and dominant business systems in East Asia less convincing than 
in the heyday of the developmental state? 

 While defi nitive answers to these sorts of questions require more sustained discussion 
than feasible here, recent collections (e.g.   Aoki, Jackson, and Miyajima 2007  ;   Walter and 
Zhang 2012  ;   Colpan, Hikino, and Lincoln 2010  ), together with other analyses, permit 
some tentative conclusions. In  Table  28.4   I have suggested how the major post-war char-
acteristics outlined above seem to have altered over the past three decades as a result of 
institutional changes and more general shift s in the global business environment.          

 Japan 

   In Japan, the considerable restructuring of post-war inter-market groups and banking 
system that has taken place since 1991 has, together with the fl uctuating growth of for-
eign shareholdings in some of the largest companies, further hastened the decline of the 
main bank system for many of the more successful fi rms, especially regarding the eff ec-
tiveness of the bank and  keiretsu  monitoring of corporate performance (  Lincoln and 

oxfordhb-9780199654925-e-Ch28.indd   642oxfordhb-9780199654925-e-Ch28.indd   642 9/26/2013   5:50:02 PM9/26/2013   5:50:02 PM



CHANGE AND CONTINUITY IN EAST ASIAN BUSINESS SYSTEMS  643

    Table 28.4    Changing East Asian business system characteristics, 1980–2010   

 Dominant Business 

System Characteristics  Japan  Korea  Taiwan 

  Ownership-based integration        

 Owner-manager 

relationships 

 Committed except for 

fi rms with large 

numbers of foreign 

shareholders 

 Direct  Direct 

 Vertical integration  Medium  High  Increased in some 

business groups, but still 

mostly limited 

 Horizontal integration  Medium  High for most chaebol, 

but less than in 1980s 

 High for most business 

groups 

  Alliance-based Integration        

 Vertical integration  Reduced in large fi rms 

that have invested 

abroad and in some 

new industries 

 Low  Expansion of 

centre-satellite 

hierarchical alliances with 

state support 

 Horizontal integration  Weakened in 

restructured 

inter-market groups 

 Low  Limited, except for 

kinship-based alliances 

 Competitor collaboration  Considerable  Low  Increased, but mostly 

short-term except for 

kinship-based alliances 

  Organizational integration and commitment        

 Employer-employee 

commitment 

 Reduced in some new 

sectors and MNCs, 

considerable in most 

large fi rms 

 Low  Limited 

 Delegation to, and 

involvement in 

problem solving of, 

the bulk of the regular 

workforce 

 Considerable in many 

large fi rms 

 Low  Low 

 Overall Homogeneity 

of Business-System 

Characteristics 

 Reduced, especially 

for newer fi rms 

and MNCs, but still 

considerable 

 Despite some 

restructuring of 

chaebol, still 

considerable 

 Increasing dominance 

of family-controlled 

business groups, with 

some differences between 

sectors 
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Shimotani 2010  ). However, the decline in bank control and share ownership that accel-
erated in the late 1990s (  Miyajima and Kuroki 2007  ) has not radically reshaped owner–
manager relationships, as predicted by some. As   Nakamura (2011)   indicates, fi nancial 
institutions as a whole, including trust funds run by many banks, still owned 32.4 per 
cent of shares listed on the Tokyo Stock Exchange in 2008, with a further 22.4 per cent 
owned by non-fi nancial companies, and the latter fi gure represented an increase from 
earlier in the 2000s, as many companies sought to protect themselves against hostile 
takeovers. While, then, some of the largest Japanese fi rms that have been successful 
in export markets have attracted substantial foreign investment and secured much of 
their externally provided funding from the corporate-bond market over the past three 
decades, committed ownership still seems to constitute the dominant form of owner–
manager relationships in the Japanese economy, with market-based forms remaining a 
limited phenomenon with little impact on fi rm behaviour (  Jackson 2007  ). 

 Considering changes in ownership- and alliance-based coordination and integra-
tion of economic activities, the ‘withering away’ of some  keiretsu  discerned by   Lincoln 
and Shimotani (2010)   suggests an overall reduction in the degree of both vertical and 
horizontal coordination through alliance networks, as well as some—but not mas-
sive—increase in large-fi rm incorporation of supply-chain alliance partners into fully 
owned subsidiaries. However, as   Kikutani, Itoh, and Hayashida’s (2007)   analysis of 
business-portfolio restructuring in the 1990s suggests, the degree of vertical specializa-
tion of large Japanese fi rms in general seems likely to remain considerable, and much 
greater than in Korean  chaebol  or their American counterparts. 

