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The interdisciplinary and holistic approach to our understanding of business and
management practices in Asia requires the introduction of a series of key topics in the
first part of this textbook. The seven chapters in this part thus each cover a key topic.

Chapter 1

Chapter 2

Chapter 3

.

Chapter 4

Chapter 5

Chapter 6

Chapter 7

In ‘The Business Systems of Asia’, Gordon Redding outlines the concepts
and gives an overview of business systems in Asia, emphasizing the fact
that, though a single continent, Asia can be regarded as an immensely
varied concept In itself, comprising a huge variety of cultures, customs
and relations.

Philippe Debroux devotes an entire chapier to discuss ‘CSR and Sustain-
able Development in Asia’, The business concept of CSR (corporate social
responsibility) is highly prominent in contemporary business worldwide,
but the idea of social responsibility in business is not a new one and has
been practised in the developed West for many years.

A country can use technological developments to enhance its economic
position in the global economy, as Leonard Lynn explains in “Technology
Development in Asia’. Although the West has been known for its techno-
logical advancement, abundant opportunities for technological develop-
ment, whether in human resources or techniques, are apparent in many
Asian countries, such as China, Japan and India.

Andy Staples’ ‘Production Networks in East Asia’ explains international
and regional production networks from the perspective of foreign direct
investment theory, and applies the concept to East Asian production
networks.

In ‘Culture and Business in Asia’, Carlos Noronha addresses the issue of
culture, for in any attempt to understand business from an open and
multi-disciplinary approach, the social and cultural aspects of business
organizations are not to be ignored. Culture forms the building blocks of
meaning in organizations.

‘Asian Leadership’, by Philippe Byosiere and Denise J. Luethge, compares
and contrasts conventional understandings of leadership from a Western
perspective and the indigenous traits of Asian-style leadership.

Finally, in ‘The Role of Business in Asian Living and Working Condi-
tions’, Naoki Kuriyama suggests a new approach to living and working
conditions in Asia, emphasizing the reciprocity between working (enter-
prise} and living {community) conditions in the creation of work-life
balance,
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Chapter outline
3 B8 Variety in the region and general &1 The business system of the regional
features ethnic Chinese 7
= What is a business system? &% The business system of Southeast
Asia

et The business systermn of Japan
i1 The business system of China & The business system of IndoChina

£z The business system of South Korea

Chapter objectives

After reading this chapter you should be able to:
1. Understand the basic components of the region’s variety of business systems

Understand how a business system works
Grasp the main features of the business systems of the major economies

o

Have an initial understanding of the smaller economies of the region




The business
systems of Asia
Gordon Redding

i R p -:‘

INTRODUCTION

The first thing to understand about business systems in Pacific Asia is their variety, his
is not ordinary variety, buﬂ_'; ensevariety; more, for instance, than across-Furope...
They range from the largestountry it the world, China, to some-of the smallest (for
example Singapore), and from some of the richest (for.example Japan) to some of the
pohcyést (for exa/mf;le Cambodia)! The area containg¥ wide range of political systems,
e}l{. nic types, religions, and/historical experiences. So, in order to discuss them, it is

ecessary to moderate the Variety by placing some of them in clusters, each cluster
containing some similarities within its membership. This simplifying entails missing
out on some of the richness in the detail, but that may be found in the specialized
chapters that follow. :

The main subdivisions are as follows:

#1 Japan

23 China

South Korea

#  The regional ethnic Chinese
i Southeast Asia

&3 Indochi a_1
% The distinct ? ture of the Indian subcontinent, and its base in quite different tradi-
: tions of tivilizafion from those of Pacific Asia, means that it is better for it to be treated

in its own zght, and this will be done in a chapter devoted to that theme. Otherwise
the constant making of exceptions from the patterns further east will interrupt the

flow of what js already a complex story.
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VARIETY IN THE REGIONAL AND GENERAL FEATURES

A number of regional features of geography and history need to be considered first as
they have an impact in sevetal countries. Over millennia the populating of the region
tended to be in waves, with people coming in from the north-west and eventually
pushing south and eastwards. The result is a layering of different ethnic types, seen
very simply as:

e essentially Malay (that is, in ethnic terms) to the eastern and southern edges of the
region in countries such as Malaysia, the Philippines and Indonesia
g Sinic (or Chinese) in China itself and penetfatin Indochina
g a distinct Japanese ethnlic stock, and@w! }/ézi )
13 a very mixed set of ethnic groups in the Ifidodh
Thai and Vietnamese.

ﬁ{}x:p'eninlsula, maost notably the

The region extends from the equator to the cold regions of northern-China and
encompasses all types of natural environment, In terms of hu, in A‘geofgﬁplily and
~history ;pcontains the active heritages of several great religious and €ivilizational tradi-
tlonsJominant among these is that of China, whose influence lies deep in the.fofing-
tw‘ué’S processes that made Japan, Korea, and Vietnam. Within this is the (:/oe;lfuci
tradition tHaT brings mdch vrder to societies, but contains also the balargcing" i ﬁau-
| ences of Taoismand Buddhidm, each also visible in the make-up of biiﬂipg‘nese and

! Korean society’ Elsewhef€, apld especially in Malaysia and Indonesia,\[slam penetrates
inantly Buddhist society and H’é‘y ilippines
has retained the dominance of Catholi¢ism, established during four hundred years of
Spanish rule.

n Indonesia, the US ricahs in the Philippines (after the/Spanish) and
e] se in the 20th century in-Taiwan, Korea, and Manchuria, have ail; i
g}}ti utigns and connections that have marked those countries, Less by way of inva-
on and colonization, but equally significant has been the influence of India estab-
lished through trading connections, especially in Southeast Asia. A final wave of
influence, similar to that of India, has been the impact of the regional ethnic Chinese
i who left China in the past 150 years and settled as business people in the countries
‘ around the rim of the South China Sea. In more recent decades&re\ipﬂy/e ces of multi-
. WQI,GCHIPO\I?}Q}]&J}D the region have been very strong, not only’onlmanagement
b practices, but also on;\%(% rnment policies, the importing of echr;oi?}y, and the
,‘ creation.of alliance ‘Q%m est.of th g@@ﬁﬁ}, f)’nly country
hat Hias remained free"from direct foreign in uencmnd, pfotected as it

' always has been by@eﬂﬁ@k@@]@}g{l}tﬁ 5! B / D)
L In the pertod from the end of World War I, the region went through hféﬁ distinct
phases of evolution as\}axigps\ggggal,ezgpe@@}&took place to meet the-challenges
of modernization. The first of these, lasting roughly from 1945 to 1975 WaRa/pq}ngf
t r@@q‘e}; countries tried to establish their new identities and independent political
Structures after the retreat of the colonial powers. The wider world, it must be rtemem-
bered, was still in tension as the communist ideal and the liberal market democratic

idlflal faced each other acrossgd J@ld Jardivide. Wars broke out: :;? }(orean ‘War; the
erican War in Vietnam; adsng guerrilla war in Malaya; a bittef civil war in Indo-

7
The Britisty/in what was Malaya, Si(%ga’f)b e and Hong Kong, the French in
e }
I,

;ksia; struggles for indepenflence; and a period of confronfasi in S(;utheast Asla. Other
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Chapter 1 The business systems of Asia }

more localized outbreaks of hostility wére widespread. In the same period China went
th?Jgh the damaging chaos of th:yﬁvaoist experiments: &e Great Leap Forward; and
ih «E&%ﬁl Revolution. . T
A secgnd-period of relative calm then followed, between 1975 and 1997, as the
regionviettled down to the more peaceful pursuits of doing business, and in particular
of exporting to developed country markets. This saw a rise in foreign direct investment
into the region and also thg‘mo fig‘ggin/la@az,fw ,g{t&f apan into regional coun'
,{r/ies@ﬂgeﬂ'er\@g)pm. After Mao's death China wen w Ieaps———~
praisal of its economic.philosophy, and came to terms with the stark facts of the
collapse of comiiumism elséwhere, striking.out with'ifs own formula of-g-gocialist
market eco y.. This was the period of tﬁ&}gpﬂr_l_e_g;ﬂ@izacle, and saw al oil_gix_ngreé-
slve growth of yhe South Korean economy. e e
This long-period of stable growth and accumulating success contained within it the
seeds of its own destruction as it began to run out of phase with the systems of the ~
advanced world, Not at that time clearly visible in China, but suddenly obvious else-
where, the problem of what had earlier been terme@sq@@pitgywhad lain hidden.
This means that inefficient use of capital was covered up b}t\gle@rail@pi@y{fﬁa&s)y
\?o@yﬁither from governments, or from over-optimistic foreigners enchanted by the
ure of emerging markets, And the system: could not keep up the pretence forever as it
became increasingly sensitive toa 'iﬂ_aﬁﬁtuin in the economic cycle. Thatdowpturn hit
the region in 1997, and the Asian C@ gnalled the end of the(g/gﬂ( w@ﬂ,’l and the
beginning of reforms, Ty B
China had been Iargely insulatéd from these effects (although ifs’ own form of finan-
cial weakness would be later reve_aleﬁ-n n=performing.loans) and so too, to a degree

wer ﬁfalaysia@g Kgr%@an and_Singapore. But everywhere else became an

industrialﬁlpodba?h;”éﬁd LAY Q@pw@w@ apan suffered from the huge
bubble created in its ecotiomy by{?i@tW@@@éspeciaﬂy in property,
and is still in recovery from that, Korea was hit badly by the logics that flow from
borrowing shory/and investing long. Th&egonomies of most ASEAN countries saw
><éavy losses%ency devaluation, andt{l‘%osing of many firms.
As a resu}€ ohthe crisis the region enferedha third phase, a period of reform. Since
1997 this has moved at a different pace in different countries, and recovery has there-

fore been slow in some cases, notably Japan and Indonesia. Even so the direction of
movement has been consistent and has displayed the following broad features:

mprovements to accountability and dié'é‘lvc')‘s\gre in the financing of industry.
The reduction of fﬁ\\fguritism arid corruption caused when officials control access to
licences and capitali=="—, " o
AN‘The opening ofzfll/arkets o foreign competition.
The adopt_ion of i /rg @@@a{g§fin,,agcounting, trading, and intellectual
roperty rights, ofter’via-bodies such@ WTO.
A general rise in p\r_/g{gs._s_ign’z.ﬁs}n, in bot@nagement and administration.
3/ IThe adoption of democigti processes in politics.

Part of this same raft of ‘reforms’ was the notion of corporate social responsibility
(CSR), an idea that forced firms to@a%@@@y@i@&@i@s\gﬁghei;.b&hg,w
%c}uut i not possible to argue that one society is more ethical than another, and the
various forms of enterprise in Asia display the same variety from bad to good as do
firms in the Western world, from where this specification came. But at least one might
argue that the open accountability and disclosure that accompany the ethical wave are
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likely to assist in making firms more legitimate in their societal settings. At the same
time, it should be stated that the West has as much to learn from the East as vice versa
in this field, and the rise of consciousness about the issue should lead to a two-way
flow of advice and borrowings, in which the ‘bad’ universally may become less, o4

An important point here is that such trends do not necessarily mean thapthese
countries are converging on a Western formula for organizing their societies arjfliecon-
omies. They will still find ways of interpreting the core principles In ways that fit local
cultures. In other words, g&wjﬂggn&e}gggﬁe}ni@gﬁybut then@na\ip/di;ﬁaei,
and ‘true to themselves’. Because of that we need to accourit for\Wn@niW{Y

¢ heseglons psigesespams.

The region is one of great variety, not just in people, culture, and geography but also
in terms of history and stage of development. As a result it contains extreme

contrasts.

005 g e R e P R :

Compare Pacific Asia with Europe or Latin America and consider which contains the
most variety and what is the basis of that variety.

WHAT 1S A BUSINESS SYSTEM?

