
A crisis of industrial and business networks in Asia?
Asian networks in crisis?
Just like their predominance in earlier discourses of the Àsian miracle' during the late
1980s and early 1990s, `networks' have once again become the core explanatory variable
in the latest wave of counterdiscourses of the Àsian economic crisis' of 1997 ^ 98. The
only difference is that networks are now perceived not as a universal panacea for
economic development and prosperity, but rather as an evil `thing' whose disturbing
practices are deemed as a direct cause of the Asian economic crisis. How often do we
hear today that the media and popular press outside Asia make a blanket condemnation
of networks as the dark side of Asian capitalism(s)? Neoliberal views, particularly those
championed by the International Monetary Fund (IMF), are extremely influential in
this regard. To them the Asian economic crisis is a consequence of c̀rony capitalism' in
which nepotism and corruption are common among members in the same networks (for
example, Lim, 1997; Rosenberger, 1997; see also Bello, 1998; Haggard and MacIntyre,
1998; Lo, 1999; Wade and Veneroso, 1998; Yeung, 2000a). The neoliberals argue that
such networks in Asia as the chaebols (1) in South Korea, the keiretsus (2) in Japan,
Chinese family businesses throughout Asia, and crony-capitalists in Southeast Asia
have been facilitated by the self-interested and utility-maximising behaviour of state
officials from South Korea and Japan to Indonesia and Malaysia. They have produced a
combined effect of massive accumulation of bad debts and bribes, unequal distribution
of wealth and business opportunities, opaque business environments with high risk and
uncertainty, or simply the unbearable Àsian way' of business practice and economic
development. Backman (1999) has recently termed the downfall of the Asian economies
the Àsian eclipse'.

It now becomes clear that an appropriate understanding of the nature and con-
struction of industrial and business networks in Asia is very important to how we
interpret and grapple with the Asian economic crisis (and the subsequent Asian
revival?) Are these networks really the fundamental cause of the Asian economic
crisis? Is there any distinctive feature in these networks which exposes them to higher
risks and uncertainties? Are these networks simply indispensable in the material
construction of Asian economies? What are the historical and geographical specific-
ities in the constitution of these networks? This special issue does not purport to
answer all these questions. Neither does it aim specifically at examining the causes
and consequences of the Asian economic crisis (see special issues of several other
journals edited by Amin et al, 1998; Chang et al, 1998; Higgott and Rhodes, 2000;
Kelly et al, 2000; McNeill and Bockman, 1998). It does aim to show, however, that
industrial and business networks are enduring features of Asian capitalism(s) and their
sociospatial constitution is predominantly organised at the firm and industry levels. To
conflate this organisational scale of industrial and business networks in Asia with the
national scale of economic miracles and crises is a grave mistake, as manifested in the
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(1) Chaebols refer to large conglomerates of South Korean companies which owe their rapid
growth and development in the period after World War 2 to strong state support (see Wade,
1990).
(2) Keiretsus refer to Japanese intermarket business groups combining ownership and production
networks (see Gerlach, 1992).
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neoliberal literature on both the Asian miracle and the Asian economic crisis. Though
they may suffer from the general contraction tendencies of the crisis, networks per se
cannot and do not explain the origin and causes of the Asian economic crisis.

More specifically, this special issue has two major objectives. First, it aims to evaluate
the role of space in the organisation of industrial and business networks in Asia. So much
of the recent literature in economic geography has privileged the role of geographical
proximity in explaining the spatial agglomeration and untraded interdependencies of
economic activities (seeYeung, 2000b). The empirical evidence for this tendency towards
territorial organisation of production networks is derived largely from studies conducted
in North America (for example, Scott, 1998; Storper, 1997) and Western Europe (for
example, Cooke and Morgan, 1998; Grabher, 1993). To date, only a handful of geo-
graphical studies have been conducted on industrial and business networks in Asia (for
example, Cho, 1997; Hsing, 1996; 1998; Izushi, 1997; Park, 1996; Tan and Yeung, 2000;
Yeung, 1997; 1998a). All five papers in this special issue are therefore based on empirical
research and are expected to contribute to our empirical understanding of the nature and
organisation of industrial and business networks in Asia. As far as possible, I have
chosen the papers to cover virtually all major industrial and business networks in Asia,
including Japanese keiretsu networks, Taiwanese small and medium firm networks,
Chinese business networks, and global commodity chain networks.

