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Abstract

How can we in a systemic approach to economic organisation improve the understanding of how capitalist firms in different institutional settings constitute stable business systems that effectively promote development and growth? The governed business system signifies a system with close interaction between a government playing an active role in industrialisation and creation of business institutions and the business communities in the country. 

The main objective of the paper is to discuss more closely how the institutional setting of Malaysia and Thailand fits the governed business system mode, and on this basis analyse what happened to the systems when the Asian crisis hit in 1997 and the growth stopped. The understanding of how private business operate and develop in South East Asia is important for the discussion of how various business systems are affected by and integrated in the global economic system. 

The conceptual framework of the paper is based on the business system approach developed by Richard Whitley and others for the study of diverse forms of economic organisation. The application of this framework to the two countries is discussed on the basis of data on industrial policies, institutions and firm organisation. Based on the information from the two countries and recent contributions in the literature on the Asian economic crisis it is then discussed if the crisis was affected by failures in the systems and whether institutional arrangements proved insufficient to sustain growth on a long-term basis.

The business structure in Thailand and Malaysia differ in two important respects from countries in East Asia: a high proportion of foreign companies particularly in export industries, and the coexistence of indigenous and overseas Chinese business families. This provides a different basis for the establishment of the institutional framework and the interaction with government.

Have the economic crisis exposed the governed business system’s shortcomings? The paper discusses three sensitive issues: 1. Influence of the global economy, 2. Favouritism and corruption, and 3. Business failures. It is difficult to demonstrate causal relations or passing firm judgements but it appears worth to include these three issues to gain an understanding of changes and lack of sustainability of the governed business system in the two countries.

Introduction
This is a paper about the firm and its role in the Asian crisis. It uses the business system approach to provide an understanding of firms social and institutional embeddedness, and it focuses on Malaysia and Thailand. In the discussion of how to explain long term high growth in Asia, the seriousness of the economic crackdown in the area was not foreseen – or it was seen too late. In their efforts to move from the “free market makes growth”-position to acknowledge active government intervention both IMF and WB appeared to see a sound basis for continued economic growth. On the other hand those who challenged the IMF and WB “free market”-position also argued that government intervention was responsible for growth. Both sides saw the government-business relations as a stable form of governance with growth.

While the literature on Asia up to the mid-1997 was dominated by the praise the Asian miracle some questioned the soundness of the analysis and remained sceptical of the long-term sustainability of growth. But few seriously thought of a major collapse of the economies (Lingle 1997; Ajit Singh 1997) although warnings were clearly voiced (for instance Jomo 1997; UNCTAD 1997).

Most of the debate on the Asian miracle has concentrated on state policies: macro economic management and industrialisation policies. Taking the lessons primarily from export successes of Japan, South Korea and Taiwan is was eventually realised that governments in the second generation of export led growth countries in Asia – particularly South East Asia – had not copied the policies of the successful North East Asian first generation countries (Jomo 1997). The circumstances and the contexts were different. However, the focus tended to be on the government and its policies assuming that the state was an omnipotent actor independently intervening in markets and managing developments through policies and interventions. It has been the state contra the market. Few have tried to look at the South East Asian countries in a more comprehensive perspective as a capitalist system of key actors operating in a social and institutional context. The business system approach provides such a perspective taking the enterprises and their way of organising production in a social and institutional context as the point of departure. It is this approach, which rely on the tradition of economic organisation that will be applied in this paper. 

The empirical analyses of business systems in Asia by both Whitley (1992) and Weis (1996) have centred on the three East Asian countries; Japan, South Korea and Taiwan. This paper is concerned with developments in the South East Asian NICs focusing on Malaysia and Thailand. Therefore we first have to analyse the coordination and control of economic organisation and the constitution of the private sector in its social and institutional context? Thereafter we can assess the system in the two countries and discuss the development of the economic crisis. Three issues are taken up for discussion: the business system and global economic integration, corruption and favouritism in the networks, and business failures. The paper is of an explorative nature using primarily new economic sociology to understand developments in Malaysia and Thailand.

The business system approach applied in Asia

The systemic perspective of studying economic organisation looks at capitalist private sector development in a broad social and institutional context. The business system concept refers to the economic organisation in capitalist market economies, with a primary focus on business enterprises (Whitley 1996). It is an attempt to position the constitution of firms within the larger process of a socially constructed reality. The analysis draws on traditions from development studies and economic (comparative) organisation with an explicit reference to the social embededness tradition. With its comparative orientation the systemic perspective tries to explain why economic organisation differs from one country to the other, and how firms organise effectively within the institutional fabric of a country. The systemic perspective therefore operates with actors and social institutions. The linkages between the formation of social groups, institutions and firms are of particular importance for understanding the system (Kristensen 1996).

Although the business systems approach is concerned with what causes effective economic organisation it is more an analytical framework than a fully developed explanatory and deductive theory. Whitley (1992;1999) has been a main force in the development of the analytical framework used in the comparative study of capitalist firms. The identification of system characteristics, their construction and differences, in relation to control and coordination of production provides the framework for describing and explaining the variation in the nature and behaviour of firms. Thereby a business system is conceived as a distinct pattern of economic organisation and interconnections between different types of economic actors in the immediate business environment (Whitley 1999, p33). The actors are both those within the organisation of the firm and those outside the firm, particularly the state as an important stakeholder in the economy. The relationships between the actors form the different ways of economic coordination and control that are the outcome of these relationships restricted empirically by their interdependence with societal institutions. The same pattern of institutions encourage similar kind of relationships between actors, and these interconnections therefore result in a limited number of distinctive business systems being established and reproduced over longer periods of time. 

The characteristics of the individual business system have strong implications for the sort of growth and risk-management strategies likely to be followed by company managers in different market economies. The institutional perspective becomes a focal point in the system approach. Institutions are seen as influencing strongly the characteristics of economic actors and thereby the way they coordinate and control economic activities. Different institutional contexts will encourage different patterns of market organisation and industrialisation. Institutions can be divided into those representing cultural values and norms of the society, and those that are present as social institutions in the immediate business environment such as institutions representing the role of the state, financial systems and labour systems. The business system approach challenges the notions that all capitalist firms organise production in the same way, and that firm strategies and behaviour is the same in all capitalist market economies.

The characteristics of enterprise control and coordination can be grouped in three broad categories; (a) ownership coordination (ownership control and governance, boundaries of the enterprise; structure of the enterprise etc.), (b) the nature of inter-enterprise coordination (how firms interact with each other), and (c) the nature of intra-enterprise relationships (coordination and control systems within the enterprise; employer-employee relations). A fourth important element of the analysis is (d) the interactions of the business sector with other key institutional systems such as the government, the legal system, the financial system and other social institutions (Whitley 1999). To analyse a business system means to identify and assess the characteristics and institutional features and interrelationships in each of these fourth categories.