A business system is a complex adaptive system in which the business component of a
society is analysed against the context of that society, thus ‘the American business
system’ compared with the ‘Japanese business system’. Complex adaptive systems
theory is relatively new when applied this way, and the reason it is used is that it allows
for.the complexity of reality fo be considered, whereas some disciplines attempft to
red}c‘fe\‘ at Complexity to a simple framework and in the process perhaps miss out
things that matter. The core idea is that an economy is a process affected by the logics
of economic behaviour, but also by culture, history, and spc:ci'ﬁi’jtfi“éthl evefits and;

experiences. [tis Elilo affected by external influences such as wérld marl@t&f}gg@polq yA
and@gggs of ;Ja ues. All these forces, economic, technical, and-Social in;eraft in
complex ways, ai ztm evolves to take on a distinct flavour, soclety by society.
The analysis ﬁ)posed for Jise here can be seen in Figure 1.1. The cul}e is seen as
the base layer é\meerming. Hgre we analyse how each society constructs its own way of
making sense o itg sarroyfiding context, and it does so in three main fields. First is
that of rationale, or th?B%ic reasons adopted by people to explain the way they have
chosen to make the e€onomy work: why do they act and in what ways do they prefer
to conduct exchange, employment, financing, control, and so on? Next comes iden-
tity, or the core ideas in the society about the place of the person in the social struc-
ture: is it an individualist or a collectivist system, and in what ways,are such ideals
interpreted? Next is authority, og‘@g\w/&y Mﬂ\gj;ggx e is fypically gxercised.jn the’
\gg)%l%t.x?fpg\ Jis organizations. These ‘three aspects of culture have long-lasting and
subtle effects.
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Chapter T The business systemns of Asia

@ COORDINATION gf

N }/OWNERSHIP < ,,N{TWORKS <l MANAGEMENT

@ures ;zlisyste’rypcoordmatmg economic behaviour and exchange.
y - i %

Firms and managing

IDEATIONAL
MATERIAL ORDER x%; LOGICS
LOGICS (EXTERNAL)

Impact of - Impact of
HUMAN ; SOCIAL ;

costs and "%’5&"‘ CAPITAL @% CAPITAL <% “}%“} CAPITAL m‘“—@‘{? external Ideas,

technology on norms, values,

features and on features
and the

the interaction @utiom; tl humanly devised constraints that shape saclal interaction, and ) .
of feat”“’:‘ pmd hospitable environment for cooperative solutions to complex interaction o

exchange. Forms of order

features

MEANING - %4

pa——

RATIONALE

IDENTITY <> AUTHORITY

@[ture alues, norms and socially constructed realities which act as the bases
74 for the society’s forms of order

Figure 1.1 The elements of a businesss system

The\}ljlle layer of the model is that of the society’s institutions. This is the realm
of order, and the job of institutions is to standardize and regulate conduct so that it
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becomes predictabie, People can then learn how to act, and can better predict the
behaviour of others, The society’s economic system can expand and intensify if there
Is a widespread understanding of the rules of the game and if compliance with those
rules is ensured, The main areas in which such order is needed are the fields where the
society’s main assets are found and allocated into the system for use. These are its
finance capifal, its human capital, and its forms of trust or social capital. Capital is about
where money is sourced, and how it is allocated for use. Human capital is about where
talents and skills are found or encouraged, and how the labour market structures work.
Trust Is about the relative uses of personal trust (as with personal networks) as against
trust in ‘the system’ (as with reliance on law or bureaucratic process)..___

The business system itself is at the top of the picture and e -é?ées over t)ne in inter-
action with the other two sets of influences. 1t is the field of coordinatiosn/ the pulling
together of the resources needed to make economic processes fﬁeieky/md capable of
expansion. This is achieved in three ways: firms come into existepc€ under forms of
ownership, and these do not follow a universal rule. The Japané’s{r:are biased towards
keiretsu, the Koreans towards chaebol, the Chinese tend to favour smaller personally
dominated firms, These are different ways of holding together sets of assets and control-
ling their use. Secondly there are different ways of arranging the relations between firns
in the economy, with a preference in some cases for alliances, cartels, and oligopolies,
and in other cases for purer competition. Lastly, within each firm there are societal
preferences for ways of managirg the cooperation needed to bring together efficiently
the human, technical and financial assets. In some societies firms are run with strong
top-down discipline. In other societies they are run with much more participation and
fair process. Although these responses differ between firms, there is nonetheless much
evidence that a societal pattern makes itself felt and produces recognizable differences
between national economies, Each society becomes distinct,

The history of a society will also have an effect. Taiwan bears the imprint of its half-
century of Japanese occupation, and the Philippines its US American and Spanish herit-
ages. So too will government policies have an impact on the end result. You cannot
understand China without studying the waves of policy change it has gone through.
Nor can you understand South Korea (also referred to as Korea) without acknowledging
the series of five year plans begun flder the Park government in the 1960s.

I'shall use this framework to describe the business systems of Asia, but before doing
so need to advise the reader that much simplification is inevitable in doing so, and that
it is not intended to substitute for detailed studies of each society. The pictures given
are outlines only. Tt will not be possible to go into every aspect of the model in every
case, as this is intended 1o be an introductory chapter, not a final statement. It serves .
to make two main points: each society does things its own way; and although societies
may appear {o be drifting closer in some ways, they never meet to make a perfect
convergence. The fact that they do not finally converge is what presents international % \

]
'és{“%é

business with its interest and its dilemmas, in both theory and practice,

way of looking at a country’s economy so as to compare

A business system is a
" with other countries.

e[t also allows us to deal with emerging and evolving socio-economic systems and
L7 o understand their complex dynamics,
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the
here
10s¢ “What do you think should be included in the description of a country’s way of doing.
l‘*ﬂiiz “business, if someone asks you to explain one? SRR
yout
nere
ork. THE BUSINESS SYSTEM OF JAPAN
inst )
The Japanese business system developed as one of the world's most powerful, and espe-
1ter- cially,in industries requiring: .
ling ey - o _pededpee
o of = High Ie.vels of technical skill in manufacturing s , ;
s of z%?tﬁe building of globally significant brands W “ng jﬁ”ﬁfﬂ/
2rds complex organizational coordination at high 1eve13 of ;g_vf:ﬁg_vi_gng)f_,ﬁ@nd
wally an ability to engage workers ir\i;‘}")roduct“ i_)r_g/)drfgyement and :“;_'_)_ff_iiura de. .
rol- Typical fields 'of‘dcérninance in global competition aré@p;@l?sa.’ﬁlg@ggftgols,
irmis corsumer electronics, and communications equipment. How did this dominance come
lies, into beifig? Why is performance in certain other fields such as the service sector less
etal dramatic’iﬁ!y competitive globally? Why is it taking so long to recover the high rates of
ntly growth typical of the 1980s? And what is it ‘about the Japanese business system that
ong allows it to deliver wealth per capita at one of the highest levels in the world, and
and organizations of immense scale and dramatic efficiency?
uch
1ces History and Politics
1alf- Japan went through a key societal revolution in the early years of the 17th century when
2rit- the Shogun Tokagawa imposed his design on a newly unified nation, in the interests of
not achieving peace and stability. Key in this were two elements: first, the dec niralization of
1gh, much decision making inte-lecal hands along with an encouragementéf participatior
N . N —-——:—""‘""—" el
fing and the seeking of 6nsensus; apd second, the development of a highly effective-admiin-
istrative bureaucraf% ible for strict rutes of order, and for keepirig the Centre
ing informed about whatirppened locally. Tokugawa’s influence on Japan was massive and
‘hat lasted for two and a half centuries, only coming to an end when the cutside world forced
ven an entry and showed Japan that other countries had left it behind in industry, science,
ery % technology, and weaponry. The stability had come at the cost of conservatism. The
ves ; \' subsequent overthrow of the old regime in 1868 led to the modernization of the state,
ties : and the deliberate searching for external models to adopt and adapt. ""?
fect § Thesuksequent industrialization of Japan happened twiceﬁf yepn jcl‘@& /O and
mal : @a}%o apan built huge conglomerate organizations - the zfiibatsti ~ 5ng_i;:elled upon
fieir gwning families to control and direct them. Governm ?/orked in close collab-

or t-iél with such firms. World War 1I destroyed them all afid in 1946 Japan began
again, but this time under conditions of democracy imposed by the conquering US.
Public ownership ‘took over from private, and professional management took over
from that of personal and family network@wrwqgia@especially as the markets
of the advanced economies were open. New industrial conglomerates grew and began
| 3K to make a global impact, By the end of the 1980g ‘] Qz}uwgage@g{l_t/’ had become

T the world’s most respected form, and its economy the most formidable. Deep compe-
tencies in the managing of technical and organizational complexity, in cooperation

1w
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within the overall system, and in control of global activities, had made the Japanese
company the envy of the world.
But keeping a business system in perfect balance is never easy and Japan was no
exception.JThrough the 19805 2 large bubble in.asset prices aﬂ\JWpJnQ/teQ_by
A§ears gi ucrzlc 53 ngq,a&,ﬁnar@_@l\rjlt{/na\lgty and added to b ministrative corqup-
g__)lqgo\rl%o{mdu try,, The bubble collapse in a downturn, and
Japan entered a period of relative stagndtion that lasted through the 1990s and into
the new millennium, its capital market never recovering-to the crazy peaks of the
unreal asset prices that brought it down. The ost decade js.€xtending to two decades
and the reforms attempted by various governments hav/ not taken hold to the extent
needed to return Japan to its dominant position. Certain industries have remained
unscathed as they were capable of radical adaptation, and they are the ones listed
above. Others are victims.of-the rigidities of a hlghly,mﬂemble structure, in which
minlstriy 5ustne P/abour unionsy banks)and Gystems of distributj 0 arg all all inter-
tw ed’in band %)/ogyk,nd\ywle\;o qrches ):ag,se\ ioyschange: The absence
f flexibility in both labour and capital markets is a handicap in such circumstances,
when at earlier perjods it was a strength.
it would be wrong to exaggerate the weakness of Japan, as much of ifs strength was

retained, but.jt /skowgess,{g,gy)%b\}hg}e\’pyears liag, ﬁew‘and 50 too its

apparent inability to adapt. How did this combination of power and inhibition evolve?

Culture

At the centre of Japan's economic culture is the idea that the firmn exists to keep people
employed, and thaf re r/ttkp \gap‘ul\@r the ad\ van{age of shargholders s not.a primary’
\?ck/e Jor ECODOIH\ISZ/{CUODI Affecting this is the cultural tradmon traceable to the
kugawa period in which identity for the individual was centred on the /e, the tradi-
tional place of work and of belonging. The assertion of individual views remains
constrained by the instincts for conformity to group norms. Authority came to be exer-
cised under the conditions that subordinate dependence provided reliable workers but
only if leadership took responsibility for their care. The underlying moral framework
made sense of this mutual vertical bonding. It led also to a tendency for the firm to be
seen as a vertical entity, separate from other entities, and in rivalry with them. A further
related cultural legacy was@t@it@wt—@e@li@d@js@n 1 naking fhat fostered
tensive consensus seeking, and thatyreleased high levels of group creativity and
mmitment in the workforce. )6

Institutions

The institutions of fithnce in Japan - pnnmpaliy e ban?the ifisurance com anies
e ({ Ve T

~and the stock marke /t — are providers of patient capital td industry. T

existed lirclose alliance with the major business groups and acted. as clearing houses

for the flows™df capital needed in a relatively stable system pursuing long-term goals for

growth, They have not been designed to achieve ka@ghegt@tﬁ&@fﬁl}qc@j@e’@ﬁi

E@Qyjrkpe\ﬁh@t\,e\gi The system has resisted the incursion of outside influences to

pursue this, doubtless judging that the short-termism that would result challenges a
l MY s b(

¢rucial principle of the overall design, as it actually does,
A similar rigidity occurs in the labour market. The core of the employment system is

a set of permanentlx;mploy d workers —ile?ags/ﬁ(&p_er\ cent of the fotal syorkforgce -

¢
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angd firms i Vﬁ.{[jl@ﬁﬁ{l}iaﬂy’ig»@i\gLi;illl)ji’lg,()‘@;{@ﬂﬂs..-’l‘his solid and reliable group

apanese
is supplemented by two other groups — those employed on temporary contracts and
was 1o those employed part time — and these two groups provide the necessary flexibility to
ga;eq_py - the system. Compared with other societies, the technical skills derive more from the
Lorgup- firm than from the education system and the latter is usually seen as being conserva-
irn, and tive and gentralim’/d evgg,though*sta 1dards are high,
nd into S@‘_c’_{zilwgﬂpit - or@}rms of tngtj is at a higher level in Japan than in any other
5 of the Asian society, and it engenders"an unusuallxﬂﬁiW@pgg@@gr@;;&g@ggn
decades ﬁr. S U@ggﬁ@m%@% s\uBt‘; 1ntra teyn\d/ggpp chain_members,
e extent %Il’ll Qywd@a@@wm_rgt}eg\gﬁ the eliborate business networks and
‘mained hdustry clubs’ that tie the economy together. The origins of this capacity to cooperate
2s listed - and to trust lie most probably in the centuries-old fradition of high-quality profes-
1 which o sional administration typical of Japan@vil@ls@w&o@@qg)@h _the high
.I\I/i,rgg;: n %};%{/;A u7@@1@/9{}@@&@9@n@ms,of\b.om,qg@tiw,w_tgl_i,alg,i_lit{_thqt_,the\ec@nomy..is
absence R A ""’"T,Qc/cghs_/to@qwt,o.
stances, S .
The Business System
gth was
) too its The coordination of economic exchange and control is done in Japan through the
evolve? medium of two main types of firm. The heights of the economly. are commanded by
the very large business groups, known generally as eithef:_gg{[etsa )o{.s_qggshoshﬁ
depending on whether they are in manufacturing or trading. The'ﬁ[ of the ecorfomy
is dominated by small and medium enterprises, often privately owned, and often
) people s /’\ connected to the large firms through W\I@WQQ@pw@r@ltmnz The
primary’ /77" - networkjng between firms is elaborate and extensive, and industry associations flourish.
e to the Within ﬁrmx‘fjﬂpwnage\m/egg&gmjnugi ngaje@}g@lexewqm@oyy@;,
1e tradi- ét}b@%and 0 operate with{t}%wgug} clgzqugycg,mej;ween«managemgnt. and
remains quorkgr,s_,The relative stability 'and( 0ng~_t<_g_r_§?1ature of employment relations match
be exer- the equivalent long-term nature of ‘patient’ capital. In these conditionis)firms are able
kers but to make long-term plans, to invest heavily in (gchpololsa and_training, and to build
mework their strategles around product quality based on_a_g_ep/labour.skilﬁ and WQ@I
‘m fo be roduct ipprovements as opp}g;ed-to-const—a t product-market change. The ability of
further apanese firms to handle cox@ex cqg;dirgﬂgn is a distinct strength in global markets
fostered and remains a primary reason for the mation’s competitiveness. Few societies can
ity and hanle@tﬂdé@@ﬂmg, and @@Qs/tq/n@kej, at global

scale, that the Japanese firms have mastered.