Second, this special issue aims to provide some theoretical insights into the social
and institutional mechanisms through which business firms operate within and beyond
their national boundaries. All authors of the five papers are committed to transcending
the `undersocialised' view of economic action most commonly held by neoclassical
economists (as shown in the economic interpretations of the Asian economic crisis
earlier). There is now an increasingly significant call by economic geographers to
reexamine the concept of the `economic' itself (Dicken and Thrift, 1992; Lee and Wills,
1997; Schoenberger, 1997; Thrift and Olds, 1996; Yeung, 1998b). Using the concept of
networks, economic geographers (and economic sociologists) have shown that economic
action is often embedded in dense webs of ongoing social relations constituted in and
through space. As observed by Thrift and Olds (1996, page 322), `̀ The topological pre-
supposition of the network is now in common usage in the social sciences as the emblem
of an ambition to produce flatter, less hierarchical theories of the economy.'' These
network theories have indeed placed a much greater emphasis on the social and
institutional foundations of economic transactions in today's global economy. What
then are the different approaches to the study of industrial and business networks in
Asia? In this introduction to the special issue I present the theoretical contexts of
subsequent empirically grounded papers and speculate on the future of networks in Asia.

Dissecting industrial and business networks in Asia
Three theoretical perspectives appear to be particularly influential in our understanding
of the economic organisation of Asian capitalism(s): (1) Asian business systems and
institutionalism; (2) the statist perspective (state-driven development and political-eco-
nomic alliances); and (3) global and regional political economy (the global commodity
chains perspective and the flying geese model). In the first place,Whitley's (1992; 1998;
1999) business system approach offers a potentially fruitful avenue for understanding the
nature and organisation of Asian business firms. He argues that `̀ different kinds of
business and market organization develop and dominate different market economies as a
result of major variations in social institutions and constitute distinctive business
systems'' (1992, page 7). As such, the focus of this approach is not so much on culture
per se (see Douw et al, 1999; Hefner, 1998; Redding, 1990), but rather on the institutional
structures of particular business systems that are socially constructed over time and space.
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The social organisation of business firms, as a result, is largely shaped by these
institutional structures (see also Orru© et al, 1997).

For example, one of the best known characteristics of the Chinese business system is
the role and the extensive influence of business networks or `bamboo networks' (Hamilton,
1991;Weidenbaum and Hughes,1996;Yeung, 1998a). Personal relationships or guanxi are
one of the most important mechanisms to implement cooperative strategies in Chinese
business networks, although their importance obviously changes over time and differs by
geographical and sectoral (for example, property) contexts (seeGuthrie,1998;Tsang,1998;
Yeung and Olds, 1999). The reliance on personal relationships, however, is not restricted
exclusively to the practice of the ethnic Chinese only (for example, Bjo« rkman and Kock,
1995; Lane and Bachmann,1998; Olds andYeung,1999;Windolf and Beyer,1996). Hodder
(1996, page 52) for example, argues that `̀Guanxi (or reciprocity) is not a `thing', or
`variable'or c̀hannel'. It does not characterise `the Chinese', nor is part of a cultural mantle
by which individuals can be identified as Chinese'' (see also Dirlik, 1997; Nathan, 1993;
Ong and Nonini, 1997; Yao, 1997). Instead, cooperative relationships in the Chinese
business system are largely embedded in personalised business networks, whereas their
Western counterparts tend to enter into cooperative relationships based upon firm-
specific business strategies. Interpersonal relationships have served and continue to serve
as the foundation of cooperative relationships in Chinese business networks (see Yeung,
2000c in this issue).