Whitley identifies six types of distinct systems; the fragmented, the coordinated industrial district, the compartmentalised, the state organised, the collaborative and the highly coordinated. In the comparative analysis of three East Asian systems Whitley (1992) places the Japanese Kairetsues as a highly coordinated system; the Korean Chaebols as state organised and the Taiwanese and Hong Kong based Chinese Family Businesses as a fragmented system. Whitley has not analysed other Asian countries, and the question is therefore whether the systems in the South East Asian countries fit directly into any of these six types.

Scholars who have made in depth studies of how to understand the economic organisation and the way business operates elsewhere in Asia have in particular focused on those countries where overseas Chinese business communities operate (e.g. Dobson 1998; Hamilton 1996; Lim 1996; Weis 1996). These societies are more heterogeneous than the three East Asian ones both in ethnic terms and with respect to their business communities. In some, overseas Chinese communities although they are minority populations dominate in business as they do in South East Asia. The ethnic Chinese domination in business does not make it a fragmented system like Taiwan’s and Hong Kong’s as South-East Asia business structure is not dominated by small and medium size enterprises. There are large vertically and/or horizontally integrated conglomerates or business groups operating, and they are not only of Chinese origin. Other main corporate owners are indigenous entrepreneurs, foreign multinationals and the state itself as owner and manager of enterprises. The diversity of actors in the business sector does give the state a prominent role not only as an entrepreneur and manager of macro-economic policy but also as an active regulator in the effort to make the heterogeneous business sector function according to political priorities. 

Several authors focus on government-business relationships as crucial for understanding private sector development in Asia. Many aspects of this relationship are important for understanding the dynamics in which the private sector operates. Weis (1996) for example looks at the way in which the government is also involved in the technological and industrial developments. The government-business cooperation on industry and technology activities leads to a set of institutions that unite public and private business interests. The characteristics of the government sector become:

· Bureaucratic competence to coordinate; a. high-quality bureaucrats, b. in-house expertise, c. insulated pilot agencies and policy coordination.

· State-industry linkages: insulation but not insularity

· Industrial organisation: the role of encompassing institutions

Both Weis and Whitley agree that such institutional and government policy arrangements have been effective for private sector growth.

Although business coordination and control is embedded in the national institutional and social environment it does not mean that business systems are isolated and unaffected by the international context by actors and institutions operating across national borders. A discussion has evolved on the impact economic internationalisation and globalisation have on business systems (Whitley 1996; 1999, Geraffi 1996, Schaumburg-Müller (forthcoming), Olds and Yeung 1999). The main question has been whether global economic activity and international institutions can change the business system characteristics and production organisation. In the study of the three East Asian business systems Whitley (1999) focuses on the export orientation and outward foreign investments of these systems, and conclude that the basic organisation of production is not much affected by the internationalisation. The systems reproduce themselves. However, the forces of globalisation affect business in many forms, and the crucial question is whether national institutions are sufficiently capable of setting and maintaining the framework for firm’s relationships in international business and finance. 

The insufficient considerations of the international dimension in the characteristics of business systems can be remedied by studying the nature of the international relationships and institutions. The international institutional environment can affect coordination and control through ownership relations, contractual trade relations, financial arrangements and rules and regulations of international bodies. The effect of these types of relationships can be stronger or weaker dependent on the nature of the relationships and the impact on economic organisation of domestic production. 

Global integration is not a question of the magnitude of simple trade or investment figures. An economy can have a high export dependency or a high level of ingoing foreign investments without necessarily being affected in the way domestic production is organised. Export can be made purely through arm-length market relations of goods originating entirely from and controlled by the domestic economy but it may also be part of an international value chain where coordination and control of production is done by foreign firms. Foreign direct investment may not alter much in domestic organisation of production if it is import substitution of simple consumer goods. A high degree of outward investments is also unlikely to change coordination and control of domestic production but may extend it internationally to other countries. Foreign owned companies could therefore change relations and characteristics in their host business environment.

Domestic institutions and the formation of national firms may give differences in the extend to which foreign actors control and coordinate production. In the East Asian systems domestic forms of coordination and control of production are so far not much affected by the global economy - perhaps with the exception of Taiwan – although the countries are export oriented and with outgoing foreign direct investments. The level of global integration will be revealed through characteristics of the relationships and strategies of foreign direct investments, the extend of internationally vertical integrated production chains, and international institutional penetration in the domestic economy.  

There is a high degree of interdependence between the varied characteristics of a business system, which contributes to its distinct nature. Summing up, the more crucial business system characteristics are (adapted and extended from Whitley 1999):

Ownership coordination

· Owner control

· Ownership integration of production chains

· Ownership integration of sectors

Inter-firm coordination

· Alliance coordination of production chains

· Collaboration between competitors

· Alliance coordination of sectors

Employment relations

· Employer-employee interdependence

· Delegation to employees

Selective key institutional features and norms of interaction

· Strength of state’s coordination and developmental role

· Strength and incorporation of intermediaries

· Strength of market regulation

· Capital institutions (market or credit based)

· Trust in formal institutions

· Paternalistic authority

· Communitorial authority

· Contractarian authority

· Typical business environment

· Global institutional integration

These characteristics form the basis for the following discussion of the business systems in Malaysia and Thailand. Mainly for limitation of space the discussion in this paper will not go into the employment relations in any detail, and institutional features related to skill development and employment control are also omitted in the following.

The governed business system in Malaysia and Thailand

There are some characteristics of the way in which business is organised and operate in South East Asian countries, which are similar to the characteristics of the East Asian systems. But with the heterogeneity of corporate ownership, dominance of large business groups and the state’s active involvement both as owner and regulator it appears difficult to apply any of Whitley’s six business system types on the economic organisation in South-East Asian countries including Thailand and Malaysia.

Firstly, there is a dominance in the two countries of large business groups with concentrated but diverse ownership. Secondly, the type of interaction between the state and the business sector dependent more on informal relationships is different from both South Korea’s state directives and Japan’s open committee arrangements. In the governed business system firms are not only embedded in an external institutional context - the close network type of relationships between the economic actors is decisive for economic organisation of shared responsibility and risks dominated by a limited group of actors including the state. Thirdly, the state has the double role of being in direct control of natural resources and enterprises, and being regulator in the heterogeneous business environment with the dominant size of other business actors. Together this leads to suggest the definition of the governed business system. It represents the above structure of control and coordination of economic organisation through interdependence relationships between the state and large diverse business groups, and signifies the notion that other means of coordination than market exchange characterise the more crucial forms of relations between these main actors. It is not a strong and powerful state that impose decisions on private sector but a state that has resources to interact with other leading economic actors to an extend where interdependence more than one way power relations dominate. 