1¥nies,

g Japan has a distinct and very advanced industrial economy, based on its unique
histary, and its special combination of features,

ypically
:Ihc])u;es g Its ability to handle very complex industry derives from its high tevels of trust, its
_3_03 s f;f stable sources of patient capital, the professionalism of its management and the
et high skilts of its workforce.
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THE BUSINESS SYSTEM OF CHINA

The story of China is very different from that of Japan, and although there are some
common features of heritage, notably language form and religion, their divergent
trajectories over the past thousand years mean that the differences between the two
societles are now profound. In brief terms Japan built itself into one of the world’s
greatest industrial powers following its opening up in 1868, whereas China suffered
relative decline for most of the 19th and 20th centuries, and only recovered following
the reforms begun by Deng Xiaoping in 1980. China’s recovery has been quite simply
miraculous and high respect is due for the political and economic skills exhibited in
the recent transformation of its economy into ‘the workshop of the world’,

History and Politics

China was a great civilization long before any other now surviving in the world. It achieved
prosperity well ahead of other regions, flowering especially in the Tang and the Sung
periods over a thousand years ago. Although it subsequently achieved much in science
and inventions, and in statecraft, these were pre-modern achievements, and the industrial
revolution passed it by in later centuries, leaving itstfanded ynd isolated by its own wishes.
Its systermn of government has always been highly centralized and has continually displayed
the same{hﬁe components, adapting them to Ch@gi g surroundings:

4 rellance on a powerful emperor-like figure providing direction

#4 use of an administrative apparatus to extend the will of the central figure into the
enitire society, and e

ex reliance on the family un/it as the primary focus of @,qﬁ@ andqvg? 1€;
this unit also providing:tfie pride that underpins comp iaﬁ}é to thetules of pfoper
conduct, and the vehicle for the carrying of achieved statds.

This basic architecture has not changed except in two ways. Dt?lﬁth@_Maa\_e;p\eﬂr;-j
ments the-fupily was jemporagily, destroyed. and the emperar fole vastly expanded.
ATd infecent years that emperor role has diffused across a group.of technocrats, as the
family role expanded again to its traditional significance.

The 20th century for China was a period of high turbulence, with a revolutionary
end to the Ching dynasty, civil war, invasion by Japan, World War II, the Mao years,
and the post-Mao experiments..’\I%M@operiaﬂ@@u&h,givmg\chi@bagkj@p@e’

Jives. Emerging
from the turbulence that followed, a series of ¢ontrolled experifeiits\posed a radical
challenge to earlier orthodoxies, but their instigator, D rfé Xiaoping, is likely to be
jfudged by history as the true revolutionary saviour of Cl‘@na in-its sedrch for 2 maodern
condition. e created the special economiczones, tried various fo/ngulae for the revival
of agriculture and industry, and permitted the return of the private enjrepreneur.

The period since 1980 has seen dramatic shifts in the forttfﬁes of threp sectors. The
state-owned enterprises (SOLs), originally accounting for 75 per cent of:the economy,
have been reduced fo about 15 per cent and left with mainly the strategic industries
that the state needs to control. The firms that remain in this category are now under
the control of a state commission and are required to meet international staiidards of
efficiency. The sector earlier known as ‘the collectives’, that once accounted for 36 per
cent of the economy, has been partially eroded by the emerging private sector, but
remains robust in many cases, having acquired great stimulus in recent years from new

-
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— e,

o~ -

opportunities, @Ls/ugpe t and/ﬁiiiagces bri\}ging in new talent, technology, and

capital. The state retaifls a significafil interest in many of these organizations. Known

now as the local corporates, this sectof accounts for about 20 per cent of the economy.

@e@i@ate@gemr{ of mainly small and medium enterprises (SMFJS)()QQJLa@;Q_grQS/pr

-about 63 percent okthegconamy, and has grown spectacularly from a condition of
\@ng illegal in 1980.

A modern society is one in which power has been dispersed throughout the society
to a point where people can be engaged in decisions affecting their lives without the
political structure being destabilized, In contrast to this{l;,is\;t\i;l\go{[}m/o@q,tmqk.éf

&}an‘@a@_@i@wa{gf And vet, a most remarkable’political process — a form of
quiet revolution - has in recent years seen economic decision-making power pass from
J‘g‘lﬁgﬁ‘@e’t@-@wr@w@@%W‘ey&%@*@{ygﬁgg@y\auwemguSf
e OECD's 2005 report on Chind showed that revenues and expenditures are decided
locally to a degree higher than in any OECD. counfry China’s structure is now one in

ey are also set up to compete ‘with othér local adriinistrations-for invéstment, and

to be judged by Beijing on their performance in doing so. To counterbalance this loose-

ness the Party retains tight control of the key positions in the local hierarchies. The

ffects on the economy are to increase entrepreneurship, and to intensify competition.

A&@%ng;geg&allocating development targets and rewarding locat officlals
against their delivery, remains fully aware, and in control.

I >);§‘ﬁch the focal administrations collect thé laxes/#nd spend the major part of them.

Cuiture

The culture of China was for centuries a product of the ideals of Confucius. Two and a
half thousand years ago, he wrote his recommendations for the running of a.stable/
\sgatgj;ang\h\a} 0 iqg,s\Wnd because of their fundamental good sense and
humane nature, they have remained the principles on which Chinese people have
guided their lives ever since. The design was attacked under Mao, in his attempt at
moving China into the modern world, but the attack was ill-judged, presented no
viable alternative, and is now irrelevant, The Confucian ideal has returned, ar\(i,sg/t@/

e ceptplirof fapily-u she sopsclgnepags af peapley
The Confucian ideal was one in which each family took care of its ow@,

and was responsible for their social conduct. The role of the state was to ensare that

this happened. Compliance with five principles:was-the basis of order,.and.these were
essenti 1ly’ﬁie—farshies/,oLﬂgL1{ts»andw uties: @nd sub]ect@mzﬂgﬁd child,
hus@nd xvif;)@}jggs ,{f_lgggl%_ll e emperor's-tOle was that of fathef lo the state,
and he was subiject to the mandafe of heaven. Dynasties were overturned when that
mandatewas Tost" t{l}lrough bad administration.

@ﬁﬁig_ianisgi not a religion; it is\a_code of condugt with sauch adyicss but no
delf§z é’xfg no-tiotion of heaven. It concerns itself with this world. As a counterweight to
that, ‘dther more spiritual religions came in and provided the missing component:
Buddhism and TFaoism, in each of which there is strong emphasis on achieving a -
balanced relation with nature, Chinese people tend to hold several such belief systems

at the same time. The values-that-matter most then-become-respect for authority, reci-. .

(;_)/r__d:gy in relations:ljg@nd the family; nd@@gﬂi}y with family-These are interpreted
in daily life throughheavy socializationi into appropriate role behaviour. The end result
is a society in which behaviour is highly predictable, and fundamentally stable. The

society is also capable of high levels of peaceful interaction.
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The cultural features with most impact on economic behaviour are hierarchy and
wiisttust, and they pperate as follows. In this society leadership positions are imbued
with moral valu?q(ljle boss 1ooKs after the subordinates in exchange for their ty
This means th% power éqgj soffnuch reached byw@n@c%@wy
other means such ag oywmérshi connections. Powel may be abused, as it is infaCto-
ries where workers at€ dependent, And Comnunications tend to flow downwards only.
Where the boss is an effective entrepreneur this can have positive results in certain
industries, but only up to a certain scale of size or complexity. The problem of mistrust
comes from dependence on personal connections in networkipg outside the family, so

that\wwww\bt}wwm r.and tf wHbsence of any means of

dealing with strangers on trusting terms.

AP
Institutions Y@OTG) ; ;;

Tnstitutions designed to provide order in China tend still to be{ggag;s.gj,a'sta!\eyu_l},
high _central_control, but 1W@@’Q’t@né}nﬁic}dingfspﬁl@lEO\E_!S]_y

Lreated forps. of-order. Fxamples of the latter might be civil society institutions such

as free-standing professions, independent control bodies — as for example over a stock
market, or societies like chambers of commerce able to lobby government. Instead -
and in line with centuries of tradition - it is widely assumed tha ﬁ)rder is the job of
government and the hope is for a benevolent form of it. This results in a wide net of
regulatory bodies, but a thin covering. It is one of the reasofis why the growth of
trust has been limited. Without a rich fabric of Institufions providing reliable forms
of information and conduct, in addition to government control and law, it is not
possible to trust those not known (and bonded) personally. An invisible but signifi-
cant outcome is the high level of competitiveness between the family-based units for
scarce resources.

Capital has until recently been allocated inefficiently in China, agthes ate-Qanking/
system.liad a virtual monopoly on the huge savings of the people and the rights to use
theny in industrial investment. Foreign banks are recent arrivals and are struggling to
obtain a position against a background of changing regulations. The banking system is
now under close scrutiny and its efficiency increasing, as is that in the statg sector
more widely. Much finance for industry is taken from retained ea n@ and at the
smaller scale (still significant in the larger picture) often from inf@endi 12 with
start-up capital from friends and relatives. |/

Human capital is available in colossal quantity as relatively unskilled but trainable
labour, and it is-this that gives China its cornpetitive edge in basic manufacturing. But
value-added is greater in higher technology industries, and here China struggles to
catch up with the demand for higher skills, and for professional competencies in engi-
neering, accounting, and management. | ca\’cy@a@a‘s\tg}cw sxp\e}gdigg/at
lewg&gp lity, 91&@{;}@3}&5_‘ # with“some exceptions —
bélow global standards. The organizing of labour niarkets is still weak, but new legis-
lation has been increasing worker rights, and adding welfare provisions. The most
critical determinant of labour costs, however, is location, with ChongQing in the interior
offering labour at half the price of Guangzhou on the coast.

Stcialicapital, that is trust, as earlier noted, is weak in China but with the important
exception of that available inside the networks of ‘clan capitalism’ that so typify much
industry. Alusters of cooperating firms make up the formula for handling t & OEM

(origina}/equipment manufacturing) that delivers w;k;tkolp \;{}}{efyy{m . kaigh




Chapter 1 The business systems of Asia

chy and , trust, flexibility, efficient transaction casts, and market fesponsiveness-are charactér-
imbued ﬁf{i’c\:f/eatg_;es\gf{hesg  networks, which also absorb the necessary external contributions
t/LQtﬁ/r); of design, technology, brand and market knowledge, and delivery logistics. The
, but by resulting economic instrurnent is China’s most powerful weapon in world competition
in ffcto- at present and largely explains the power of the private sector SMEs.
rds only. :
1 certain The Business System
mistrust
amily, s0 China has three business systems inside its complex economy, each a legacy of a
means of distinct history. The state sector dates from the communist era of central planning and
" totalitarlan control. Most of it has been sold off in recent years and its remaining indus-
tries are those seen as crucial to the national interest, Either that or, in rare cases, they
have become efficient at global standards. They now operate under very close scrutiny,
and account for about 15 per cent of GDP.
tate with i § The second sector is known as the local corporates and it derives its natute from two
anequsly : events. The first was the building of extensive industry at the local level in the 1950s
ons such : and onwards when the communes of the Mao era were forced to act as autonomous
ar a stock . mini economies, This required the construction of factories to meet all local needs,
instead — "gf although some trading took place across the society within the government plan. The
he job of | | second event was the decision, as reform took hold in the 1980s and speeded up in the
de net of i 1990s, to permit the disposal of these assets to entreprencuss — often in coalition with
rowth of : local administrators. Many such assets were acquired on very favourable terms, as
sle forms | people decided to ‘jump into the sea’ and seek wealth, Many of China’s new billion-
it is not £ alres got their start in what they term now the ‘golden years’ when such acquisitions
1t signifi- _ were possible. .
umnits for z The third sector is that of private business and it has received increasing encourage-
f ment from government as the primary vehicle for the country’s economic growth.
+hanking./ i ] China has always had entrepreneurs and a tradition of commerce, and it has also
1ts to use ' always had a tendericy to grow small or medium enterpsrises under personal control
geling to . and often connected with a family. Such enterprises would normally have a short
system is 4 lifespan and rarely lasted beyond three generations, as family disputes would eventu-
ite_sector ; ally break them up, or make them inefficient by the time the power of the founder had
ad at the evaporated among the successors. This is partly because of the inheritance tradition
jng? with f that left equal wealth to all children, a feature in strong contrast with that of Japan and
ﬁ northern Furope, where the assets were passed intact to the principal heir, through
trainable ; succeeding generations, often for centuries, )
ring. But ‘ - The revival of privately owned companies in China dates only from the 1980s, their
uggles to ; : having been illegal under communism. Since then the sector has received increasing
s in engi- legal and political support and legitimacy, and now accounts for about 65 per cent of
nding at : the economy. This phenomenal growth must also be seen against the fact that the
eptions - _ funding of such enterprises has been almost entirely by retained earnings or borrowing -
1ew legis- from friends and relatives. Only now is it feasible for such companies to switch on the
The most _ extra advantage of bank support for working or investment capital. If is predictable
1e interior that the arrival of foreign banks as lenders to this sector will inject new effictencies into
: the processes of capital use.
mportant i Ninety-nine per cent of Chinese industrial firms are small and medium in size, and
»ify much 5 the response they make to the opportunities is most easily visible in the exporting
the OEM phenomenon known as the workshop of the world, Here the role of the private
i} .éﬁgh : company is usually to take part in the network behaviour of the OEM system described
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earlier. No discussion of this system is complete without reference to the role of the
regional ethnic Chinese in places such as Hong Kong, Taiwan and the ASEAN coun-
tries, because their injections of capital have accounted for the majority of foreign
direct investment {(#DI) into China since it opened up. As well as capital, however, this
same group has brought knowledge of world markets, technology, branding, and logis-
tics, and their influence on China’s growth has been high.