 In some industries, such as parts of the consumer-electronics sector, where techno-
logical modularization has increased, alliance-based vertical integration within Japan 
may have declined as the largest fi rms relocated some operations abroad and began to 
cultivate foreign suppliers. However, the continuing limited extent of backward inte-
gration through full ownership in many sectors and extensive commitment to supplier 
learning and capability improvement observed in vehicle production and other sectors 
(  MacDuffi  e and Helper 2006  ;   Sako 2006  ) suggest that relational contracting and verti-
cal alliances remain signifi cant characteristics of Japan’s contemporary business system. 
Even in the modularized electronics industry, the outsourcing of some standardized, 
high-volume component production to Taiwanese and other suppliers on a more 
arm’s-length basis has been accompanied by the formation of numerous alliances within 
Japan to develop new products and technologies and a number of joint factory invest-
ments from which it will be diffi  cult to withdraw (  Sturgeon 2006  ). 

 Equally, while   Kikutani et al. (2007)   describe considerable levels of industry exit and 
entry by large companies in the 1990s, this activity does not seem to have resulted in 
signifi cant changes to the overall level of ownership-based horizontal integration, 
especially to the extent of market and technologically unrelated diversifi cation, which 
remains relatively limited in an Asian context. Th ere is also little evidence that the weak-
ening and restructuring of post-war  keiretsu  relationships have signifi cantly reduced the 
level of collaboration and cooperation between competing fi rms in most product mar-
kets, not least because the state has continued to promote such cooperation in declining 
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industries, and for the development and diff usion of new technologies. As   Nakamura 
(2011  :195) suggests, product-market competition remains relatively weak in Japan, and 
  Amable (2003  :123) claims that ‘Japan is also characterized by opacity and emphasis on 
outward-oriented policies, meaning that protection against competition is stronger 
than in other members of the cluster (Germany, France, Belgium)’. 

 In the light of changes in employment regulations intended to enhance fl exibility 
and external mobility (  Inagami and Whittaker 2005  :31–32), and the internationaliza-
tion of some operations by Japanese fi rms, it might be expected that the three pillars of 
the post-war employment system—long-term employment, seniority-linked pay, and 
enterprise unions—would have undergone substantial changes aft er the collapse of the 
bubble economy. However, the evidence for widespread and signifi cant restructuring 
of these pillars remains limited, and employer–employee commitments continue to 
be considerable, particularly for male workers over 30 in the larger fi rms (  Keizer 2009  , 
  2011  ;   Inagami and Whittaker 2005  ). While this is partly because the regulatory environ-
ment remains quite restrictive despite the recent changes (  Jackson 2007  ), it also refl ects 
a widespread belief amongst Japanese employers, including many smaller ones, that 
long-term commitment to company success on the part of the core workforce repre-
sents a crucial component of a fi rm’s competitiveness. 

 Th is is not to deny the considerable growth of ‘non-regular’ and part-time employ-
ment and performance-based pay, especially in some sectors and for some staff  (  Song 
2012  ). However, the signifi cance of these can be overstated and—like many of the her-
alded changes to corporate governance practices (  Dore 2007  )—may represent more 
an accretion of innovations to established practices than their overthrow (   Witt 2013a   ). 
Performance-based pay, for instance, seems to be limited to senior staff  and aff ects bonus 
payments rather than infl uencing promotion, which largely remain seniority-based for 
many grades (  Keizer 2011  ). 

 Th ere is, though, some evidence of increasing variability of employment practices, 
as indicated by a number of surveys in the early 2000s. While over 80 per cent of com-
panies responding to a METI survey claimed to be committed to long-term employ-
ment for core workers, another survey, conducted by the Policy Research Institute of 
the Ministry of Finance, indicated that a number of fi rms are combining corporate gov-
ernance characteristics with employment policies in novel ways, to constitute diff erent 
kinds of hybrid companies (  Jackson 2007  ;   Jackson and Miyajima 2007  ). 