Weis (1996) suggests the Governed Interdependence Theory (GIT) for the interplay between public and private where industrial policies contribute to a sharing of risks from dynamic industrialisation between the public and the private sector. The GIT model is developed to better capture crucial interdependencies than more orthodox positions in the state-market debate of the Asian miracle. GIT is developed as a common model to explain developments in East Asian countries and does not differentiate between three different business systems in East Asia as Whitley (1992) does. The suggested governed business system does neither apply to East Asia. It is also specific but includes the notion of the GIT model that contributes to highlight the embeddedness of state-industry networks leading to a system of institutions that socialises risk and coordinate industrial development. 

In a comparative analysis how does the governed business system look in Malaysia and Thailand? They are latecomers in industrial development both belonging to the second generation of Asian NICs. Although both “tigers” they have not developed a similar industrial structure, and their export engines have been fostered in different ways. However, they both have a good deal of natural resource based export while manufacturing export is dominated by foreign companies although domestic companies also participate in certain sectors. 

Despite the high growth rates and the status as newly industrialising some observers have pointed at the market imperfections and underdeveloped institutions, and emphasise how dynamic and unstable these systems are (Lim 1996). The dynamics represent both opportunities and risks. They provide a different institutional framework compared to the more settled business systems in East Asia. Therefore, cultural and ethnic business traditions and values may not play such a dominant role compared to the underdevelopment of market institutions. Olds & Yeung (1999) for example argue that Chinese business traditions for raising financial resources are easily overcome when opportunities and needs arise. When Chinese listed firms enter international capital markets management and accounting practises also change. The important aspect here, however, is that cultural traditions and underdeveloped national market institutions need not result in a static situation but may be dynamic and change the characteristics of the business system. The business system approach has tended to emphasise the stability and reproduction of the systems but the earlier studies of the East Asian systems may have underestimated the tensions between internal pressures and external competitive challenges.

The following discussion will take up the characteristics of the business systems in the two countries. The focus is on the nature of enterprises in the industrial structure, inter-firm relations and the institutional environment while the intra-firm organisation aspects are not discussed.

(a) Ownership coordination. 

The basic structure of business in Malaysia and Thailand is different from what was found in the three East Asian countries each of them having a homogenous structure and business community with limited participation of foreign companies. The two countries are both dominated a small number of different players that tend to organise differently although each group is dominated by large enterprises or groups.  Corporate ownership in both Malaysia and Thailand of companies with publicly traded shares is in a regional comparison highly concentrated on family control by a limited number of families (Classens et al. 1999). The family controlled mode implies a strong ownership involvement in management.  

In both Malaysia and Thailand the minority ethnic Chinese business communities (30% and 10% of the populations respectively) have played and continue to play a decisive role in business. They are accounting for the major part of the private capitalist sector. Some put it as high as 85% of the assets in Thailand and 45% to 65% in Malaysia (Gomez 1999; Lim 1996)
. However, it is not possible just to extend the study of management in East Asian overseas Chinese family business firms to South-East Asia. The East Asian studies take their departure from Taiwan and Hong Kong in particular where the population is dominantly Chinese (Whitley 1992, Carney 1998). 

The role of the Chinese overseas business communities has to be seen in a historical perspective with the waves of migration over time from mainland China. At an early date the Chinese came as traders, and in Thailand they became more integrated in the society for example by managing the businesses and assets of the Royal Family. In colonial Malaya they served as dynamic traders, workers in and owners of mines and plantations, and they were involved when the infant industries as workshops and small industries started. They were also active in the more informal part of the financial sector but importantly they were not and has not developed as a homogeneous group but been differentiated by language dialects and origin in China (see e.g. Gomez 1999). 

A new generation of Chinese came into Thailand in the 20th century and grew up from being small entrepreneurs to become owners of large conglomerates with diversified business interests. An example of such an entrepreneurial family is the CP Group. CP is one of the largest business groups in Thailand founded by two brothers leaving China under the depression in the early 1920s (Hamilton & Waters 1995). Other such conglomerates in Thailand are groups such as the Saha, the Sukree, the Boon Rawd Brewery, the Lamsam, the Osothsapha (premier) and several others. Individual family hold shares combined with cross company holdings and family controlled investment companies dominate the ownership structure of the companies in these groups. Suehiro (1993) in his detailed study of Thai businesses term these groups Thai zaibatsus as a specific family control ownership and management group with business extended across industries and/or sectors and the group holding some oligopolistic market control. In Malaysia part of the Chinese family business community has also developed into large companies as almost 40% of the top hundred listed companies at the Kuala Lumpur Stock Exchange are under Chinese majority ownership (Gomez 1999).

Although developing out of the trading tradition, the dominating firms are large and today diversified conglomerates which make the structure different from the ones found in Taiwan and Hong Kong with a large number of small and medium size horizontally diversified firms. The conglomerates in Thailand and Malaysia got their growth boost from the import-substitution sectors serving the home markets with consumer goods (Jomo 1997; Dobson 1998; Gomez 1999). These family controlled business groups have expanded very fast both vertical and horizontally by a responsiveness to changing economic environments and an eye on reaping profits but maintaining ownership and managerial control (Suehiro 1993). 

However, both Malaysia and Thailand also have a large number of small ethnic Chinese family firms in both manufacturing and services. They are small firms but together they constitute an important element for making the economies function. The manager of these firms will often be the owner but the supply of share capital can also origin from other family or network connections that are not involve in the daily management of the firm. This constitutes another typical model for financing small overseas Chinese business (Hamilton 1996). 

The important difference between Malaysia and Thailand has been that while the overseas Chinese families became integrated with the Thais, the ethnic separation continued in Malaysia. In the Thai society ethnicity became - although shifting over time - less of a social and political issue with a better assimilation of the ethnic Chinese and a positive attitude from state officials (Laothamatas 1994; Hamilton & Waters 1996). The ethnic separation in the Malaysian society continued and gave ground for formulation of the distinct Bumiputra policy under the New Economic Policy from 1970 favouring the development of indigenous Malay entrepreneurs. Malaysia therefore today has a Malay business community with larger groups like the Daim-Group operating in sectors where links to the state and the political sphere are important. Indigenous capitalists have also become sub-suppliers to the foreign export companies or even formed joint-ventures in the sector. The Malay capitalists do not come out as a homogeneous group but are differentiated according to political patronage and business linkages (Lim 1996).

In Thailand there are many small Thai firms but only few larger indigenous capitalist groups. One of the largest groups Siam Cement is controlled by the Thai royal family through the Crown Properties Bureau, is still a major player in business community outside the control of the state (Hamilton & Waters 1995). In both countries the way ethnic Chinese and indigenous capitalists operate has become more similar to each other as they in an environment of still underdeveloped market institutions often depend on family control, personal relationships and patronage linkages to the state sector. Their core competitive advantages are the relationship linkages and networks; the exploitation of selective (or inside) information channels and access to non-market transacted resources. Education is for these entrepreneurial families an important strategy to strengthen their position. There is an opportunistic entrepreneurial behaviour exploiting the opportunities of growth and often resulting in the formation of larger diversified groups (Lim 1996). Both groups took great advantage of the initial import substitution policy in the manufacturing sector but they continued to diversify into domestic protected sectors like finance, construction and real estate. In sectors exposed to outside competition both Chinese and indigenous capitalists often depend on foreign partners for technology and outlets to the world market. 