The statist perspective, on the other hand, tends to stress the role of the state and
its apparatus in constructing industrial and business networks in Asia. This perspective
originates from the developmental state literature which first made its impact in
development studies during the early 1980s (Amsden, 1989; Deyo, 1987; Johnson, 1982;
1995; Wade, 1990). Much of this literature empirically focuses on how the state in Japan
and several Asian newly industrialised economies (South Korea, Singapore, and Tai-
wan) has actively and directly shaped national developmental trajectories through the
establishment of economic planning agencies, the pursuit of strategic industrial policy,
and the promotion of `national champions'. These national champions are private
firms in highly promising industries and sectors. They are therefore strongly encour-
aged by the state through loans, grants and subsidies, monopoly rights, tax holidays,
and import protection. The inevitable outcome of this strong involvement of the state
in industrial development is the formation of strong state ^ business relations. In South
Korea, the dominance of the chaebols in domestic business owes much to the support
of its authoritarian regimes (Kim, 1997; Lee, 1997; McNamara, 1999; Steers, 1999).
Replicating the success of the keiretsu networks in Japan, the chaebols have developed
a cosy relationship with the state and its ministries for mutual gains. Today, the top
four largest chaebols (Daewoo, Hyundai, LG, and Samsung) have made it to the top
100 transnational corporations from developing countries. They have become formid-
able competitors in the global economy (see Yeung, 1999a).

In Japan the keiretsus are not as dominant in Japan's industrial organisation as their
counterparts from South Korea. Gerlach's (1992) excellent study of Japanese keiretsus
has shown that much of their dynamics originates from their internal strength rather
than from state support per se. Through cross-equity ownership of related firms, these
complex networks of keiretsu linkages have enabled informal exchange of information on
product and process innovations and facilitated the development of captive markets in
Japan for mutual support. Their role in Japanese production networks abroad is much
more varied because of geographical distance and host-country preferences for local
content and local linkages. In the electronics industry, for example, whereas the keiretsus
have played a very important role in the formation of regional production networks,
Japanese firms have also relied heavily on these keiretsu networks for access to the global
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market rather than for access to local suppliers (see Aoyama, 2000, in this issue). The
agglomeration tendencies of Japanese electronics firms in major urban areas in Asia
therefore do not necessarily reflect the territorial development of locally embedded
intrafirm networks and spatial clusters specific to product chains and/or technology.
They may be more related to the level of urbanisation and market development in
individual Asian countries. These findings have major implications for understanding
the role of firm networks in regional development and industrialisation in Asia.

In Taiwan, the state ^ business relationship also evolves from family-centred indus-
trial organisation to one in which large firms have much better access to state
resources and subsidies (for a case study of the semiconductor industry see Mathews,
1997; Mathews and Cho, 1998). Faced with the lack of competitiveness vis-a© -vis large
firms, small and medium-sized Taiwanese firms have to leverage their strategic advan-
tages of flexibility and adaptability through informal networks and subcontracting
relationships. Some of these small firms have even brought their networks across
national borders into China (Hsing, 1998) and Southeast Asia (T J Chen, 1998). In
this special issue Buck (2000) has specifically examined the growth, disintegration, and
decentralisation of Taiwan's industrial networks in the context of state-led land-reform
programme, redistributive agricultural policies, and conservative financial policies
since the mid-1960s. He argues that the rapid proliferation of small firm networks in
Taiwan was driven by the contingent actions of rural household entrepreneurs which
culminated in tremendous rural industrialisation, a phenomenon we observe so well in
mainland China today (see W Chen, 1998; Lin, 1997). These industrial networks orga-
nised by small and medium firms were the unintended consequences of state policies
rather than a creation by state-led development.