 Th e same Ministry of Finance survey suggested that employee involvement in strate-
gic decision-making remained quite signifi cant in many Japanese companies, particu-
larly for issues concerning employment policies and practices (  Miyajima and Kuroki 
2007  ). About half the fi rms claimed that decisions about production and sales planning 
and profi t indicators involved discussions with unions, while over half considered that 
employee stock-ownership proposals and corporate restructuring also required some 
explanation or agreement. In 63 per cent of cases, employment adjustment was thought 
to require union agreement. Such continued delegation to, and involvement of, core 
workers in problem-solving, task performance, and some corporate decisions remain a 
distinctive feature of many Japanese companies (   Witt 2013a   ). 
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 Overall, then, there is some evidence of a decline in the homogeneity of fi rm govern-
ance and behaviour and in the extent to which the national economy is highly coor-
dinated, following a reduction of state cohesion and autonomy and the weakening of 
 keiretsu  and the coordinating role of the  shunto  wage-bargaining system (  Lechevalier 
2007  ;   Sako 2006  ). However, if some reduction in the high level of institutional com-
plementarities has enabled fi rms to develop somewhat more diverse coordination and 
control patterns, it is remarkable how much of the post-war business system seems to 
remain widespread. Zero-sum arm’s-length competition between isolated hierarchies is 
still unusual in many industries and there are few signs of an active market for corporate 
control developing. Firms remain dominated by insider interests and average employ-
ment tenure-periods remain considerable. Given the contradictory nature of many 
institutional reforms, and the continued strength of interest groups opposing extensive 
liberalization of many markets, this is perhaps not too surprising.     

 Korea 

   Considering the changes in dominant business-system characteristics in Korea, it 
is clear from recent analyses that family control remains considerable, if not indeed 
dominant, despite reductions in the direct shareholdings of top managers. Th is is typi-
cally achieved through pyramidal structures and complex inter-fi rm share ownership. 
According to a recent Korean Free Trade Commission report, internal ownership (i.e. 
the combination of direct family with inter-corporate shareholdings) of the largest ten 
 chaebol  was over 50 per cent (  Aguilera et al. 2012  ), and   Almeida et al. (2009)   have shown 
that the average level of family and associated fi rms’ consistent voting rights in 1085 
member companies of the top 47  chaebol  between 1998 and 2004 was 68 per cent. 

 Furthermore, despite considerable reforms of the formal corporate governance sys-
tem designed to encourage outside investors by increasing transparency and reduc-
ing the manipulation of subsidiary accounts following the   1997  –98 fi nancial crisis and 
the election of Kim Dae Jung, widespread scepticism remains about their implemen-
tation and enforcement (  Walter and Zhang 2012  ;    Witt 2013b   ). Th e increase in foreign 
share ownership to 16.3 per cent in 2009 and in direct fi nancing of the  chaebol  from 
the corporate-bond market has not resulted in a general move to market-dominated 
investor–manager relationships. 

 Similarly, while post-crisis political pressures to reduce the degree of unrelated diver-
sifi cation pursued by many  chaebol  may have resulted in some reduction in the extent 
of horizontal ownership-based integration, it remains considerable, particularly as they 
expanded into non-bank fi nancial services in the 1980s and 1990s (  Choe and Roehl 
2007  ;   Kim et al. 2004  ;   Zhang 2012  ). Th e average number of two-digit industries in the 
Korean SIC code in which member fi rms of the top thirty  chaebol  were active—exclud-
ing the fi nancial sector—rose from 9.9 in 1987 to 14.5 in 1997 and then declined to 10.0 
in 2006 (  Kim 2010  ). Vertical integration also remains high, even in modularized indus-
tries such as consumer electronics, as exemplifi ed by Samsung Electronics. It should be 
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noted, though, that not all  chaebol  are equally diversifi ed, as the comparison of how the 
Hyundai and LG  chaebol  responded to the 1997–98 crisis revealed (  Kim et al. 2004  ). 
Aft er a long and bitter dispute between members of the family controlling the Hyundai 
 chaebol , the Hyundai Motor group that emerged as a separate entity has followed a much 
more focused strategy than the LG group. 