In Malaysia the state has been more directly involved as owner and controller of enterprises. The largest group in Malaysia is still the state controlled oil-processing company Petronas. The policy of the state has been to be involved in heavy and natural resource industries to keep national control and support the import substitution industrialisation and later also the export oriented industrialisation. There has also been an ambition by the state and Prime Minister Dr. Mahatir to support technology development projects for example resulting in the prestigious car manufacturing Proton project. In addition the state has large controlling interests in trust agencies and equity holding companies and in the commercial banking sector (Gomez and Jomo 1997). In Thailand the direct state ownership in business has also been pronounced. It has been large companies concentrated in basic heavy manufacturing, in communication and infrastructure like its ownership stake in Thai-airways and involvement in the Eastern Seaboard Project and in the financial sector. 

The last ownership group is the foreign firms. Contrary to for example South Korea the governments in both Malaysia and Thailand opened for foreign multinational companies to invest in expanding their export manufacturing sectors. In Malaysia the foreign manufacturing exporters are concentrated in varied electronic industries owned primarily by Japanese and American companies. In Thailand the multinationals are concentrated in textiles and garments, and light electrical and electronic consumer goods export. However, before the boom in manufacturing export both countries had foreign owned natural resource extraction and trading companies. Foreign companies sometimes in the form of joint-ventures with local entrepreneurs are also present in industries outside the export sector. Western companies seems to employ more local managers and using local sub-suppliers than Japanese firms that on the other hand often form joint-ventures with local partners (Lim 1996). 

There are good reasons to make a distinction between Western and Japanese owned foreign companies because they organised themselves differently. However, coordination and control of all foreign multinationals’ subsidiaries are in most cases effectively done within the strategies of the mother company. Although both types of multinationals are also using joint ventures, the Japanese ones are often more integrated in local systems both with ethnic Chinese and indigenous bureaucrats. Large Japanese multinationals have also to a larger extend been able to draw their smaller sub-suppliers in Japan with them to invest in the new host countries (Lim 1996). In addition to Western and Japanese firms, overseas Chinese foreign companies are also present like the large Hong Leon group from Singapore controlling a large number of firms in Malaysia. 

(b) Inter-firm coordination.
In the discussion of the various forms of inter-firm relations two aspects are important: the definition of firm boundaries and the cross-border relationships. In Asian business the legal boundary of the firm is of limited relevance compared to the larger integrated network of enterprises working together as a group. Japan has the Keiretsu concept and Korea the Chaebols. Similarly Malaysia and Thailand have their large conglomerates or groups of companies binding individual companies in diverse sectors together through ownership and management as discussed above. Companies in a group can be spread over across industries and sectors. In Thailand it is not unusual that national manufacturing groups have ownership in the financial and construction sectors. Outstanding examples are the Bangkok Bank group founded by Chin Sohonpanich and the Lamsam family controlled Thai Farmer’s Bank group. It often makes more sense to talk about inter-group relations than relations between firms within a group.

The cross border inter-firm relations of a cooperative nature are important between joint-venture company relations to the foreign partner company and for Malaysia and Thailand the less frequent situation where independent domestic firms are sub-suppliers to foreign firms. Foreign exporting multinationals form joint-ventures with local partners but often their relationship to domestic business is through the network of local sub-supplying firms when they are established locally.

Other major cross bordering cooperative relationships work through the Chinese business community that had in-built international linkages from the start contrary to the indigenous entrepreneurs in for example Japan and Korea. The Chinese business community migrating in the 20th century brought with them international network relations to other overseas Chinese business communities relevant not only for trade but also for raising capital and strategic regional project alliances (Biggart & Hamilton 1998; Jesudason 1997). 

Much of the industrialisation is built on the domestic natural and agricultural resource base like the CP-group’s linkages to producers in the agricultural sector in chicken farming and the palm-oil industry in Malaysia. Vertical interdependence and alliances between producers in different sectors are therefore common. 

Direct horizontal cooperation between competitors may be more rare but coordination of industry interests particularly in relations to the governments take place through the powerful business associations (see below). With the more pronounced ethnic division in Malaysia, the various associations have provided a basis for intra-ethnic coordination among competitors. Corporate cross ownership between the large groups also takes place when other families than the dominating one have smaller stakes, which is frequent in Thailand reflecting the importance of informal alliances between a small number of families controlling most of the domestic companies (Claessens et al. 1999). 

In the export sector the competition appears fierce while it may also be so in the domestic sector like the construction and building industry but where there are more oligopoly conditions. However companies in both export and domestic industries tend to see their main competitors to be mainly domestic firms or firms from neighbouring countries (Fiscal Policy Office 1999; The Asian Financial Crisis 1999).

(c) Interaction of firms with other social institutions, and norms of interaction.

In recent time both Malaysia and Thailand have practised an open economy policy and promoted market economy institutions. In both countries the state has traditionally been a relatively effective and conservative manager of the macro-economic balances. But both their import-substitution and export promoting policies and interventions have created the background for the state to extend licenses and concessions to private industry (Jomo 1997; Lauridsen 1999). In both countries the state has widely extended exclusive rights to business and favoured it through government contracts (Classens et al. 1999).

As often found in developing countries, the state in Thailand and Malaysia had limited opportunities to raise revenue from taxes but with a control of natural resources it got the opportunity to strengthen its role as an effective economic interventionist (Lim 1996). The government in the two countries remains deeply involved in various kinds of relationships and more direct targeted interventions in the private sector, however, the record of the effectiveness of these interventions are mixed as is the state as owner and manager of enterprises (Rasiah 1995; Jomo 1997; Lauridsen 1999; Fiscal Policy Office 1999). As policy maker and regulator the state is an important player but with limited resources and dependency it is not in a position to direct powerful private sector players. That makes room for a situation with complex interaction and relationships between state institutions and actors and private business.

The Thai state has in this century subsequently been controlled by the King, the military, and civil government politicians. In all three phases there are specific links between the business community and the ruling classes resulting in different private business strategies. The close historical links to the Thai bureaucracy, political and military elites gave the business community which controlled both capital and managerial skills a clear leverage and power position in the relationship.

Government has in recent decades opened the economy internationally and taken initiatives to strengthen free market competition in the private sector. But it is a slow movement from a position that a Thai researcher term a “growth-oriented paternalistic government” (Pupphavesa 1998, p.205). While macro-economic policies have become transparent and focused on opening the economy and keep macro economic balances the micro-economic and sectoral policies have at times been more changing, inconsistent and uncoordinated. It has in particular been difficult for the government to broaden the linkages of the export economy and deepening the industrialisation  (Jomo 1997; Lauridsen 1999). An important institution at this level is the Board of Investments with a role in giving permissions and concessions to individual private sector investments. Still favouring a selective approach provides an institutional background that not only gives the state a paternalistic nature but also creates a state-business environment where personal linkages matter. Segments of the ethnic Chinese business community have developed these personal “clientelistic” relationships with politically powerful individuals (Lim 1996). The Chinese Guanxi institution appears apropiate accommodated. 