China’s industrial future will be heavily influenced by the growth of its internal
market, by the extent to which it prevents outsiders from taking large slices of the
cake, and by the organizational challenges of reaching scale and scope while retaining
essentially charismatic leadership in many enterprises. Innovation and adaptiveness
do not flourish at global standards under conditions of centralized control.

China has emerged from a long and turbulent history to find for itself a set of
successful industrial formulae,

These are a refarmed state sector, a local corporate sector, and a private sector.

1 The latter has grown unusually fast and now dominates, being largely responsible
for China’s position as ‘the workshop of the world".

= Why does Japan have an income per capita of around U53$40,000 and China
around US$4,0007

B3 Do you think that China on its own will be able to produce the equivalent of a
Lexus?

1= List all the global brand names you can think of from Japan and China. What does
it tell you about the nature of industry in the two societies?

THE BUSINESS SYSTEM OF SOUTH KOREA

The Korean peninsula was for centuries an autonomous state, but in a tributary rela-
tionship with its giant northern neighbour China. It absorbed from China a number of
key features of its culture and societal fabric. The principal one of these was Confu-
cianism, with all that it implied for stable hierarchies and social order built around
families. It also used a form of administration similar to that of the Chinese mandarin
system, including a dynastic central figure, It also closed itself from the outside world,
coming to be known at the end of the 19th century as the ‘hermit kingdom’. That
perlod ended in 1905 when newly expanding Japan invaded and took over the penin-
sula as an extension of its modernizing economy. Much about Korea in later years can
be explained by its decades under Japanese rule. It had become another tributary state,
this time with foreign ownership of its industry — mainly in the north - and with its
agriculture serving the needs of Japan.

The sense of independence among Korean people was not to come into full expres-
sion until the 1960s but an early sign of it was the creation in 1443 of a distinct form
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of writing, and that rare feature in the region - an alphabet. The Korean War in the
early 1950s destroyed the country and divided it, and South Korea began after it with
minimal assets except the drive and skills of its people, and the willingness of the inter-
national community to provide it with financial and techmical help. The post-war
petriod was marked by a series of five-year plans in which the government took control
of the shaping of the economy, and determined upon a strategy of developing the
country as a base for manufacturing expotts. To achieve this, its plans were constructed
to provide the ingredients needed, such as human skills, infrastructure, capital, and
technology. The other key ingredients — entrepreneurship and management — were
found among the business people at the time, by encouraging them with licences and
loans and allowing them to prove themselves. If they produced the exports they got
more support, and they were allowed {o keep the ownership of the companies théy
had founded at the early stage.

The planning system has remained in place for decades and saw South Korea's rise
from nowhere to being the world’s 12th largest economy. In this the role of the entre-
preneurs has been crucial, as they built the key instrument of the economy - the
chaebol - the large conglomerate firm under tight control, There is a large sector of the
economy made up of SMEs, many connected by supply chains into the chaebol, but the
grip of the latter is firm. Many of them suffered severely in the 1997 financial crisis, as
their tendency to borrow short and invest long turned against them, A number of spec-
tacular bankruptcies followed. In the decade since there has been much realignment,
rationalizing, and opening up, and many of the controlling families have retired into
the background, giving way to professional managers.

Culture

As earlier noted, Korea is a deeply Confucian country and this is evident in the hierar-
chical nature of many of its organizations, and of its management style. There is also a
strong tendency to build personalistic relations horizontally, often with school groups
or place-of-origin networks. An instinct for discipline is perhaps rooted in the experi-
ence of military service by many workers and executives, and the constant sense of
anxiety about a possible invasion from the unpredictable regime of North Korea. A
shared ideal running through the cuiture, and possibly attributable to the nation’s
experlences of subjection, and current threat, is a fierce national pride. Firms exist, in
the perceptions of many, to strtengthen the nation.

Institutions

Several historical legacies have left their mark on the main institutions available for
the economy. First is the respect for the professionalism of the civil service, and the
power assigned to it in consequence. This has deep roofs in Confucian ideals and struc-
fures of statecraft, although the more recent contribution of Christian ideals has added
much to the Korean elite, Second is the derivation of much administrative routine and
character from the days of the Japanese occupation, during which many society leaders
were educated in Japanese. The two features flow together to facilitate what political
scientists call a strong state.

In addition, a great deal of new institutional’sfrii¢tuié, such as law, financial admin-
istration and accounting, organizational techniques, and technology itself, has flowed
in as Korean companies have successfully interacted with the markets of the developed
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world, and as those sent abroad for education have returned to apply their learning. A
new injection of such ideas and techniques happened as a cost of solving the financial
crisis of 1997. Along with many other societies in Asia, South Korea was given its dose
of ‘reformy’, and was moved forcibly towards the market-driven rationality of the Wash-
ington consensus.

The Business System

It could be argued that the great strength of the chaebol has come from the ambition
and the vision of the owners who ran them, and the availability of government invest-
ment to back them, and that as these elements become diluted they will be hard to
replace. Such centralization of power does bring great capacity to inspire creativity and
to respond to change. As these organizations evolve into a new form, many of the
earlier ways will be carried with them, and the newly rising professionals and foreigners
will be able to perpetuate much of the social psychology of the past, while eliminating
its negative effects. It Is as yet too early to read clearly these trends but if the recent
ascendance of Samsung and LG is anything to go by, the future seems to Jie in that
direction.

..0[??3_' has become a ma;o'r'ﬁ rid ecor
being the chaebol.: '

:d'pm'ihast:e_'_d “conglor

were. originally family-
from 1960 onwards. -

w turning to professional management to contir

in how many ways is Korea halfway between China and fapan?.

THE BUSINESS SYSTEM OF THE REGIONAL ETHNIC CHINESE

China had a thriving economy of small businesses for centuries. In the 19th cenfury
the society went through periods of intense strife, with overpopulation, famine, unem-
ployment,-civil war, invasion, afl exacerbated by a decadent government. In the worst
periods people left to find work elsewhere, and to support the families who stayed
behind. They left mainly from the south, were mainly young men, and they went to
the countries around the South China Sea, the Nanyang. They usually joined their
compatriots from specific regions of China, and they found work in the new agricul-
“ture and extractive industries being established under colonial rule, Hundreds of thou-
sands went, and after some decades a similar exodus of females tock place, and the
Oveiséds Chinese settled down and became part of the fabric of their host societies.
After several generations they usually think of themselves as Malaysian, Indonesian
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rning. A and so on. Their number now in the region is about 30 million, with a further popul-
financial ation in Taiwan of around 22 million,
1 its dose The normal pattern was for an emigrant to work as a labourer initially, but to save
1e Wash. and then move into self-employment on a modest scale, Over decades this trade or
business might be built up and expanded over several product fields, so as to hedge risk
and take opportunity. The organizational pattern was highly consistent. Ownership
was tightly held, in either a partnership or a family group. One person would be the
big boss and would take all key decisions and often many non-key decisions also.
unbition Personal networks of connection with key suppliers, financiers, customers, and sources
it invest- of information, would be built as a form of social capital held by individuals. Employees
' hard to would be treated paternalistically, but discipline maintained. These enterprises had a
ity and number of distinct virtues: they were highly efficient in terms of managerial control,
y of the and in terms of transaction costs between units in the economy. By concentrating deci-
weigners sion power and resources into very few hands they were also able to take opportunities
ninating quickly, to adapt as need be, and to keep key employees loyal. For the colonial powers,
te recent they made excellent ‘middlemen’ in the developing economies, being perceived as
2 in that diligent, reliable, and non-political.

Over time, surviving the turbulence of the first half of the 20th century they emerged
into a key position to take advantage of the growth opportunities that followed the
end of colonialism and the beginning of access to world markets for goods made in the
region. They came to dominate the economies of Southeast Asia, and at the same time
to build up the formidable industrial and financial bases of Taiwan, Hong Kong, and

Tprse. s
o 3 Singapore. Their bamboo network in the reglon tied them together as a powerful force
”ﬁ et and facilitated their taking of opportunities as they unfolded country by country, the
S most recent aspect of that process being their massive investments in recent yeats in
T China, they being the source of around 60 per cent of its FDI to date. In the light of
ah.in: this the phrase ‘The China Circle’ is commonly used to indicate the reciprocal nature

of the ties now established with the homeland and its southern ocean.

Within the category of the regional ethnic Chinese, as noted above, are the three
great ‘tiger’ economies of Taiwan, Hong Kong, and Singapore, and although their
shared cultural heritage means that many organizationai patterns are consistent across
the three - especially that of personally owned and dominated SMEs - the differences
between them are still obvious. These are due to quite different histories and develop-
ment policies in the last half of the 20th century.

Taiwan was developed by the Kuomintang elite who fled from China having lost the
struggle against communism for dominance. Its longer term future awaits a working
out of the tensions left over from that, and in the meantime it acts as an autonomous
state, while China awaits its return to the motherland. Its development was achieved

ff]?::;z . by a state system of managing the economy, and especially by controlling the major
1e worst | _ sectors such as banking, steel, transport and so on, and then encouraging the growth
) stayed : of entrepreneurship. Especially significant has been the encouragement of technical
went o i education and of close ties with the hi-tech industries and research facilities of the US.
ed their i This has produced one of the world’s most vibrant manufacturing industries in the
agricul- general field of hi-tech, making cormponents especially for the world’s brand names in
of thou- computing, telecoms, electronics, electrical, and machine making.

and the Hong Kong, now part of China but retaining much autonomy as a Special Adminis-

cieties ' trative Region until 2047, is the core city of a huge region of south China containing
onesi ar; ! upwards of 150 million people. It hosts much of the ownership, management, finance,
design skill, market access skill, and logistics competence needed in its hinterland, and
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to do so carries forward the skills acquired from its earlier existence as an outpost of the
British Empire. For 50 years before the transition in 1997, it developed as one of the
world’s purest examples of laissez-faire economic policy. This gave it an unusual dyna-
mism as the fierce logics of competition, combined with high-quality infrastructure,
brought it to developed-country levels of wealth.

Singapore, also earlier British, became autonomous in 1959, and set about building
a modern economy by attracting foreign investment, and especially pulling in industry
able to respond to the opportunities of both resources and markets in the surrounding
region, for which Singapore had traditionally been an entrepdt. With very strong
government since, it has continued on that path, extending further into industries
based in science and high technology, and supporting sectors such as banking.

As the business system of the regional ethnic Chinese overlaps extensively with that
for the Chinese private sector it will not be described again here.

s I DR EE o i e s

iz The regional ethnic Chinese emigrated from China to find work in the countries to
the south, and they have become prosperous because of their business skills.

Ea They now play a very important part in many Southeast Asian economies and their
finks with China grow in significance.