 Attempts to boost the size and economic signifi cance of SMEs as independent actors 
and counterweights to the  chaebol  seem to have had little eff ect on subcontractors’ 
autonomy from their largest customers, and inter-fi rm networks in Korea tend to be 
 chaebol -centred, vertical and exclusive (   Witt 2013b   ). Overall, the level of alliance-based 
coordination between large and small fi rms remains relatively low, as does inter-fi rm 
collaboration and cooperation (  Hsieh 2011  ;   Walter and Zhang 2012  ). 

 Considering the next changes in employment relations and managerial authority, the 
liberalization of some restrictions on external labour mobility for regular workers aft er 
the fi nancial crisis enabled  chaebol  to make large-scale redundancies in the late 1990s in 
conjunction with signifi cant restructuring of their sprawling empires, as well as intro-
ducing more individualized merit-based reward systems (  Kim et al. 2004  ). According 
to   Park and Kim (2008)  , over 70 per cent of listed manufacturing fi rms signifi cantly 
reduced employee numbers in 1998 and average job tenure in Korean fi rms as a whole 
remains low, though increasing for workers in large companies (  Song 2012  ;    Witt 2013b   ). 

 Equally, many fi rms used the opportunities created by labour-market reforms to 
increase the use of non-regular and employment-agency workers considerably, thus 
reducing their core workforce, for whom organizational careers remained a realistic 
expectation. Particularly in more technologically advanced industries, many large fi rms 
combined increasing numerical fl exibility with reinforced internal career hierarchies, 
to develop greater organizational commitment amongst skilled technical staff  (  Deyo 
2012  ). In general, the two-tier labour market characteristic of the high-growth period 
has continued, and indeed become more intensifi ed (  Song 2012  ), but employment con-
tingency is being extended to the growing ranks of skilled and technical labour in larger 
companies. 

 While there is still little evidence of democratization stimulating widespread change 
in the prevalent authoritarian management style, with most  chaebol  decision-making 
being highly centralized (  Kim et al. 2004  ;    Witt 2013b   ), a few case studies in the elec-
tronics and ICT industries suggest that some Korean companies are both capable and 
willing to involve employees in problem-solving and, in an Internet start-up, develop-
ing new products and services (  Kim and Bae 2005  ;   Lee, Rho, and Kim 2007  ). However, 
even when so-called high-performance work organization, involving considerable 
task-performance delegation to workers, has been adopted by large companies, it tends 
to be imposed top down, following the lean-production model, rather than developed 
collaboratively with employee representatives, especially where a fi rm, like Samsung, 
follows a doctrinaire non-union policy (  Kim and Bae 2005  ). 

 Overall, then, it seems that the signifi cant changes in the Korean business environ-
ment following democratization in 1987, violent labour disputes in the late 1980s, and 
the 1997–98 fi nancial crisis, as well as the weakening of the strong developmentalist state 
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in the 1990s (  Weiss 2004  ), and numerous political attempts to reorganize the  chaebol , 
have failed to alter the dominant characteristics of the post-war business system to any 
great extent. In particular, the domestic economy remains dominated by very large, 
very diversifi ed family-controlled conglomerates engaging in adversarial, zero-sum 
competition with other fi rms, and continuing to exploit their market power over SMEs. 
Extra-fi rm coordination of economic policies and development of collective competi-
tion goods continues to be limited, although employers’ federations seem to have gained 
some autonomy, and employer–employee commitments are mostly short term. While 
this situation might be thought surprising given the extent of institutional change since 
1980, it becomes more explicable by considering the following points. 

 First, the weakening of the developmental state and its move towards a more regu-
latory approach to economic coordination and steering were not accompanied by the 
mobilization of strong interest groups that could form a dominant coalition in oppo-
sition to the  chaebol . Th e labour-union movement remains divided between two 
major federations and was neither strong enough to prevent the easing of restrictions 
on enforced redundancies in larger fi rms, nor to provide major support for govern-
ment attempts to restructure the  chaebol . It did, however, succeed in expanding the 
social safety-net for the unemployed and, more widely, the welfare state (  Peng and 
Wong 2008  ). 

 Second, although the  chaebol  as a whole were weakened both economically and 
politically by the 1997–98 fi nancial crisis, those that survived seem to have success-
fully internationalized their activities with improved and innovative products. Th ese 
conglomerates became stronger and more able to resist and/or circumvent many of the 
corporate-governance reforms, sometimes by invoking nationalist sentiments against 
foreign takeovers and entry into markets such as banking. 