The linkages can be very close. The Bangkok Bank, controlled by the founder Chin Sophonpanich family, had under the military regime many generals on its Board of Directors, and the Ministry of Economic Affairs owned at a time 60 per cent of the bank’s total shares (Hamilton & Waters 1995). The CP group practises another form by having an Advisors’ Office close to CP’s CEO and President. Advisors and employees have representatives from the military, bureaucracy and political elites (Pananond & Zeithaml 1998). CP makes as other large groups great financial contributions to political parties. Business people have increasingly become involved in politics and used political parties as a platform for influence; for example has a leading businessman recently founded a new political party with promising results in test pools. 

Besides these direct linkages to political parties business-government relationships in Thailand have also been mediated through other institutions including the leading business associations like the Thai Bankers Association, the Thai Chamber of Commerce and the Association of Thai Industries (Laothamatas 1994). In the financial sector tight relations between the Bank of Thailand and the private financial institutions developed, which implied links to the large business groups with ownership interests in the private banks. In addition to government policy coordinating bodies joint government-business committees have also been established like the Joint Public and Private Sector Consultative Committee. The state has also engaged in various specific industrial programmes and technology enhancing institutions like the Thai Development Research Institute. These formal policies and arrangements have a mixed record and may not have the same efficiency as more personal and informal linkages (Jomo 1997; Fiscal Policy Office 1999).

In Malaysia the ethnic division in the business community has produced intermediary community associations to facilitate business-government communication. These institutional systems do not represent command structures but provide a platform for mutual consultations, coordination and risk sharing. The official ethnic consensus model resulting in ethnic political parties have lead to close direct relations between the leading ruling UMNO party and the Malay business community. As mentioned above, the Government’s Bumiputra policy has institutionalised relations to the business communities and strengthened the role of the state as a forceful regulator in addition to its direct ownership role particularly in heavy industries. Even with the strong privatisation process, the government continue to have a firm grip of developments in the business sector through a varied network of instruments and relationships it can mobilise to promote its policies and control (Gomez and Jomo 1997). The rather strained relationship early under NEP between the government and the Chinese business community has developed to a situation where mutual interests are accommodated better (Jesudason 1997). 

The ambition to promote technological development in Malaysia for example through the National Plan of Action for Industrial Technology Development from 1990 should be seen in relation to the technologically passive private sector. The commitment of the government has resulted in government technology projects and institutional investments in organisations of different sorts. Examples are the Malaysian Industry Government Group for High Technology, the Malaysian Technology Development Corporation and more industry specific initiatives like the Palm-Oil Research Institute and similar initiatives within electronics technology (Rashia 1995; Jomo 1997). In Penang the government actively supported the export industry creating institutions for technological upgrading and skills development (Palacios 1995). However, it has for Malaysia as for other second generation NICs been difficult to create effective technology advancing institutions to support domestic R&D capacity. The new Vision 2020 to replace the New Economic Policy has also strong elements to promote national technology leadership. 

The institutional environment for foreign direct investments has in a comparative perspective with other Asean countries and China been favourable in the two countries. However, the comparison also shows a more direct intervention and prioritisation of the state in Malaysia than in Thailand (Estanislao 1997).

(d) Summary and comparison of governed business system characteristics

The governed business system as it has been identified for Malaysia and Thailand is characterised by heterogeneity of economic actors in the business community, which however is dominated by foreign companies and larger domestic groups. The limitations and limited use of market institutions makes relationships important between firms and to actors outside the business community. The state is not an authoritarian state shaping and effectively implementing policies from an insulated rational basis but rather a forceful player operating in interdependent relationships with other social players. The governed nature of the business system arises from the interdependent relationships between the dominant large actors with allocation of material and immaterial resources and assets neither through the market nor by intra-organisational hierarchical decisions. The governed system is therefore different from Wade’s concept of the governing authoritarian state and closer to but more specific than Weis’ model of the governed interdependence theory with an embedded state-industry network, and the state operating and coordinating through the society (Weis 1996). Both authors are referring mostly to Japan and South Korea.

The business system in the two countries is by no means identical. The ethnic cultural situation and the way in which state policies are expressed are very different in the two countries. The weight between the developmentalist state and particularistic personal relationships is different in the two nations although substantial in both compared to a more market regulated situation. The debate of the differences in industrial policies promoted by the state in the two countries is substatial. But despite these important differences, relations and linkages between the public sector, the government and the business sector are organised very similarly allowing decisions to be made through opal personal linkages. The following table makes a comparison of the characteristics of the three East Asian systems and the governed business system in Malaysia and Thailand.

Employer-employee coordination and institutional employment features and interaction norms have not been considered in the table. It can be said that employer-employee relations generally are determined at the firm level, and that both countries have a pronounced shortage of skilled labour (Jomo 1997). Furthermore, during the economic crisis it appeared that labour ties to the firm were more tight in small firms, which resisted lay off of employees compared to larger firms.

Table. Comparative business system characteristics and institutional features

Business characteristics
Fragmented

(Taiwan)
State organised

(South Korea)
Highly coordinated

(Japan)
Governed

(Malaysia & Thailand)

Ownership coordination:
1. Owner control
Direct
Direct
Alliance
Direct

2. Ownership integration in production chains
Low
High
Some
Some

3. Ownership integration of sectors
Low
Some to high
Limited
High

Interfirm coordination:

4. Alliance coordination of productions chains
Low
Low
High
Low

5. Collaboration between competitors
Low
Low
High
Some

6. Alliance coordination of sectors
Low
Low
Some
Some

Features of institutional structures:

7. Strength of state
Low
High
High
Some/High

8. Strength of intermediaries
Low
Low
High
Some

9. Strength of market regulation
Low
High
High
Low

10. Capital institutions
Low risk sharing by banks
Credit
Credit
Credit

11. Trust in formal institutions
Low
Limited
Some
Low

12. Paternalistic authority
Some
High
High
High

13. Communitarian authority
Low
Low
Some
Low

14. Typical business environment
Particularistic
Dirigiste
State guided
Collaborative

15. Global institutional integration
Some
Low
Low
High

Notes: The characteristics and features of the three first business systems have been taken directly from Whitley (1999) except global institutional integration. For the governed business systems the assessments are made on the basis of the discussions in this paper. 