THE BUSINESS SYSTEM OF SOUTHEAST ASIA

The countries covered here are Indonesia, Malaysia, and the Philippines (Thailand will be
included in the final section on IndoChina). The three countries share two features: they
were all colonized and bear the traces of that history in their present institutions; and they
have all struggled with development during the past fifty years, and been outpaced by
their Confucian neighbours, Their current GDP per capita is Indonesia US$730, Malaysia
1S$3,850, and the Philippines US$990. In Indonesia and the Philippines this is partly a
reflection of huge populations, with 215 million in Indonesia and 77 million in the Philip-
pines. In a famous early critique, by Kunio Yoshihara, they were described as having a form
of ersatz capitalism (that is, an imperfect form, just about able to stay intact). His main
concerns were with the quality of the administrations in terms of policy and planning,
and the difficulty those societies had in blending in new technology to their systems of
production and business. Two other features need to be noted also, Indonesta and the Phil-
ippines especially have displayed unusually high levels of corruption, worsening the
administrative weakness. So too were they very badly hit by the Asian financial crisis of
1997. As emerging markets they had been the recipients of vast amounts of Joose and
adventurous money flowing in from Western investors. The money rushed out again at
the first signs of trouble and they were left to carry the blame and to see their finances laid
waste by excessive valuations and debt. The years of ‘reform’ that have followed have seen
them move clearly in the direction of greater openness, more rational resource allocation,
greater professionalism, and more market-based competitive discipline, all sharpened by
the arrival of more foreign competition in their own markets.

Much has been achieved in the post-crisis decade to bring order to the financial
systems, and to bring corruption under control, but the building of an economy able
to attract outside investment, and able to compete in world markets - especially now
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against China — takes time, and their ratings do not inspire confidence yet. In terms

10st of the

me of the of the quality of the business environment for doing business, they are rated 123rd
ual dyna- (Indonesta) and 133rd (Philippines) in the world. By contrast on the same scale
structure, Malaysia is rated 34th,

The Philippines was for centuries a Spanish colony, and the main Jegacy of that period
> building for the economy is a land-holding ‘aristocracy’ of a semi-feudal character, that has
1industry retained a strong grip on political power, and frustrated many attempts at land reform
rounding and the redistribution of wealth. It has been joined by a parallel elife of ethnic Chinese
1y strong business owners, capable of skilled management, and capable also of co-opting the polit-
ndustries ical support needed in an essentially patrimonial state. These two groups dominate the
g business scene, and the only other significant players are the foreign companies seekirig
with that stable sources of labour skill for manufacturing. The fluency in English of many local

people has often attracted many firms from the West. Significant also have been the
strong ties with the US stemming from the period of American protection in the first half
of the 20th century, with its legacies of democracy, law and education.

In Indonesia the legacy was of Dutch colonial control, in place from the early 17th
century until the end of World War II, and still visible in many systems such as law and

tries to

i administration. After independence the state was for several decades in the hands of

d thei two powerful leaders with military backing - Soekarno and Suharto — and it was not

eir : .

until the fall of the latter, under charges of corruption, that new forms of government
could be introduced. Eventually full democracy was reached for the first time and the
counfry has remained stable since. In the economy the ethnic Chinese have played a
major part for a long time, and have displayed great political skill in maintaining ot
reconstructing their positions as the various patronage networks have been reshaped.
As in the Philippines ethnic Chinese population numbers are small (about four per

1d will be cent in Indonesia and about one per cent in the Philippines), but economic strength is

ares; they great, amounting to more than half of the ownership of the major local conglomerates

and they in both countries.

paced by In Malaysia, the case is different. It is a much smaller country in population terms,

Malaysia with around 22 million people, although its GDP stands at about 60 per cent of Indo-

s partly a i nesia’s. This stems from its success in developing further the industries taken over after

1¢ Philip- 3 the colonial perlod, and in attracting large amounts of foreign investment. The Jatter

1g a form ' has come In because of the government’s willingness to create effective infrastructure

His main : and to invest in education. The end result is a powerful set of manufacturing industries

rlanning, i bringing in new technology, and management, and making use of not just the rela-

rstems of tively low-cost local labour, but also lower cost labour imported from Indonesia.

the Phil- ] Malaysia is an Islamic country, but unlike Tndonesta which is very consciously secular

ning the ' in the political sphere, Malaysia takes religion — or at least ethnicity — into policy-

L crisis of making. In business this is clear in the attempts to protect Malay business against the

J0se and i intense pressures of competition from ethnic Chinese business.

again at

nces laid

\ave seen THE BUSINESS SYSTEM OF INDOCHINA

location, :

yened by 1 For our purposes, although this region contains Myanmar (formerly Burma), Cambodia,
and Laos, our attention will be given to the larger economies of Thajland and Vietnam,

Inancial countries of respectively 63 million and 78 million people. Their different histories

imy able ] have resulted in Thailand being now about four times the weight of Vietnam in

ally now H economic terms, although the latter is growing now very fast.
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Thailand is distinguished among most Asian countries for its long history of inde-
pendence from colonial domination. It is a constitutional monarchy, and the role of
the king has long been crucial in holding the country together in the face.of shifting
political alliances and manoeuvies. One of the king’s ancestors, King Rama IV, was
instrumental in the late 19th century, in opening up the country to modern ideas and
technology. This process ran paratlel to the opening of Japan in the Meiji era, the more
hesitant opening of China in the late Ching dynasty, and the slow dismantling of the
barriers around Korea in the same period. Many of Thailand’s institutions, such as law,
education and administration, are traceable to that period, and they have had time
since to become Thai in their workings.

in recent years industry has poured in from abroad attracted by a favourable busi-
ness environment, and manufacturing industry is well established, especially in zones
along the east coast and around Bangkok. Again, as in several other regional countries,
the ethnic Chinese Thai have established a powerful dominance in local business, and
operate on the ‘bamboo network’ across the region and into China. The first outside
company to be registered in China after the communist era was the CP group, a family-
owned firm that began in Bangkok selling animal feedstock and seeds.

The other large economy in the IndoChina peninsula is Vietnam and its story is
again different. For about a thousand years it was a tributary state of China, until it
gained independence in 938. This millennium left an indeltble mark in the form of
Confucian ideals and centralized government using a mandarin-type system. But for
the subsequent thousand years Vietnam was a country under its own government until
the interests of France destroyed its autonomy and led to colonial control from 1887.
This built upon a long history of French interest, dating back to 1651 when a Jesuit
priest adapted the language into a romanized alphabet still in use as standard today.
French colonial policy was even more exploltative than the average around the region
and — in the views of some — left the country worse off than when they started. There
was however a residual legacy of strong administration and law, and an education
system that could be later extended to more of the population, A series of upzisings in
favour of independence marked the 20th century, including the expulsion of the
French after Dien Bien Phu in 1954. Such movements culminated in what US Ameri-
cans call the Vietnam War (and locals the American ‘War), after which the Vietnamese
regained their country. For the next ten years it was in the grip of hardliners and
dogmatists, but after 1986, an opening up began that has not stopped and in fact gains
continuing momentum.

Under the opening up known as doi moi, the state sector has declined and the private
sector has grown fast, It is like watching a rerun of the China miracle but in slower
motion (at least so far). The dismantling of a strong state, with a tradition of central
planning and interference in the economy, cannot be achieved overnight, but the
direction of movement is clear. At present it is ranked the 138th country in the world
for business freedom, much of this handicap stemming from weak property rights and
from corruption. The one-party state is no longer regarded as heavily interfering. Three
forms of organization are emerging. The state sector companies, as in China, are
succumbing to the forces of the market and being forced to reform their management.
The private sector is booming and expanding entrepreneurially using SMEs. T hese are
flexible enough, as in China, to cope with the uncertainties of their surroundings. The
third form is that of foreign investors, attracted especially by the large reserves of low-
cost and easily trained labour.
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Chapter 1 The business systerns of Asia

CONCLUSION

The variety of business systems on display here reflects the underlying contrasts in
religions, in political preferences, in histories and the injections of ideas t ofte
brought with them, and in ethnicity and culture, But at the same time maify continui,
ties are visible across Ezﬁriety: e Confucian family ideal runs through manyctun-
tries; the strong state LRI Videly; paternalism in authority systems is widespread;
personal systems of trust’are widely relied upon; and a powerful work ethic is wide-
spread. But the separating out of thesg;k@nww%swesulting in virtually
every society having its own formula, is due to the rich set of ingredients that goes into
each recipe. The variety comes from the combination, and that is why there are so few
replications, and why each of these societies needs to be seen in its own right, and with
its own reasons for being as it is.

CHAPTER SUMMARY

Asia is a region of immense variety and contrasts in terms of people, geography, culture,
religion, history and so on.

A business system is a way of looking at a couniry’s economy, a way of understanding
how the economy s affected by the unique social and cultural environment thus shaping
the type of husiness system in question,

Japan’s business system and management style are highly influenced by its cultural
heritage, strong social trust and the ability to deal with complex coordination. e
China’s business system model has evolved after many years o @ e an@
Today China’s private sector Is developing at an astonishing speed ard has taken-the-rofe
of ‘the workshop of the world’.

South Korea’s originally family-oriented conglomerates have in the past developed into
very successful business groups or chaebol, which are famous worldwide.

it is also possible to trace the development of the business systems of the ethnic Chinese
who have, due to historical reasons, settled all over Southeast Asia.

tn fact it can be seen that many Asian business systems are cornmonly influenced by
similar cultural elements such as Confucianism. Nevertheless each Asian business system
has its own salient characteristics and features.

KEY CONCEPTS _
Asian variety: Since Asia is a region of a society is analysed against @
immense varieties, it is impossible to that society. ]

generalize Asia. In order to simplify our
discussion, we can categorize the varieties
into clusters based on geographical or
cultural differences.

Culture: The base layer of ‘meaning’, that is
how a society constructs its own way of
making sense of its surrounding context.

Institutions: The middle layer of ‘arder’,

Business system: A complex adapkivi . . :
Y P cap that is, the instruments through which a

system in which the @nen of
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society standardizes and regulates conduct referring to the inefficient use of capital

30 that it becomes predictable. covered up by the availability of easy
money, and ‘clan capitalism’ which is

Varleties of capitallsm: Different forms of \
largely based on social trust.

capitalism such as ‘ersatz capitalism’

REVIEW QUESTIONS

1. What are the main business systems of the region?
2. What are the principal components of a business system?
3. Give examples of how culture (that is, meaning) affects institutions (that is, forms of order)

in different societles.
4. What are the most representative forms of enterprise in Japan, China and South Korea?

5. What explains the slower growth of Indonesia and the Phifippines, compared with Korea,
China, and Singapore?

LEARNING ACTIVITIES

1. Draw a picture like Figure 1.1 and fill in the boxes with one example in each box to show
what is meant, describing one society in the region.
2. Draw lines between the boxes to show the complexity of the connections.
¢ 3. Add to the diagrams the key facts of the society’s history, showing their effects.
4. Consider what kind of firm is likely to be successful in that environment and explain why

you think so,

-.._Perhaps 1t was p_ ; destmed When Frances::__'::
Thomson annouaced on November 3 thati'-_- w

:Iand groups .Hong Kong hsted subssdaary.
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This is not all hubris. The deal marries
TCUs low costs with Thomson's brands,
distribution and research in Europe and
America. And TCL, founded only in 1981
by a group of ambitious entrepreneurs in
Guangdong -- the province that is China's
manufacturing heartland — is aggressively
commercial even though it is controlled by
a city government. It survived a bruising
consolidation process among Chinese TV
makers to emerge as one of the two leading
groups, with an 18 per cent market share.

After attempts at diversification — a
common affliction among Chinese busi-
nessmen — into white goods, computers
and mobite phones (with mixed results),
the Thomsen deal suggests a laudable focus
on the core business. Comparing TCL to
Haier, China’s leading home-appliance
maker which is also trying to build a global
brand, Arthur Kroeber, managing editor of
the China Feonomic Quarterly, says: ‘Buying
an existing brand and a sales force makes

QUESTIONS

What is the mixture of organizational strengths that makes the Thompson/TCL alli-

i.

ance viable?

more sense. Haier is trying fo buiid_a_glq 2
name from scratch, but most “Chinese
companies don’t understand branding.’ s
Whether this deal will turn.TCL into .-
another Samsung is doubtful, ~Both:"
Thomson in Europe and its RCA brand in
America are rather tired names ‘on the sort
of TVs you find in drab motel rooms’, says -

one banker, TCL will need fat margins to -

match Samsung or Sony at brand building
and marketing. And while China’s vast pool’
of cheap labour gives it a massive cost
advantage, it is not inherently as efficient
as, say, many Taiwanese confract-
manufacturers, or as dedicated to process
engineering as its Japanese rivals.

Even so, this deal is a warning, TCL may
not turn into quite the multinational Mr Li
envisions, at least not immediately. But as
more mainland companies start to foster
ambitions beyond their horne market, it will
not take long for China’s first giobal
champion to emerge.

What differences are fikely to exist between this new form of China-based organiz-

ation and its Korean competitors?

How can this new venture compete with the strong Japanese presence in the global

market?

Will the plans succeed in your view? If so, why?