 Th ird, the continuing weakness of most SMEs, and the tendency of many  chaebol  to 
absorb any that promise to be successful, has meant that policy-makers have had little 
choice but to work with the large conglomerates when seeking to upgrade the skills and 
capabilities of Korean fi rms and help them compete eff ectively in international markets 
and new industries. With the revival of state planning and coordination of economic 
development in the 2000s and chastening experiences from somewhat ill-thought out 
and poorly implemented neo-liberal policies in the 1990s (  Th urbon 2001  ), the domi-
nant developmental state of the 1960–1980s is implementing a more collaborative form 
of industrial policy in which some  chaebol  remain key actors, thus limiting its ability to 
enforce their radical transformation (  Weiss 2004  ,   2010  ).     

 Taiwan 

   As Lee and Hsiao (   2013   ) emphasize, ownership and control of most fi rms in Taiwan 
remains dominated by families, including the largest business groups, which have come 
to play the leading role in the economy since democratization (  Chung 2004  ), with 62 
of the largest 100 groups being family owned or controlled in 2006. Similarly,   Chung 
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and Mahmood (2010  :196–197) found that ‘many of the ultimate owners of group affi  li-
ates were in fact private holding companies and investment companies that were con-
trolled by the family . . . Th e pyramid is a multiple-level ownership network constructed 
by chains of inter-organizational shareholding . . . Th rough this mechanism, the con-
trolling family can control the whole group by maintaining suffi  cient equity only in the 
controlling centre’ in much the same way as the Korean  chaebol . Despite the liberal-
ization of many fi nancial markets and the formation of privately controlled fi nancial 
holding-companies, institutional ownership of large fi rms’ shares, while increasing, 
remains limited (  Zhang 2009  ) and market-based arm’s-length relationships between 
investors and fi rms are hardly visible. 

 Similarly, although the privatization of some state- and KMT-controlled enterprises 
in upstream sectors since 1990 has enabled some groups to integrate backwards (  Chung 
2006  ), the extent of ownership-based vertical coordination remains relatively limited, 
especially when contrasted with that of the larger Korean  chaebol . Horizontal diversi-
fi cation has, however, grown substantially, with the largest 100 business groups becom-
ing active in 11.51 2-digit SIC industries in 2004, mostly through entering sectors that 
have become deregulated and where privatized fi rms became available for acquisition 
(  Chung and Mahmood 2010  ). 

 It is worth noting here that the level of unrelated diversifi cation has become more 
varied between these groups, with the standard deviation of the number of affi  liates 
active in diff erent 2-digit industries rising from 3.12 in 1981 to 7.42 in 2004, oft en because 
of diff erential access to information and support from politicians and senior bureau-
crats (  Chung 2006  ). It has also tended to be greater amongst groups with particularly 
high amounts of family ownership and control, principally because as they expanded 
into new sectors, they appeared more reluctant to leave declining ones (  Chung and 
Mahmood 2010  ). Th ere is some evidence that groups based mostly in the newer indus-
tries of electronics and ICT tend to diversify into unrelated sectors rather less than 
longer-established groups originating in other industries, but overall ownership-based 
horizontal integration is still considerable (   Lee and Hsiao 2013   ). 

 Alliance-based integration remains limited to relatively short-term partnerships, 
although the centre–satellite network structure of vertical alliances seems to have 
become more established with state encouragement (  Guerrieri and Pietrobelli 2006  ;   Lin 
and Chaney 2007  ). Th e growing importance of business groups seems to have intensi-
fi ed ownership and directorship linkages within them, at the expense of those between 
groups (  Brookfi eld 2010  ), but Lee and Hsiao (   2013   ) indicate the importance of kinship 
connections between many of the fi nancially dominated groups, and suggest that the 
groups active in recently deregulated industries, and those where substantial capital 
resources for new ventures are required, tend to form particularistic alliances cemented 
through family ties. At least in some areas of Taiwan’s economy, then, highly personal 
alliance-based coordination is quite signifi cant. 