In Southeast Asia, the case of Singapore points to a radically different empirical
situation whereby the developmental state has actively developed the island economy
into a major node of the global spaces of flows (Low, 1998; Perry et al, 1997; Rodan,
1989; Yeung and Olds, 1998). Instead of developing industrial networks constituted
exclusively by local firms, the state favours the development and deepening of global ^
local linkages. On the one hand, Singapore can gain from the influx of foreign high-
technology investments. On the other hand, these global corporations can benefit from
Singapore's evolving local supplier networks (for a case study of Singapore's electronics
industry see Brown, 1998; Perry and Tan, 1998). In other Southeast Asian countries, it
appears that political-economic alliances based on patron ^ client relationships have
taken precedence over state-driven industrial networks in these still developing econo-
mies. This preference for political connections is particularly important in the context of
the state's ethnic-biased redistributive economic policies through which indigenous
capitalists (known as pribumi in Indonesia and bumiputra in Malaysia) have been given
special rights and privileges. A natural outcome is the rise of the so-called ersatz
capitalism in these Southeast Asian economies (McVey, 1992; Yoshihara, 1988). In this
case, the Chinese business system described above has embedded itself in the political-
economic alliances of the host Southeast Asian countries.Whereas some ethnic Chinese
have consolidated and strengthened their intraethnic group networks to overcome the
hostile business and institutional constraints in the host countries, other more pragmatic
ethnic Chinese have engaged in patron ^ client relationships with indigenous Southeast
Asian capitalists.This process of `network juxtaposition' has resulted in a hybrid network
structure in Southeast Asia comprising family networks and political-economic alliances.
Still other ethnic Chinese have chosen an `exit strategy' by internationalising their business
operations into other parts ofAsia and beyond. In their internationalisation process, these
ethnic Chinese from Southeast Asia have once again leveraged on their transnational
networks of personal and business relationships (seeYeung,1999b;Yeung andOlds,1999).
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At the broader global and regional scale, the political economy of industrial and
business networks in Asia underscores the importance of such extranational forces as
global capital and regional factor endowments. Linking industrial development in
peripheral countries to the global economy, Gereffi (1996) proposes the global com-
modity chain (GCC) approach which originates from comparative sociology (Gereffi
and Korzeniewicz, 1994; Hopkins and Wallerstein, 1986). He defines a GCC as ``sets
of interorganisational networks clustered around one commodity or product, linking
households, enterprises, and states to one another within the world-economy. These
networks are situationally specific, socially constructed, and locally integrated, under-
scoring the social embeddedness of economic organisation'' (Gereffi et al, 1994, page 2).
The GCC approach is claimed to be historical and comparative and links both macro-
historical concerns with structural changes in the global economy and microorganisa-
tional issues of production and distribution (see Whitley, 1996; 1998). In this special
issue, Dicken and Hassler (2000) attempt to explain the network organisation of the
Indonesian clothing industry by examining its interconnections to global commodity
chains of apparel products. They observe that the Indonesian clothing industry is
embedded in buyer-driven global commodity chains which connect domestic producers
with international networks of production and distribution, particularly those orga-
nised by South Korean, Taiwanese, US, and European firms. The shape and the drivers
of these production chains, however, are highly dependent upon the geographical
markets of individual clothing firms. Whereas clothing firms exporting to Europe tend
to depend on the representative offices of European retailers and wholesalers, US
clothing companies tend to work with East Asian agents to source for their supplies.

Regional factor endowments also play an influential role in the spatial organisation
of production networks by Asian firms, in particular Japanese firms. This observation
has led to the rise of the so-called `flying geese model' which postulates a nested
pattern of regional industrial networks centred on Japanese firms. The formation of
Japanese regional production networks is therefore explained by changing factor
endowments in individual host countries and the technological superiority of Japanese
firms. The model thus reflects the creation of dynamic comparative advantages that
potentially allow host countries to c̀atch up' with the leading `goose' (Japan in this
case). In practice, the model has been extensively criticised (see Bernard and Ravenhill,
1995; Hart-Landsberg and Burkett, 1998; Hatch and Yamamura, 1996). Contrary to the
predictions of the model, there is little evidence of a real c̀atching-up' process cascad-
ing through the various economies of the Asian region. Rather, the situation is one in
which `̀ Japan is actually flying further and further ahead of the regional flock. The
division of labour in Asia, based on the technological capacity of each nation, is
becoming moreönot lessövertical'' (Hatch and Yamamura, 1996, page 28). Situated
within this pessimistic assessment of the applicability of the flying geese model to
analyse Japanese production networks and regional development in Asia, Edgington
and Hayter in this issue call for a more nuanced use of the metaphor and the model.
But they have also made an observation that `̀As a metaphor for understanding
Japanese FDI [foreign direct investment] in Asia, [the] flying geese [model] usefully
and insightfully intimates an underlying political economy and captures the sense of
broad sectoral and geographical patterns'' (page 285). Similarly, Tsui-Auch's (1999)
recent comparative analysis of regional production networks in Hong Kong and South
China reveals that the flying geese model helps distinguish the developmental role of
Japanese capital in Asia. The pattern of regional development, however, reflects the
persistence of unequal power relationships rather than `multiple catch-up' or narrowing
of gaps in technological and economic capabilities of individual countries.
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The future of networks in Asia
Taken together, the five theoretically informed empirical papers in this special issue
have shown that networks should be conceptualised both as institutional structures
and as social processes; networks are constituted by a collective social order among
their players and constituencies. In this regard, my own paper concludes that the
dynamics of transnational business networks is `̀ underscored by the role of social
actors and the formation of actor networks in which power and practice are socially
constructed through ongoing relationships'' (2000c, page 217).What then are the future
evolutionary trajectories of industrial and business networks in Asia? Not long ago in
the late 1980s and the early 1990s, keiretsu networks were praised as the most impor-
tant competitive advantage for Japanese firms to establish themselves successfully in
North America and Western Europe (Gerlach, 1992; Reich, 1991; Tyson, 1993). Just a
couple of years later, popular academic writing again praised the role of bamboo
networks in propelling Asian prosperity (Weidenbaum and Hughes, 1996). The only
difference is that, this time, ethnic Chinese outside mainland China were put in the
limelight. Strangely enough, all this praise evaporated as soon as the 1997 ^ 98 Asian
economic crisis had broken out. Instead, we heard `networks' being condemned unre-
servedly as the main culprit or the fundamental cause of the crisis. Although this
special issue is intended to shed some light on the nature and operations of industrial
and business networks in Asia, the future of these networks in the postcrisis era
remains highly uncertain. Two pressing issues are critical to our understanding of the
future role and functions of networks in postcrisis Asia: (1) network instability and
(2) methodological challenges.