INTERESTING WEB LINKS

Organization for Economic Cooperation and Development: www.oecd.org

The World Bank: www.worldbank.org

Central Intelligence Agency: www.cia.gov/library/publications/the-world-factbook

The Asia Society: www.asiasource,org
Asian Development Bank: www.adbi.org

Asian Studies Monitor: www.coombs.anu.edu.an
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Note
1 Source: The Economist (US) 369.8349 (8 November 2003), p. 60.
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Chapter outline

k= Corporate social responsibility (CSR) i Adjustments required by the

and sustainable development - acloption of CSR concepts
Concept and phenomenon = A pragmatic approach for

kz Asia positioning in the pursuit of implementing C5R policies
sustainable development and CSR i The chailenges ahead
policies

Chapter objectives

After reading this chapter, you should be able to:

1. Understand the meaning of the CSR and sustainable development concepts in
Asia

2. Identify the environmental and social problems in Asia that require a C5R
solution

3. Understand the US and European positioning of CSR in their societies

4. Understand the different policies followed by the private and public actors in
applying the concept of CSR and sustainable development




Corporate social
responsibility and
sustainable development

in Asia
Philippe Debroux

INTRODUCTION: CORPORATE SOCIAL RESPONSIBILITY AND
SUSTAINABLE DEVELOPMENT — CONCEPT AND PHENOMENON

The,Growing Importance of CSR and Sustainable Development in Asia

[ Sian countries face a number of social and environmental problems that are usually
tackled by public authorities. Bul i /WWWWS
playan G@Wl.\%rporate saclal Tesponsibility (CSR) and the thought

\t‘rﬁt corporations ought to care about-@exWWﬁS

@d\ti@}@d.g@syﬁxpﬁt@@yond mere compliance with the law is a concept born

Ir'the West. Nevertheless, during the past decade a growing involvement has been
observed in Asian public authorities in the elaboration of policies and instruments

serving to f}ge@?{ﬁ/&g@@@ﬂb} 1 € tegies.
For the tfine bejng;-the-focus omMgfivironment-related issygsris\_d}@ant but a
growing number ¥fAslan ¢cbmpaities are starting to adopt\WgLrgpQﬁ}l DA,
= 1tion of .

standards-embeddi qader i R including responsibility vis-a:vi

\fbrkgrs and hgiman rights. In.a still small but growing number of them CSR activities
are new internalize ?ﬁhﬁﬁﬁﬁﬁ)‘a ies’ organizational mechanisms, They also enga;

actively with their @I}g}der}m? increasingly complex projects related @se’ase,
biodiversity, o other is%s/réquesting broad and diversified knowledge and expért

-Xperl
ence. II}_.dOi/ng s0, they Increase their social contribution and gradually acquire a valu-
able expertise in the field. So far, CSR-related management tools and principles have

cen largely elaborated in settings where Asian organizations have played a minor role.
MWestern multinational corporaticgi_ié (MNC/SQare still the dominant actors in Asia_in_/
Yerms, of scope and sophistication of SR Activities. Although these Grganizations may
%{2 sian members, most GSE.internati I ized _norms and e
‘g\sfgpl‘ he organizations in which tern. ests ar inant’
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th Asian governments;aﬂ'd"‘c':&z}])anies are-increasitiglysaware ofptbe poljtical and.
CSR. ag stdinable deve nt: The concept of CSR is

OW

1\%1 uring and,it is.no longeeonsidered asa-merl; fensive-toolserving to protect
W&sidm the ethical concern, perception exists that in the future
CSR and sustainable development may become the source of key business competitive
{ advantages. This will lead to formal and informal rules that are likely to play a key role

?[ in business practices. Therefore, being late in proaw\ar/tin){w
: aetiyifies Tay_put Agian husinesses-at_a

TH~ WWWS@thwmmw} only in their own
l &;V/&;ﬁ markets but also worldwide.

;@,3,2»%
JWLW Origin.and Development of CSR and Sustainable Development

@,SR-. s the explicit sense of yoluntary, self-interest driven policies, programmes

and strategies by corporations addressing issues perceived as being part of their
social responsibility by the companies and/or their stakeholders. CSR was closely
/1) sociated from the start with the idea of sustainable development, as identified at
United Nations Rio Earth Summit in 1992, namely, as development that ‘meets
he needs of the present without compromising the ability of future generations to
meet their own needs’. An attempt to apprehend operationally the concept of
sustainable development is found in the Three Dimensional Model presented by
von Stokar (2004), Sustainable development comprises thre ‘bettom Jines envir-
onmental, economic and societal. All three dimensions can bd measured and added
tOWW@WWW@* The idea
is tfiat economic development must be achieved with environmental preservation
while promoting social equity in a long-term perspective taking into account the

interest of the future generatior}g,,/-ﬂ”"w ?
~ CSR comes originally fro 1’@hi1anf§5:9{,/ vith which it still shares a number ,of
attributes. It could-alsobec idefed as an extension to social and environmehtal
matters “0f the concept of Lc rpdtate ~governange, putting emphasis on ?)r’porate
_.-~"economic and financia) gecountghility £ ctdrs MESR is a product of a busingss envir-
e onment where a combinatioil of markel and glear ownership laws is considered essen-
: ‘-'/-""’ tia},toﬁ’a age a modern and economically efficient democratic society. So, the first task
! % 24 of SR tWWwWMm
ik » hess.altivities. But CSR goes beyond that in acknowledging that business responsibility
i SHould go not only to the market but also to all those affected by its activities, the stake-
//’ holders, that is, those who are affected, in any way, by its activities. Business may cause
/, social and environmental problems in behaving without considering sustainability in
its activity but it can also bring solutions to existing problems and prevent new ones
. from emerging. Xgspect of market principles is not incompatible, quite the contrary,
\IJX\F x with concern #bout the natural environment, social inequality, poverty and marginali-

fion. CSR activities are not reserved to MNCs. On the contrary, it is recognized that
. . 116

i

inable development issizes requires business jnvglugment down

Integration of CSR in Business Policy

@One important driver of CSR is the idea that there Is a business case for responsibility,

that is, @s}g_c&s}b%b/el@ I be fimancially sound, Howevei, CSR may consist in

(o

=N
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al and . peripheral activities loosely or not at all linked with core busmessg@hat distinguishes

CSR is : today’s understanding of CSR and sustainable development from the business soeHET .

rotect ) initiatives of the gas is the attempt to manage them as part of the organization’s %

future L internal activities in a business-like manner and to develop instruments for this. For

etitive o instance, W&WWE outside its main 5.

zy 10le o activities Bdt involvesa number of the cdmpany’s employees, requires managerial deci- 6l~/

ration - stons, implies technological transfers, may lead to the development of specific tech-

iat_a : niques to achieve results, and have an impact on the level of skills and knowledge of (

r own employees and locally involved manpower. Therefore, it can be considered as CSR 0}
activity (Toyota, 2006) although a number of companies would still call it\P/b‘W -4

ora’ NWM_)inked to market development,

Deveiopment in corporate governance, according to which not only the financial .
performance can be objectively measured, but the non-financial-ones can also b gé&
""’l&?'«ﬂi

mmes : analysed, reported and even audited and certified, led t&tu_ple bottomlinée eportm

“their : _f . This idea drew on the msplratmn of the thiee-dimensional_sustaimablé developmeng:,)c
losely W 1 concept, which links companies’ ﬁnanc1al env1ronmental and soclal performauc@g. /
ied at - C_\(/z&g j{/\ he response to negative publicity to the ex| ﬂ————
meets | WWWW@W@MQ

ms to : ) 0 ,te\dwi_gs\agd&lqag Q e bg_mn__e of I

:pt of &V@t"’gc ' %EP rs and alsg to their relations with-the ehi uch%\%c:%ér{n—c/r}:ﬁagnd

ed by o mployees, These codes are important to the evolution of CSR because*they address

envir- o quesfietis of business responsibility by two significant and long-term developments.

added g The first are the new forms of business organization due to outsourcing and subcon-

¢ idea & tracting practices. The secorid aspect is related to the increased importance of intangible

ation assets, such as brand names and reputation, in determining the worth of a company.

1t the

ser of ‘ The US ?DEI_European Approaches of CSR and Sustainable Development
1ef1/ta1 —_ In he us app;@ companies must respond to the new societal norms of corporate
Jorate - rem&ﬁfijﬂ)ﬁl d accountability to all stakeholders. There ]WW
envir- W ut ity voluntary naiure is‘the very source of its dyfiamism and innovative
2ssen- o ‘ character%%m@wwww

i i art of the stakehoeldexs: This

it task g nd evoke a positive perception of the company.an
~ausi- - _ _ will induce a spontaneous and self-sustaining pattern of diffusion of the best practices
ibility o from large companies down to small ones, from rich to poor countriegf lecading to
stake- o effective market economy, liberal democracy and active civil societ majority of
cause %’% US companies do not glve trqde unions-a-central -role in hgr CSR st Ftegy, Commit-
ity in _ X * thentofen empioyees and defenice OF their interests 1s thougnt to be betterassured through
T ones - ?’i/ﬁ( flexible human resource management (HRM) policies fitting with companies’ global
itrary, L strategies. Private norms such as the SAB000 or inltiatives such as the Global Reporting
rinali- R Initiative:(2007) and Global Compact are favoured over those forwarded by internat-
L that ional bodies such as the International Labour Organization (JLO). Based on flexible
qthe o principles and self-regulation of their behaviour by companies they do not impose
: rigid constraints perceived as liable to impede business activities.
uropean @oncepts are crafted on a tripartite system institutionalizing relation-
shipSbetwiee pubhc authontles, companies and tradle unions. Busmess 1npuL1§ consid-
Jility,

ist in
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meﬁmﬂm solution promoted by the Ruropean
fiion is to reinforce understanding between the key stakeholders to create clear norms
and standards of CSR practices complementing public regulations. shouLd_I ain
a freely developed activity. But, the question is no longengh_y_QSR’ ‘how CSR
Companies:have a'legal obligation to behave fesponsiblyto swt "The best St exa p

of this is the legal requirement imposed on publicly listed companies in France, the

UK, Norway, and Sweden for reporting social and environmental performances,

CSR and sustamable development are concepts assoczatmg compames ‘and other
InShlUUOﬂS responsnbthties to ECOI‘IOIT‘IIC, somat and: souetaE development in a long-

_Do you thmk lhe COncepts of CSR and sustamabie deveiopment are conducwe to

~“fundamental changes in the manner compames are managed, ‘the development of
ongina! corporate cultures and, eventually, to sigmficant changes in the pnor;ty of
' companies’ ob]ectives7 - . : :

ASIA POSITIONING IN THE PURSUIT OF SUSTAINABLE DEVELOPMENT
AND CSR POLICIES

Environmental Challenges Facing Asia

As a recent report from the Asian Development Bank (ADB) indicates, a number of
Asian countries have made progress in reaching a number of the United Nations’
Millennium Development Goals (ADB, 2007). However, environmental and social
problems are such that unless more drastic and sustained actions are taken on a large
sczie, they are bound to lead to major social, economic and political crises (ADB, 2007).

e hundre L of the 85Q milliog o the ¢ omg@llxﬁo\od/wg_p\oplgm_.
,t\gg)v@JL/uLAsm Ir;éeieigp' “yt least 500-xilljan people ate ynermployed
1 underemployed, } r 250.milion will enter the workforce over the next decade
M nomi ust grow but current growth patterns are unsustain-
able due to their hfgh level of resource inefficiency and dependence on a fast growth in

fossil fuel consumption. The need for oil in the next 10 years will increase by 3.4 per
cent a year in China, 2,9 ﬁer cent in India and 3 per cent in other developing Asian

countries (IGES 2005) 1t of its forests and
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RAIC n\Aja A considerable number of Asiaf urban inhabitants live in slums devoid of
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basic facilities. ut one-third of Asian people hav@o safe drinking water,
and 50 per ) it of them havo sanitation Services. It is projected ?)d 2.4
billion Asiah people will suffer fromavater stress by 2025. At leagOne-third of 4 billion
D

/
tons of solid waste across Asia femains uncollected each year (ADB, 2006).

Social Challenges Facing Asian Societies

Literacy, especia@g@ still not been achieved in many Asian countries,

resulting in massive social-afid economic losses (Welford, 2007%@6@1}{5’@1
ser despite-sonie recent Nrogress B, 2007), It is estimated that 180 million chil-

dren below 14 years old are working in Asia, Gﬁﬁdﬁ;&i@@i@ioitation of
stituti

nigmnt”’@fﬁur ncontrollable hu\ml’ﬂmki g, and T ld-lsri)’,u n are all over
thie region (negual digtributi : wih. threaténs the stability of the

socideconomic and political fa]jri'c’,/e;en in high growth countries such as China,
India, Vietnam and Cambaodia. But developed Asia from Singapore to South Korea and
Japan also suffers from growing labour instability, and social and economic alienation
of some part of their population. As Table 2.1 indicates, a high level of risk of social
rights violations is noticeable in many countries in the region with only slow improve-
ment if any in some of themn, '

able 2.1 Comparison between Asian countries concerning the main risks of violation of so

7 b T

cial rights

T

:Note: *** High risk  ** Medium risk * Low risk
Source: IMPACTT Ltd (2004).