 Equally, while much inter-fi rm collaboration and cooperation has been fairly short 
term and opportunistic in the SME sector (  Schak 2000  ), it has become more formally 
organized in the newer high-technology industries, oft en with substantial state support 
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and the active participation of business associations (  Guerrieri and Pietrobelli 2006  ; 
  Tung 2001  ;   Tzeng, Beamish, and Chen 2011  ). Also, the weak anti-trust tradition has 
allowed a number of overlapping directorships and other forms of connecting fi rms’ 
activities to become established between companies in the same industry in some 
sectors, notably plastics, textiles, electrical machinery, iron and steel, and shipping 
(  Brookfi eld 2010  ), and oligopolistic structures seem to be more common since democ-
ratization. Overall, then, the increasingly dominant role of business groups in Taiwan 
appears to have led to a more interlinked network of alliances and collaborations, par-
ticularly between those based around fi nancial holding-companies, and more formal 
arrangements for cooperation between companies involved in developing new technol-
ogies (  Tung 2001  ;   Zhang 2012  ;   Zhang and Whitley 2013  ). 

 Turning fi nally to employment relationships and the organization of authority within 
fi rms, labour turnover has traditionally varied considerably between the predominantly 
Taiwanese-owned SME sector, where it was quite high with frequent job-hopping, and 
the more stable large-fi rm state-owned sectors. Since democratization, business-group 
growth, some SOE privatization, and regulatory reform have reduced these diff erences, 
but the relative strength of unions in the SOE sector and their ability to mobilize politi-
cal support have both limited the extent of privatization compared to Korea and ensured 
that employment remains somewhat longer term than in the small-fi rm sector (  Lee 
2009  ). Overall, though, despite the expansion of business groups and average fi rm size, 
companies remain reluctant to institutionalize long-term organization-specifi c careers 
for staff  without family or family-like connections with the owners, and employer–
employee commitment in the bulk of the economy remains weak. 

 Th is relative lack of commitment to investing in, and developing, fi rm-specifi c knowl-
edge and long-term careers with particular companies is partly explained by, and rein-
forces, the widespread centralization of decision-making by family and other members 
of the ‘inner circle’ dominating the management of most Taiwanese fi rms (  Chung and 
Mahmood 2010  ;    Lee and Hsiao 2013   ). Th is core group may extend beyond the immedi-
ate founder and members of his immediate family to more distant relatives and trusted 
partners as successful fi rms grow, and second- or third-generation family members take 
control (  Chung and Luo 2008  ), but there is little evidence of such changes leading to 
more collegiate management practices and delegation of authority to middle-managers, 
let alone to trusting the bulk of the workforce with greater task autonomy and involve-
ment in problem-solving. 

 Th is summary of the key characteristics of the dominant business system in contem-
porary Taiwan indicates that changes to the political and fi nancial systems have resulted 
in the growth of private-sector coordination of economic activities through diversifi ed 
business groups. However, continuing, if reduced, state infl uence over the fi nancial sys-
tem and ownership of some large enterprises, coupled with a more proactive state role in 
developing new industries in conjunction with private Taiwanese fi rms than was typical 
in the 1960–70s, have limited the decline of the developmental state and led to an expan-
sion of state–big business collaboration and coordination of industrial development, 
especially in high-technology sectors (  Fields 2012  ;   Lee 2009  ;   Th urbon and Weiss 2006  ). 
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 In fact, it is arguable that the previous dualist division of the political economy 
between the large-enterprise upstream sector dominated by state- and KMT-owned 
companies and the private Taiwanese-owned SME sectors has been superseded by a 
more integrated system in which business groups constitute the major economic actors, 
although diff erences exist between sectors in how much these groups coordinate activi-
ties (  Zhang and Whitley 2013  ). However, these groups continue to be largely family 
owned and controlled, despite some growth in equity-based investment funding, with 
little evidence of signifi cant change in authority relationships between owners, man-
agers, and most employees, or in labour-turnover rates. Th e overall expansion of eco-
nomic coordination within and between sectors represented by the growth of business 
groups in Taiwan, then, has not been accompanied by much change in prevalent pat-
terns of corporate governance or employment practices.      