The governed business system in the two countries has demonstrated its virtue by large investment rates and a long period of exceptional high economic growth. It constitute a distinct system different from the other systems found in East Asia and it represents a way of capitalist economic organisation of its own, different also from Anglo-American picturing of autonomous firms operating at impersonal perfect markets. Let us therefore now assess the system in view of it sustainability and discuss the lessons learned from the Asian crisis. This will not be done in a perspective of state intervention versus market. Rather, the believe is that markets function within social constructed institutional framework with both government and private business as actors. There is therefore little point in discussing whether there should be regulating institutions or coordination should be left to the market. However, there is a point in discussing how to judge whether interventions and institutions are effective. Both Whitley and Weis talk about effective systems. But besides measuring performance of either macro indicators of growth in production and export or by the growth of companies, it is hard to find criteria for judging the effectiveness of the individual institutions, i.e. their costs and benefits as alternative to other arrangements. It is also difficult in the analysis of reproducing systems to capture the dynamics of the basic relationships in the system. And in these systems the main constituting actors are dynamic (Gomez 1999).

In general the business system approach leaves several conceptual and theoretical issues open. For example are precise and consistent definitions of both the firm and the market organisation absent. Although building its theoretical argument on explanatory factors making use of multiple causalities it turns out not to be an exhaustive model capturing developments in a system (Wad (forthcoming)).

Shortcomings of the governed business system

Most analyses of Asian business systems and networks do not refer to the second generation NICs but focus on the East Asian countries Japan, South Korea and Taiwan (Hamilton 1996; Weis 1996; Whitley 1992; 1999). Without going into a detailed analysis of how the Asian crisis has affected these economies it suffice to say that Japan and South Korea have both experienced a serious crises but more importantly also a crisis that has shaked if not all then essential parts of the institutional system. Weis (1996) said early that South Korea is “pushing the limits in which it is possible for the state to engage in cooperative coordination with the private sector” (p190), because the handful of large Chaebols are so dominating and diversified that government coordination becomes an illusion. If the systems have not caused the crisis, they have apparently not been able to detect it and protect the system against an emerging collapse. On the other hand Taiwan has gone through the crisis with not only a reasonable growth but also without a brake down of the institutional framework.

It is not easy to make a critical analysis of a capitalist economy and its way of doing business without falling into the trap of taking the imperfect market position. In this perspective system failures are simply seen as a lack of appropriate market regulation and institutions that conform with the western neo-classical type of framework and the understanding of the firm as an autonomous unit operating at perfect markets (Biggart & Hamilton 1998). The contention here is however to critical analyse developments within the specific system, which has been identified above for the two countries.    

The discussion of the shortcomings of the governed business system in Malaysia and Thailand will be limited to look at three inter-linked issues:

(a) Accommodation to the global economy.

(b) Favouritism and corruption. 

(c) Private sector failures.

(a) Accommodation to the global economy 

As pointed out earlier the business system approach has a weakness of how to cope with on the one hand business national embededness and on the other hand the effects of the systems increasing interaction with actors and institutions in the global economy. 

However, some studies now try to remit the shortage. Hamilton & Waters (1995) integrate national embeddedness and global commodity chains in an analysis of Thailand’s ‘path-dependent’ development of powerful business groups. Olds and Yeung (1998) try to capture in an actor-network approach the local business groups confrontation with the global capital markets. 

The background for a different picture in South East Asia compared to East Asia has to be found in the nature of the migrant Chinese business communities that in all phases of their presence in their new host countries have organised their business internationally and depended on cross-bordering relationships. This has been the case through their original dominance in trading, through their role in importsubstituting industrialisation to the more recent manufacturing export oriented era (Lim 1996). In recent decades the internationalisation of the Chinese family business system has found additional forms and been further intensified by investment of Chinese family firms from Hong Kong and Taiwan. Business groups in Thailand and Malaysia have also been investing in other parts of the region mainly back into China and in other Asean countries, but also outside the region.

The internationalisation of the systems in Malaysia and Thailand is therefore “embedded” through the Chinese family business groups and the foreign multinational companies. The international nature of their business relationships has been more fundamental for economic organisation than national institutions. The international relationship networks are a main competitive factor of the Chinese businesses and thereby of the systems as a whole (Lim 1996). This is contrary to most business systems where the competitive strength is found in the domestic networks and institutions. The organisation of the Chinese relationships has however developed through networks and social relations, not through the market or within a conventional hierarchy of a firm. When Western and Japanese multinationals entered and formed the organisation of the manufacturing export industries they not only organised production to international market requirements but through joint-ventures and sup-supplier relations they integrated with the Chinese based networks (Lim 1996). The international nature of the organisation of the system was a decisive factor for its efficiency and impact on economic growth where both Chinese international networks and hierarchical intra-firm structures in the multinationals affected production.

However, it is not the internationalisation of the system as such which should be discussed in relation to the crisis but the nature of the domestic and international relationships to cope with internal and external changes in economic conditions and institutions. Nobody can claim that crucial indicators for both exports and the structure of international capital movements did not point at an economic crisis. 

The discussion of the governed business system in Malaysia and Thailand and the integration in the world economy will be limited to two issues: the export dependence and the system’s relationship to the global financial markets.

The export-oriented policy that both countries pursued with great success to engine economic growth was in manufacturing dependent on investments from Western and Asian multinationals. Although the foreign companies have introduced new technology and management principles and created low-wage income employment in the export sector, the effects from the multinationals did not affect organisation in other sectors broadly or changed domestic competition. Of course certain institutions were changed particularly in the export processing zones. The foreign dominated export firms had extremely high import dependency on machinery and equipment and current input of components and materials with limited up- or down-stream linkages to local industries (Jomo 1997; Lauridsen 1999; Rasiah 1995). This is not to say that more indirect impact on technology and management on domestic sectors will not occur. However, the dependency on direct investment inflows did put pressure on the government to keep the economy open and allow a free flow of financial transactions. But since the first half of the 1990s the foreign direct investments contributed negatively to both trade and current account balances in both countries (UNCTAD 1997). At the same a slowdown took place in fresh direct investment flows that quickly became a small part of external financing with short term bank lending in particular growing.  

The sectoral basis of exports was narrow in both countries. The export basis had originally benefited from a strong yen and a weak US dollar making low-wage assembling in Malaysia and Thailand attractive. But the base was narrow in the early stages concentrated to textiles and garments and later in Malaysia mainly to electronics and in Thailand to electrical and electronic consumer goods -  a range of products with high global competition and from the middle of the 1990s with a decreasing international demand. With a continued low value added structure the export sector had to compete for supply of labour and capital with domestic sectors (food, basic consumer goods and construction) facing high demands and protected from competition. The competitiveness of the export depending sectors was quickly undermined (Warr 1998; Athukorala 1998). The dualistic nature of the system showed its vulnerability with limited flexibility and dynamics in human resource development and R&D that could increase the competitiveness as a respond to global market demands (Jomo 1997).

There had also prior to the crisis been clear warnings about the composition of the capital import combined with the changing institutional framework of the global financial markets (see e.g. UNCTAD 1997; Ajit Singh 1997). After the crisis a large body of literature has emerged on the institutional aspects of the interface between the national and global financial systems (Knight 1998; McKinnon  & H. Pill 1998; Wade &Veneroso 1998; Jomo 1998).