The Limited Resources of Developing Asia

With regard to Asia and the Pacific, the ADB estimated the annual investment costs
required to achieve environmentally sound development based on two scenarios.
Under the first one, implying no major changes in environment and development
policies, the cost would be US$§12.9 billion a year. Under a more ambitious scenario
with the goal for developing countries in Asia to achieve the best practices of OECD
countries by 2030, the cost would be US$70 billion per year. In additlon, it is estimated
that repairing the damage done to the land, water, air and living biotope in Asia would
requiggp,&& billion a year (ADB, 2006). From climate change to international rivers,
marine ecosyst#m EHW , the problems have almost always both an inter-
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- national dimension and a local one. This calls for collaboration between Asian states at

sub-regignal and regional levels to provide th ary institutional framework.In
i rostltutlon interven-

e Cie of ciifld labouy/vwork hardship; h
tion is required at levels lowes, ﬁﬁose that arezeacticd by publieauthorlties because
long-term solutions requi involvement and acceptance of the actions by Iocal
people at grass-roots Ievel, . ‘J
?ﬂ}"’?

Table 2.2 Ratification of the core conventions on human rights in Asia

Note: * Denaunced by those two countries, respectively in 1990 and 1979
Source: Huchet {2007).

To make a multi-stakéholders’ éngagément approach successful is not possible
without the right framework of norms and standards, something that requires institu-
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tional strengthening and capacity development. As indicated in Table 2.2@9&){1@,
co ies, atifie € £OI yepti on i :

But, as pointed out by the A 1e predicament is that governments of developing
countries\in Asia have a problem with implementation of regulations, due to factors
such a.yﬁlack of regulatory resources to enforce standards%%certain laws with few
penaltie$ for non-compliancégfdrruption and inadequate infrastructure an unan

resources to collect evidence for non-respect of the law by companies (ADB, Z005).

hey suffer from g shortage of technology, goverpangce nagement skills toco
i . Foreover, the high level of indebtedness of many of them makes it

difficult to divert significantly higher financial resources to environmental facilities
and infrastructure, and to ensure the monitoring of the laws that would sclve the
social issues (IGES, 2005).

A Long Tradition of Philanthropic Type of CSR

In Asia, it is pointed out that less codification of social relations was observed tradi-
tionally in business activities with more reliance on cultural mechanisms and
guiding principles (Tanimoto, 2004). Asian corporations were never oblivious to
their social responsibilities, though. But they were fulfilled as implicit-obligations
embedded in business practices and institutional framework{, _Responsibility yvas
most often that on the corporation and it did not imply-theTreation
of organizational mechanismis.

For instance, both in Chinese and Japanese traditional social hierarchy, the positions

Cof the merchant and entrepreneur have been traditionally low (Dana, 2007). Their

roles in society had-te-be legitimized by ¢heir+gsponsible attitude to compensate for
Wtus. This led to business cultures where companies were (and

still are) expecTed (G benevolent responsibility towards those with-whons-the

had direct relations: ¢mployecs, @ss pattijers an@s’tomer anf] the commu'{;

surrounding the workplaceé, thatJs,_the-stakeholders” Th—riiodern CSR Tangudge.
Emphasis was put on honesty, integrity and respect of ethical valu s by husinessmres

(Ho, 2006).The core-values i@pa}:}nﬁ@iese Swcieties weré ﬁ;;?nc%g?
drawn from%h/is;{él%o’n tcianism_(He;2006). Doing somethiflg ‘good lor
society was regarded as a symbol of being ‘successful-persons’, deserving respect,
Whe contempt reserved for the mére ‘money-seekers) From Buddhist to
3fami€ influences, to minerity groups such as the Parsi whe-fotinded the Indian Tata
Group, or the Christian entrepreneurs over the whole region who have been active
soctal reformers, all over Asia philosophical and religious doctrines have traditionally
had an impact on social responsibilities. This is true as well today. It is pointed out that
there is an overlap between the tenets of Islam and the concept of CSR as represented
by the principles of the UN GlobatiGompact {(Zinkin, 2007). Likewise, the revival of
Confucianism in China and in Hong Kong is typical of the perceived necessity of giving
a moral legitimacy to the socigl and economic order (Ho, 20086).

Following such tradition, { dian Tata conglomerate, the software hou@&fosys,
and other companies indéige in community development, health, safetpr and
philanthropic activities. The Infosys Foundation runs orphanages, hostels, hospitals,
libraries, relief shelters and homes for destitute and mentally retarded women, and
invests in tribal welfare (Raja, 2004). This implies large investments that have a
significant economic and social impact. Most of the activities may remain externalized
as in the case of Infosys. But, in the Tata Group for example, they have acquired
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characteristics that are close to a systematic strategic pattern implying changes in the
internal dynamics in the organization. In that sense, the Tata Group’s interpretation of
the concept of CSRis close to that of Western companies (Hindu BusinessLine, 2007).
! Japanese (The Economist Intelligence Unit, 2005) and Korean companies (Ki-Hoon
L Lee, 2005) also promote partiterships with local communities in educational projects,
| | infrastructure building and/or poverty alleviation. The nature of the CSR activities is
often unrelated to their core business, although these forms of involvement tend to
institutionalize CSR in company management not integrated into the core business
strategy (Keizai Doyukai, 2003). However, this does not preclude stakeholder
| engagement as exemplified by projects of Japanese companies and some Korean ones
(Ki-Hoon Lee, 2005) with NGOs and international organizations. T (his Ievel--of
engagement is just starting in some large Chinese companies such a,s_Lenovo 1@\'[‘9;
In Southeast Asia, CSR retains a paternalistic overtone, close to the forfer pattefns
found in Japan and China, that is, Wp sona] respansibility’of ogid/erﬁather
than organizational responsibility of wcorporation. -

t} ‘potentiz ilize __major rmprovement _ Jthrough new technology _nd
ouEd technoiogy aliow Us to solve. env:ronmental problems w:thout changmg the _
= bas;s of the consu ne _dr____en soc:ety in whlch we live and work7 ' SIS

ADJUSTMENTS REQUIRED BY THE ADOPTION OF CSR CONCEPTS

-&ﬁhe Role of the State in CSR and Sustainable Policy

‘ As the British example indicates (Lyon, 2007a), in the most progressive legal systemns
Do there is ant increasing appreciation of the emerging field of sustainable development
: | law. For the time being, there is no indication that Asian governments intend to follow
S European countries and impose a legal requirement for reporting social and environ-
mental performances for publicly listed companies. But, at national level, policy docu-
ments have been developed for pursuing sustainable development in accordance w1th
the Agenda 21 adopted at the Rio Sumrmt 111 1992 n in

Jyajer_projects. Some of them have apphed LIA to existmg and planned industrial
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1 the activities as a part of Industrial environmental pollution control methods. Japanese
o of and South Korean companies are very supply-oriented in their sustainable develop-
107). ment strategy. Th(w]iﬂ%that technological solutions are preferable to regulatory
Toon constraints. But th€ Japanesd government is taking a proactive stance. The Ministry of
jects, Environment has EIFVE]G d a set of guidelimies-for SMEs and formulated a registration
fes is and certification programme calledy co-.abi%;}. At the regional level, the ADB has
d to suggested a ‘greening’ of the supply chalfrStrategy, based on the establishment of
iness environmental objectives and a progfa’mme of regular monitoring.

dlder In China, social instability and environmental damage must be dealt with rapidly lest
ones the whole development objective should derail. The promotion of a ‘harmonious society’
2l-of (Leng, 2006) is accompanied by a flurry of CSR-related activities, from laws on labour
TCL, and environment, to condemnations for corruption, labour exploitation or environ-
ems mental damage. CSR is thought to enhance the Chinese companies’ image and improve
ither their governance standards. The development of Chinese CSR-standards is crucial to

avoid dependence on Western norms that could have negative commercial and political
consequences (Ho, 2005), and to make Chinese companies competitive on the markets
that emerge, based on CSR and sustainable development-related technologies.

In macroeconomic terms, the Indonesian economy has recovered after the financial
crisis in the 1990s. But in creating wide social imbalance liable to create political insta-
bility as in China, Indonesia also faces major environmental challenges and is consid-
ered as one of the most corrupted countries in the world (World Bank, 2007). So, CSR
laws are imposed from the top as a means of testoring a legitimate societal governance

" system mixed with the willingness of reinforcing economic competitiveness (Lyon,
2007b). CSR policies are likely to continue to be largely driven by the state in those two
countries but it will also be the case in Singapore and in Vietnam. At first glance, the
approach of CSR in those countries shares similaritles with the European one of codi-
fying rules or laws defining corporate responsibility, However, there are also differ-
ences, notably with regard to trade untons.

The Weak Involvement of Organized Labour in CSR Policy

d Vietnam and China have no independent unions as in communist states. In Singa-
€ pore, the tripartite system is tightly controlled by the state (Singapore Compact, 2006).
In Japan, companies work with the unions on CSR activities. But the relationships
between management and unions do not seem to be as close as in Europe in terms of
international collaboration. A growing number of European companies have concluded
so-called frame agreements with their trade unions, But, so far, no Japanese company
has concluded a similar one on shared principles between international trade union
organizations and MNGs, something that can be seen as the start of international
collective bargalning (ICFTU, 2004). In Malaysia and Indonesia, {reedom of association
ems has long been curtailed in the export-oriented industries (Caspersz, 2006). Active
ent labour unions have emerged in Indonesia, the Philippines and Taiwan during the past
low 15 years. But these countries are still characterized by anti-union behaviour in their
on- political and business environment. In Korea, trade union movements also re-emerged
- as part of political liberalization and economic development but the relationships with
vith companies remain adversarial (Lansbury et al., 2006), Admittedly, there were successful
dan attempts in developing tripartite types of retationships in Malaysia and, more recently,
call in South Korea to resolve specific problems. In this latter country, a Tripartite Commis-

ston, created in 1998, produced a Tripartite Soctal Accord, the substance of which was
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almost immediately translated into law (ILO, 2008). But in view of the very different
historical legacy of employment relations in Asia, and of the impact of globalization
on business systems, out of Japan, it is unlikely that CSR will develop based on a tripar-
tite system with trade unions considered as a social partner alongside management
and government as in Europe.fWHhat could be expected:is likely to:be based more onad
hocpragmaticattempts:by managementand:organized labour, supported by the state
in‘some ‘cases;-to-build Aip profitable ‘employinciit relativiiships,-avoiding ‘damaging
labotir-related “disputes - thaticompanies cannotafford in axglobalized -wotld ‘where
competitive.advantages:can‘be:easily lost::

A Priority Given to Environment

Asian companies disclose more detailed non-financial information related to social
and environmental issues than before. In adopting the triple bottom concept, they
recognize the necessity to protect their intangible assets. They are also aware of the
emergence of shared workplace values appearing in the codes of conduct arena
where multi-stakeholder efforts such as the Ethical:Trading Initiative and SA 8000
are gathering ground (Roche, 2005). There is mounting pressure from the EU and
the US to raise the CSR and environmental standards of the products imported to

their markets as ethical consumption is gainingg~grotind. But while CSR social
cost ofl doing business without

dimensions are still often viewed as the necessa
fear of ostracism, environment-related CSR policies-#recohsidered easier to manage.
They have less effect on companies’ internal dynamics and are more potentially
rewarding because they respond directly to market demand.

Western companies such as HSBC, Marks & Spencer, Tesco and Wal-Mart have either
pledged to become carbon neutral or at least to substantially reduce their carbon emis-
sions. This is bound to have a strong iafpact on theiy Asian suppliers (Crow, 2007). A
few Asian countries have introduced go ernme:E}p 'cr;?o encourage the purchase of

cted tHe La romoting Green Purchasing
ernment,-its=atfiliated organizations and local
irtnmentally sound product{. South Koréa followed
suit in enacting a ‘Green Pur ¢t’. Consumers’ awareness Of environmental issues
does seem to be growing in“Asia, especially in Japan. A Green Purchasing Netiwork
(GPN) was established in 1996 in Japan. It consists of corporations, local goveraments
and consumer oiganizations, and provides information on environmentally friendly
products through printed materials and a web database. Local GPNs are now emerging
in Japan. South Korea formed a GPN in 1999, Malaysia in 2003, and Taiwan and Thai-
land in 2005. Networking of national GPNs such as the international GPN is underway,
which is expected to accelerate further the GPN movement in Asia (IGES, 2005).