 Concluding Remarks 

   Th is discussion of change and continuity in dominant institutions, geo-political con-
texts, and business-system characteristics in East Asia has highlighted four main 
points. First, despite the weakening of the strong developmental state, varied liber-
alization of capital and labour markets, and internationalization of many companies, 
there is little evidence that dominant business systems in these three political econo-
mies are becoming more similar to those in the Anglo-American world, or indeed to 
each other (   Shin and Hamilton 2013   ). Both the broad system of governing institutions, 
dominant interest-groups, and patterns of political cooperation and competition on the 
one hand, and the prevalent form of economic coordination and control on the other 
hand, still display signifi cant diff erences between Japan, Korea, and Taiwan, even as 
their economic interdependence grows. Th e semi-globalized (  Ghemawat 2003  ) world 
economy, expansion of democratic politics, and growing infl uence of transnational gov-
ernance (Djelic and   Quack 2003  ;   Djelic and Sahlin-Andersson 2006  ) have not resulted 
in the homogenization of either dominant institutions or business systems along 
Anglo-American lines, nor have these phenomena generated the same kinds of radical 
changes. Nationally specifi c changes in dominant coalitions, patterns of industrializa-
tion, and state–business relations in particular geo-political situations continue to exert 
major, if not dominant, infl uences on how institutional changes such as democratiza-
tion take place and aff ect patterns of economic organization (  Walter and Zhang 2012  ). 

 Second, while the decline in the cohesion and autonomy of strong developmental 
states and the reduction of institutional complementarities may in general be expected 
to reduce the homogeneity and standardization of dominant fi rm-type and competitive 
behaviour across sectors and regions as companies become less dependent on govern-
ment loans and other forms of direct support, and less constrained to follow state priori-
ties, this is unlikely to happen quickly, and oft en does not apply to all aspects of corporate 
governance and behaviour. In post-war Japan, for instance, the weakening of the ‘iron 
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triangle’ between LDP, bureaucratic and big-business elites, and the restructuring of the 
banking system and many  keiretsu  in the 1990s and early 2000s may have led to some 
diversity of corporate governance and employment policies in diff erent fi rms and sec-
tors. However, the continuing close involvement of the state in coordinating responses 
to economic decline and promoting new industries, the continuing importance of busi-
ness associations in developing and implementing policies and coordinating actions, 
and the continuing signifi cance of banks in supporting many companies, together with 
less than radical deregulation of many markets and commitment of key interest groups 
to established ways of organizing economic activities (  Zhang and Whitley 2013  ), have 
limited the extent of change to the networked alliance capitalism that remains Japan’s 
prevalent mode of economic coordination and control. 

 Th ird, just as the deregulation of capital markets does not always, or even oft en, lead 
to an expansion of equity-fi nanced investment, arm’s-length relationships between 
investors and managers, and an active market for corporate control (as shown by these 
countries), so too the removal of some restrictions on hiring and fi ring, use of tempo-
rary and part-time staff , and similar deregulatory measures need not intensify adver-
sarial employment relationships and a widespread decline in long-term employment 
commitments. Rather, such measures permit a greater variety of fi rm behaviours, 
especially between sectors, as seen in Japan, and can oft en be combined with con-
siderable employer–employee commitment, albeit with a somewhat shrunken core 
workforce. 

 Fourth, as the considerable continuities in many aspects of corporate governance, 
inter-fi rm connections, and employment practices amongst leading fi rms in these 
political economies indicate, quite substantial changes in dominant institutions and 
geo-political contexts need not, and oft en do not, produce equally marked shift s in 
prevalent business-system characteristics in the short to medium term. Th is is especially 
so where other features of the business environment, such as the continuing limited lev-
els of trust in formal institutions and willingness to trust people with whom one does 
not have family-like relationships in Korea and Taiwan, remain substantially the same. 
In these cases, such low trust seems to have inhibited owners from delegating more and 
relying less on personal knowledge and contacts to generate competitive advantages. 

 As   Wong, Wan, and Hsiao (2011)   suggest, democratization of political competition 
does not, per se, automatically lead to greater trust in political institutions and actors, 
particularly if it fails to reduce corruption and the political favouring of special interests. 
Indeed, it may increase awareness of such phenomena, as mass media become more 
independent of the state, and encourage fi rms to rely more on personal contacts and 
special favours than on formal rules and sanctions, as arguably has happened in Taiwan 
(  Copper 2009  ;   Wu 2007  ). Th us, while declining authoritarianism and state domina-
tion of the economy may well create opportunities for businesses to pursue a variety of 
strategies and behaviours, it won’t necessarily encourage them to decentralize control 
and trust formal institutions to manage uncertainty and deviance if personal connec-
tions remain key to many sources of competitive advantage, especially in the short to 
medium term.         
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