First, although most researchers would acknowledge the usefulness of networks,
few would recognise that the enrolment in networks is accompanied by obligations
which, in the worst situation, can produce a `lock-in' effect. The concept of networks
implies some kind of leveraging upon group synergy beyond the capabilities of indi-
vidual members.When a crisis (internal or external) sets in, this `lock-in' effect tends to
produce an effect through which all members of the network suffer from the misdeeds
of other member(s) if it is an internally driven crisis, or from the extra burden of an
externally driven shock. The inherent instability of networks may therefore hamper the
performance of individual firms and actors. This theoretical point is best observed in
the case of some Chinese business networks in Southeast Asia under siege in the recent
Asian economic crisis (Yeung, 1999c). These effects are real and tend to be more
applicable to externally driven networks in Asia or, in the words of Dicken and Hassler
in this issue, `̀ fragile networks''. In their conclusion, Dicken and Hassler make some
speculations on the possible future shape of production networks in Indonesia's cloth-
ing industry and question its long-term viability. To them, these fragile networks are
highly vulnerable to the threat of relocation because buyers and agents from outside
Indonesia may easily skip Indonesia in favour of other Asian and, even non-Asian,
locations for cost-effective manufacturing of apparel products. Edgington and Hayter
in this issue also conclude that the expansion and deepening of Japanese production
networks and their spatial divisions of labour depend on the full recovery of Asia from
its worst-ever economic and, in some countries, political crisis.

Second, how to study networks remains a fundamental methodological impasse in
economic geography, organisation studies, and economic sociology. Although the five
papers in this special issue have adopted a wide range of methodologies from case
studies to large-scale surveys and historical research, there is still no clear consensus
on how best to map out and disentangle networks and their constitutive relationships.
Murdoch's (1997, page 332) recent suggestion does not help much either:
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`̀Network analysis is quite simple: it means following networks all the way along
their length; there is no need to step outside the networks for all the qualities of
spatial construction and configuration of interest will be found therein.''
There is a danger that paying excessive attention to actors in networks will descend

into a mechanistic framework that atomises agents and focuses solely on the links
between them, without a sense of the social processes that constitute these relationships.
Perhaps some methodological middle ground needs to be reached so that studying
networks means more than tracing networks all the way along their length (as exem-
plified in most global commodity chains and actor networks studies). It also requires us
to think more deeply about the structural properties of these network relationships and
their constitution in society and space (see Yeung, 2000d). Only through these kinds of
empirically grounded analyses, will we then be able to understand not only why net-
works are enduring features in Asia, but also why they remain so after the recent
economic crisis.

Henry Wai-Chung Yeung, Department of Geography, National University of Singapore
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