The crucial points in the debate to explain the crisis’ financial aspects concentrate on the following:

(1) Changed composition of capital inflows and investors with increases in portfolio investments in Asian equity and bond markets after capital market liberalisation (Bohn & Tesar 1998)

(2) Over-borrowing by domestic borrowers (large firms and institutional borrowers) with high debt-own-capital ratios; poor investment analysis and risk assessment; unhedged against exchange rate risks and impenetrable intra-group financial flows  (McKinnon & Pill 1998; Kawai a.o. 1999).

(3) Weak evaluation procedures by financial institutions. Banks and financial institutions – particularly the domestic ones – were on the one hand faced with a situation of easy foreign supply of funds and on the other hand had lending procedures more accommodated to network relationships than to screening based on analysis of financial data. Collateral was based on bubble-economy inflated values on real estate and land (Fiscal Policy Office 1999). 

The banks were if not linked by ownership relations then with strong cross-personal relationships to lenders where these linkages and the knowledge they produced were more valuable than investment data. A survey of predominantly manufacturing and unlisted firms showed that they were not high foreign borrowers (Kawai a.o. 1999). The huge influx of foreign capital went through the banking system and was re-lend in domestic currency. As lending went more into construction and financial investments than to manufacturing with cost and market estimates, the growth in these markets became the quantifiable indicator for banks lending assessment. Jomo (1998) claims that in Malaysia more than 70% of bank lending went to non-productive investments including real property share purchases and consumption credit. Much of the foreign debt was not hedged against exchange risks by the borrowers (Kawai a.o. 1999). The domestic banking and accounting regulations and practices were obviously incompatible with the international capital market institutions. Much of the governments’ post-crisis reform work has therefore also concentrated on these aspects (Fiscal Policy Office 1999).    

(b) Favouritism and corruption. 

Corruption is pervasive throughout Asia as it is in other places of the world. World Bank recently organised a regional conference in Seoul on Corporate Governance and Corruption in Asia. Corruption has also recently bee used as a political tool using the juridical system as is evident from the legal cases launched against political leaders in Pakistan, Malaysia, South Korea and Indonesia. Corruption is a tricky issue to handle because those who put specific names on corruptive relations risk themselves to be legally charged, and as corruption by definition is indulged in secrecy, proof is difficult to present in a court.

In the analytical network models with tight personal relationships and transactions the transfer of money against favours can easily be accommodated. The business system approach is, however, in pain with how to tackle the issue of corruption related to business. It is more or less ignored in the analysis of the East Asian systems (Whitley 1992; 1999). 

In her analysis of business-government relations in Japan and South Korea, Weis (1996) clearly sees the corruption opportunities and the possibilities for windfall gains in the systems. For Japan she finds the government-business open fora a security against clandestine corruption while the more closed government relations with dominant Chaebols in Korea constitute a higher risk. Recent developments seem to prove her right.

Businesses operating in networks through relationships can be seen as a reaction to imperfect market conditions or in a political economy perspective as a result of collusions between government and business elites. The latter clearly opens for more direct corruptive practises of both political and economic processes. However, mediated through a broader institutional framework both market and political factors are important to explain business relationships in their structural form and operational characteristics. Corruption in this perspective does not come out solely as a result of a political economy explanation.   

Corruption follows most efforts of capitalist development and there is no unique relationship between corruption and economic performance neither is there a geographical or cultural exclusion. Corruption is found both in the West and the East. In the business system approach there is an awareness of the possibilities of rent seeking and opportunistic behaviour of actors when institutions allow for selective benefits to emerge in the system (Weis 1996). But the approach tends to focus on the formal functions of institutions within an approved set of rules and laws. It is, however, not a powerful tool in analysing how actors operate through the informal and not codified relationships. The huge problems of corruption and nepotism between bureaucrats, politicians and business people tend to be neglected. It can be argued that in capitalist development in general and in governed systems in particular the allocation of scarce public resources and rights and concessions are difficult to distribute in a transparent way according to agreed rules. 

While the business system approach downplays these issues other research has found that the relationships of corruption and nepotism are essential for an understanding of how these phenomena in some cases have fostered rapid economic growth and in order cases social stagnation (Khan 1998). Corruptive relationships are also institutions but informal and secretive. In a comparative analysis of corruptive patterns in Asian countries Khan finds that corruption per se is not necessarily an economic problem but it is the political structures which generate growth-retarding corruption. Location and history play important roles. In the more resource poor environment of South Asia subsidies and privileges to non capitalist groups play a more damaging role in terms of investment failures than in Malaysia where clientelist institutionalised politics has been able to coexist with a more dynamic and competitive capitalist sector in the economy with vast resource wealth (Khan 1998). In Thailand the strong integration of ethnic Chinese capitalist and the disappearance of more dominant rural clients have according to Khan led to a situation of intense transfers from capitalists to political factions resulting in a willingness of capitalists to buy their own political factions and go into politics themselves. Being patrons in their own patron-client networks, the capitalists control the resource flow into non-accumulating activities. The competition between factions in such a system tends to result in political instability that is a risk to economic growth.   

The important discussion of whether corruption has benefiting capitalist development and economic growth has therefore largely taken part outside the business system approach and the mainstream World Bank presentation of the Asian miracle. Independent of whether corruption turns out to be beneficial or not, ignoring it appears to be a severe shortcoming for understanding in particular the political and institutional process in the societies.

If corruption is an inevitable element of the governed business system the interesting task is to see whether it is associated with a growth-retarding and unsustainable pattern of capitalist accumulation.  In this perspective corruption can make the network type of transaction costs higher than market costs. It may undermine both trust and formal institutions in general, which tend to result also in higher transaction costs compared to alternative situations with high level of trust or faith in market institutions. Gomez and Jomo (1997) find the close state-business relationships in Malaysia further developed under the New Economic Policy to have resulted in distribution of huge rents and promoted rent-seeking behaviour by major stakeholders. It is an outcome of the resources and the concessions commanded by government resulting in what has been termed “money politics” (Jomo 1997). However, creation of rents may be economic inefficient but need not in itself constitute a corruptive practices. 

It has also been suggested that corruption favours investment instead of consumption and therefore is more acceptable creating growth and social welfare. However, this argument is based on the assumptions that alternatively the investment would not have taken place and second that the investment was productive compared to alternative outcomes. Both assumptions can be challenged and particularly the second one is dubious. First, the investment made may favour monopolies that will tax the consumer compared to a situation with competition. Second, investments may turn out to be unproductive, perhaps only in the long run but eventually be a burden to social welfare. 

The contention here is that widespread corruption will undermine economic efficiency. This can under given social conditions be a process taking place in the long run and therefore compatible with short term high economic growth. 

With corruptive structures prevailing in both Malaysia and Thailand for a long period with economic growth, the linkage between corruption and the economic crises has to be found either in long-term effects or in changes of the corruptive patterns - if there is a linkage at all. In Thailand the competition in clientistic politics in the democratic era of government had intensified and so had apparently the scope of corruption, and in both countries the surfacing of corruption as a political and legal issue lead to suggest and increased transfer of corrupt money. However, these are both uncertain issues difficult to substantiate and quantify. But a more likely effect of long-term corruption lies in the loss of flexibility when the system has to react to outside changes. Corruption stimulates the tendency to do things in a certain way because changes in most cases will harm somebody in the system. The privileges that a concentration of corporate wealth could solicit from the government may have impeded the developments in legal and regulatory frameworks (Claessens 1999). The signs of danger to the growth environment meant changes in the allocation of resources, which could be difficult to compensate in the current political situation, and therefore the incentives to employ drastic economic instruments were few. Many of these arguments can also be ascribed to most democratic regimes with specific political constituencies. However, an economic crisis may in the corrupt system be a more likely solution to break inflexibility forcing economic and political losses on its participants.

(c) Business failures. 

In the state-market discussion the terms of market and state failures are commonly used but business failures are also a logical possibility. While market failures refer to obstacles for competitive markets to function, business failures point at the companies’ lack of ability to operate and organise production effectively within the given set of institutions. Government interventions can often offset market failures or they can be removed by government deregulation. When it concerns business failures it is much more difficult for government to control because they relate to strategies and actions in control of private business management. However, the state does establish institutions for business operation but as the basic system is capitalistic, the private ownership principle creates a room for possible business failure, or private sector management errors, as Lim (1997) prefers to call it.

Carney (1998) analysis of Hong Kong Chinese firms uses concepts of personal management deficiencies trying to explain opportunistic investment decisions. Based on case studies Carney discusses in detail deficiencies of the HK Chinese medium size business ways of operating dependent on personal management and opportunistic investments. But the historical development, the demographic composition and in particular the business connections to the mainland of China in Hong Kong are quit different from the situation in the South East Asian countries. 

The issue is whether the analysis of institutions makes sufficiently room for the possibility that business systems can be ineffective because management’s organisation of production results in failure. Of course it is very much an issue of business risks and the understanding of business behaviour. The point is that institutions (or in some cases lack of institutions) to some extend cause such behaviour but the business system approach tends to neglect a discussion of business and institutional failures. It is also a very sensitive issue because how do we judge what is failure without being trapped in an ethnocentric understanding of business management and a very narrow mode of economic rationality argumentation. It is obvious that besides the rationality of the firm, one also has to understand the rationality of family business groups if one has to look at how overseas Chinese business families perform. Suehiro (1993) suggests that the long-term objective of the Chinese family business groups is not necessarily to maximise profits or market shares of their individual enterprises but rather to expand the total fortune of the family. This explains their diversification into areas such as finance and real estate unrelated to existing enterprises. However, the argument of the strength of business being embedded in tight and closed social networks like the family can also be turned around. An inward looking and homogenous culture can make actors vulnerable to external, and strong embeddedness can “turn from ties that bind to ties that blind” (Grabher 1993: 24). Given the conceptual complexity of business failure we will in the present analysis limit ourselves to a descriptive approach looking at situations where management has led to unsustainable operation of the firms.

At the corporate level a crucial hypothesis has been that business failure has resulted in misallocation of capital resulting from failed strategies of diversification. The stories have been almost endless repeated in Asian business magazines of how entrepreneurs with a sound core business have diversified ultimately into dealings in the financial sector where high risks exposed during the crisis hit companies hard even in their core business. While Suehiro (1993) saw the dynamics and flexibility of the overseas Chinese groups in Thailand as their strength it is also a fact that a large diversified group like the Boon Rawd Brewery Group quickly lost large market shares in its core business when Carlsberg moved into the market. World Bank research has tried to substantiate the hypothesis of misallocation and failed diversification. Claessens et al. (1998) provides an analysis based on corporate time series data from nine Asian countries. There is a distinction between vertical integration and complementary expansion, and a test for either misallocation-of-capital or learning-by-doing based on developments in performance of the companies. Results from Malaysia and Thailand show that firms in both countries have suffered significant negative impact of vertical integration on short-term performance, but firms in Thailand have gained from complementary expansion. For Malaysia the results suggest that the misallocation-of-capital hypothesis is appropriate while the learning-by-doing hypothesis is comparatively more appropriate for Thailand. It is also documented that diversification by firms in less developed countries is more subject to misallocation of capital (Claessens a.o. 1998, p19/20).

The results from the World Bank research are interesting and put welcomed rigorous quantitative analysis to an area dominated by softer case wise evidence. However, the shortcomings of the research also show how difficult it is to capture trends in the business performance. The database covers only publicly listed stock exchange corporations. There are 531 firms included from Malaysia and only 131 from Thailand. There is no distinction on ownership and a fair share of firms in both countries will therefore be multinational subsidiaries or foreign joint ventures. The term complementary expansion is insufficient to capture the situation where a shrimp-farmer and -exporter diversify into investments in golf courses. A more promising area of research would most likely be to investigate the data behind the non-performing bank loans.  

Lack of information and actors to react on fundamental macroeconomic imbalances and (business) investment failures gave an environment that nurtured the crisis and scared the foreign institutional investors with mobile capital and high risk aversion. In the governed business system management lacked flexibility to accommodate to basic economic developments, thereby loosing competitiveness. Growth had attracted but not tamed international capital (Weis 1998, p192), and international capital was loose - not necessarily long term rational. But domestic growth overshadowed market competitive discipline particularly in relation to the construction sector and the financial market investments. There was an institutional lack of sound investment evaluation and risk assessment even within the domestic financial sector.

Conclusions
Had the pendulum swung too much in the direction of what a governed business system can accomplish? And had the governed and yet open system created relationships that left fundamental market economic balances aside and unattended? 

In the discussions of what constitute the characteristics and institutional features of the governed business system potential tensions and unstable relations were identified:

(a) heterogeneity but concentrated ownership

(b) protected domestic sector and exposed export sector

(c) lack of conformation between domestic and global institutions

(d) closed and opal government-business relations hampering regulatory development.

To explain fully what triggered the crisis is beyond the scope of this paper. But in the discussions of the system shortcomings it is interesting first of all to note that systems may over time not be stable or at least need a thorough overhaul of inflexible structures. The dynamic nature of the systems have to be considered and not only their reproduction and stability. This is particularly important when a system is exposed to the impact of the international business environment. If not in a position of leadership sustainability grows out of dynamic accommodation. Furthermore, issues of corruption and business failures are hardly accommodated in the business system analysis but may be crucial for understand its survival.

The issues of both corruption and business failures are difficult to discuss without being trapped in ethnocentric perceptions, and this paper do not claim to make causal conclusions. The attempt has been, however, in view of the seriousness of the crisis in the two countries, not to leave the floor open only to stereotype marco-economic explanations but to go deeper into the construction of the business systems also using tools and insights of the new economic sociology.  
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