Social labelling is almost unknown in Japan, South Korea, and Thailand but eco-
labéling applies to varlous products, including organic food. Environmental manage-
mentisystems (EMS}, such as life-cycle assessment (LCA), environmental reporting,
environmental accounting, and the application of ISQ.14001, have also grown in other
Asian countries. National organizations to certify these standards have been estab-
lished in Malaysia, Singapore and Thailand. japan is well ahead in terms of ISO 14001
certificates issued, followed by China and South Korea. All three countries rank the top
tenn countries worldwide in the number of ISO certificates issued. Taiwan, India and
Thailand have also increased their number of certified companies and the growth rate
in Asia tends to be higher than elsewhere (ISOQ, 2007).

environment-friendly products, Japan e
in 2000, requiring the national
governments to purchase morg e
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ferent The Pressure from Change in Corporate Governance
fitI;g: In most Asian countries, stable shareholding ownership remains in place but offers
sment compantes less protection from the presence of shareholders asking for a higher return
ot ad on their investments (Roche, 2005). Since the 1980s, demand for accountability and
s state transparency spurred a shareholder activism in the US and, thereafter, in Europe, which
aging was unknown in Asian countries until very recently. While having the objective of
vhete defending shareholders’ interests, it has also been utilized to foster social and human
rights-related causes. Such activism has yet to blossom in Asta but it is likely to emerge
with the changes in corporate governance, The decision of the California Public
Employees’ Retirement System (Calpers), one of the biggest pension funds in the world,
to not invest in China a few years ago and to withdraw from countries such as Thai-
social tand and Indonesia is a case in point (Association for Sustainable and Responsible
they Investment in Asia, 2002). The pressure exerted by Free Tibet on British Petroleum to
5f the get out of a pipeline project to Tibet in collaboration with PetroChina is another
arena example (Dodd, 2004).
8000 Asian companies are told that optimizing shareholders’ value is the priority, but
J and they are also expected to show more concern for other stakeholders. Protection of
ed to shareholders’ rights is still an important issue in the region (Welford, 2005). Lack of
social transparency impedes access to information and participation in decision making for
thout small shareholders. As a consequence, they are often deprived of their legitimate rights
nage. as investors (Welford, 2005). Astan companies must also respond to the rise of the
tally Socially Responsible Investmént Funds:(SRD). 1t is estimated that there are about 150
SRI-related funds in Asia, dralning US$20 to 30 billion. Japan has been the forefront
sither runnet of such initiatives; since the end of the 1990s, around 50 funds have been
emis- established. SRI funds still account for a negligible part of the Japanese market (2-3 per
7). A cent), though. This compares to 15 per cent in the US and 12 per cent in the UK (SiRi,
ase of 2004). In the rest of Asia, the number of SRI funds also remains small. This seems to
asing reflect the limited interest and cautiousness so far of Asian companies to being Hsted
local on the socially responsible financial market indexes developed to measure corporate
owed sustainability such as the Do Jones Sustainability. Index (DJSI) and the FITSE4Good.
ssues Except Japan, only a few Asian companies have this far been included in these evalua-
work tions (Van Heeswijk, 2004). It must be added that the decision of FISE4Good to delete
aents Toyota and Honda from its index as having fatled one of its criteria (human rights in
sndly those cases) is likely to increase the cautiousness of Asian companies (Business Respect,
rging 2007). Toyota and Honda are well known for their many initiatives linked to CSR and
Thai- sustainable development and their being dropped may raise doubts about the objec-
rway, tivity of the evaluation criteria. ‘
. eco-
nage-
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other
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4001
e top
1and
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What. do you thmk_should_ be done .in order to. make the mult: stakeholders
approach workab!e inan s;ane wronme 02 il o

' b@n what sense and to what extent may the multi stakeho!ders framework be
: ::different in ASIa from those developed in Europe and the US? _ o

A PRAGMATIC APPROACH FOR IMPLEMENTING CSR POLICIES

Beyond the Codes of Conduct

Most CSR initiatives in Asia related to supply- chaiii “managémieént focus on large
suppliers, despite much of business in Asia falling outside the first tier of the supply
chains (Welford and Frost, 2006). Moreover, the initiatives do not cover primary indus-
tries, such as mining, agriculture, forestry and fishing, where the majority of children
and informal workers are occupied. Because of the cost and more importantly because
of the difficulties in developing relationships with very small concerns, companies
tend to narrow the number of suppliers with whom they work on CSR policy imple-
mentation. The intention is to create a critical mass of suppliers offering good wages
and working conditions, and to engineer ripple effects reaching the levels below. In
this respect, the sophistication of the external and internal monitoring systems that
Nike (Lim and Philiips, 2007) has put in place shows that it is possible to successfully
transform a competitive, arms-length market structure into an econormically securer
relationship with the buyer in the global value chain. The Nike approach goes beyond
the mere request of applying a ¢odé‘of conduct. It requires the search of innovative
solutions using diffusion of information, incentives and knowledge transfer in order to
obtain a superior compliance of the code of conduct and, eventually, have key suppliers
develop an independent ethical commitment to CSR (Lim and Phillips, 2007).

To reach levels below the first layers in the supply chains, the use or co-opting of
traditional community sources of power with the help of non:goveriiméntal- ofganiz-
ations (NGOs) may be more effective than a top-down policy. In most developing
Asian countries, the development of NGOs as grass-roots organizations may offer an
alternative response to the need for community level contacts. For instance, in Indo-
nesia and the Philippines, NGOs play an important role in the rebuilding of the labour
movement. But beyond purely labour-related issues they have shown the ability to
develop broader local issues into international campaigns and to collaborate with
multinational corporations (Ford, 2006).

For example, one of the most pressing problemms in Asia is the protection of forests and
the people whose livelihoods depend on them. The development of large-scale monocrop
plantations in countries such as Indonesia and Malaysia has most often resulted in the
rights and concerns of local people being neglected by owners and government. They
are also the source of major environmental damage because of intensive irrigation and
the use of pesticides detrimental to the surrounding ecosystems, The sustainable devel-
opment model supposes the development of more socially acceptable large plantations
coexisting with smaller locally managed plantation models. For community forestry to
succeed, individual schemes must be finely tuned to reflect local clrcumstances, Land
tenure, a voice for marginalized groups in decision making and strong institutional
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support are also required. It can only be done with the help of NGOs included into a -
multi-stakeholders structure, To cover the cost, local comparnies and MNCs could assist
SMEs by providing hardware, such as pollution abatement technaologies, specific guid-
ance on moving up the value chain and other professional services (IGES, 2005).

A Multi-pronged Implementation of CSR and Sustainable Development

. e o
Policies E& Z
Commeon economic instruments applied in Asia are various environmental taxes,
subsidies, emission charges, user fees, custom exemptions and duties to promote clean
technology. Despite their advantages, economic instruments are applied in a very
uneven and limited manner (IGES, 2005). Public-private partnership has developed
considerably, especially in the water and sanitation sectors, In some cases at least, posi-
tive outcomes have been reported in the form of better services and lower prices. Some
failures have been registered, however. So, it s difficult at this stage fo judge the extent
of those partnerships’ effectiveness (ICFTU, 2004).

Thailand, the Philippines and China have undertaken major reform in water
management. They have strengthened their water ministry in creating an apex body
set up for coordination. It sits alongside decentralization because the key success factor
is the delegation of management responsibility to local comununities and the strong
commitment generated among local.water managers by an incentive system:-Qther
environmental issues such as ’z'gpollutio d climat’é’é’ﬁﬁ?and forest managerient
pose a set of challenges to envirohmentdl gove ricer Sonfe are local-fit terms of the
source of the harm and its impact while others are local in source but international in
impact; still others are internati % al in source and impact. That isghy Asian countries
are placing greater emphasis or{ regional participatory approaches. J—_

A "Regional Action Program fpf Environmengally Sound and stainable Develop-
ment’ was adopted at the Ministerial Conferencepn Environment and Dewelopment
in Asia and the Pacific, in Seoul, in 20085. It provide} a framewark for regiona] coopera-
tion on sustainable development from 2006-2010. 4 similar commitment to follabora-
tion has been obtained for the sharing of informdtion on the environment through
the UNEP (2005) Regional Resource Centre for Asta and the Pacific, Specific action
plans and policy integration have been formulatgd on biological diversity, to combat

desertification and mitigate drought. At th:/st:? regional level, agreements have been

achieved to combat acid rain, sandstorms andfaze in Southeast Asia. In this latest case
a legally binding policy instrument has beeri signed by the parties (IGES, 2005).

The creation of the Mekong River basin ecosystem-based intergovernmental body is
another important regional initiative. It has set a prototype for effective ecosystem-based,
natural resource management and an alternative sustainabletivelihood development, in
a region where few rivers and water bodies have been governed by legally binding agree-
ments. The challenge to create a sustainable channel of cominerce and prosperity in the
Mekong River basin, which contains 70 million people and encompasses the 230 million
people of Cambodia, China’s southern province of Yunnan, Myanmar (Burma), Laos,
Thailand, and Vietnam, represents the ‘last frontier’ in the region. Balanced, sustainable
development is pltted against purely economic objectives.

In Asia, regional cooperation has traditionally relied on an informal approach with
frameworks amalgamating the organizations and countries with different policy preoc-
cupations and varying socio-economic conditions. The Roundtable on Sustainable
Palm Oil is a good example of what is developing in Asia in this regard and of the limj-
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tations of the approach. It has been set up to bring the commeicial sector together and
involves the producers, civil society groups, governments and other stakeholders. So
far only principles and criteria for sustainable palm oil production have been discussed
and loosely agreed upon. It allows flexibility and pushes for consensual decision
making. However, it has the disadvantage of not usually having sufficient permanent
institutional support mechanisms or appropriate financing mechanisms for imple-
menting policy measures and activities that are collectively supported by the countries
concermned in the region (Crow, 2006). In that sense, the Mekong project faces 4n
important test. It needs to be envisioned from broad perspectives recognizifg’ the
symbolic and pragmatic dimensions of the river development from beinglmore tl;ﬁa

transportation route or source of contmodity water, to seeing it as an.ecosystesaworthy

of preservation and protect10n for future generations. -

i Asian countnes _eveiop probiem resolutton mechamsms at natronal sub regionaf

There 15 A growing! ecognltion ‘that sokitions to- CSR and sustainahle related. prob
;lems requ:re th mvofvement of people and orgamzat[ons down to the IocaE level,

and regmnal Ievels mvolvmg prwate and pubiic organszatlons

CONCLUSIONS: THE CHALLENGES AHEAD

As in Western countries it seems that there is a consensus in many Asian countries on
the point that CSR should be both voluntary and regulated. In that sense, the position
in Asia is not very different from that of the European Union. Trade-offs between
industrial development and environmental conservation will always be essential, as
there are limits to the availability of win—win scenarios. The eradication of moilopo-
lies, corruption and preserve subsidies will remain difficult and politically challenging.
This is all the more true where a long period of authoritarian regimes has created deeply
rooted vested interests in some Asian countries.

The problem is that for the time being, the incentive not to comply often outwe1ghs
the incentive to do it in an environment of regulatory failure. As pointed out by the
ADB (2006), sustainable results cannot be expected without more stringent enforce-
ment of the existing laws and regulations to ensure that companies become minimally
responsible and to avoid free riding. Conversely, however, doubts remainn about the
impact of ‘CSR’ from the top that China and Indonesia intend to develop. Any long-
term solution requires an understanding of the problems of all actors at all levels and
that no single strategy can encompass all types of policy. Admittedly, while things may
become relatively easier for first tier suppliers to follow a consistent code of conduct,
the situation gets far harder for those companies operating at lower levels. Only the use
of a mix of regulatory measures, market-based measures, voluntary agreements, educa-
tion and information measures can give results over time. CSR does not figure yet as a
key source of competitive advantage on Asian markets. In the future, though, Asian
consumers are bound to give more importance to the CSR issues in their purchasing
behaviour beyond environmental concern. This likely growing assertiveness to CSR can
play in favour of Western MNCs eager to penetrate Asian markets. They have developed
sophisticated CSR management skills that they have already put to use in Asia. This
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- markets and become able to negotiate on equal footing with Western organizations.

represents a major challenge for Asian companies in their own markets. The fear of
being dictated to In terms of social and economic norms is present. Recent initiatives
have begun in China as well as in Indonesia, Singapore, Japan, and India to prevent
Western MNCs and institutions from controlling the fields of CSR and sustainable
development. The traditional fear of falling victim to non-tariff barriers that could be
erected easily for alleged non- Ei)ﬂthrm_rt ' to CSR rules is present (Zheng and Chen,
2006). But, countries such as €liina- ar;cﬁapﬁ(ald certainly India in the future) have a
more ambitious age enda-*FITEy intend 6 be more assertive in the development of their

{s,paiticipate more actively in the elaboration of international CSR standards

own nor?
and beco Téﬁe makers’ instead of ‘rule takers’ as has been the case so far.

< CHAPTER SUMMARY

The concepts of corporate socral responsrbaltty (CSR) and sustalnable development have
a growing impact on socig-economic modes of development in Asia. in many respects
the current pattern of economic growth creates such strain in both developed and devel-
oping countries that it is unsustainable from envrronmental and social points of view.

Long-term, sustainable solutions to the serfous social and economic problerns ‘confronting
Asfan countries require the active. |nvolvement of prrvate business. beyond mere compli-

“-ance with the law. There is a consensus that CSR activities must remain of a voluntary

nature. However, a deeper lnvo[vement of busmess inthe rule- makrng process related to
environmental and social issues is expected in collaboration with the other stakeholders.

- The Asaan business envrronment is rncreasrngiy mvolved in‘a maze of public and private
- -initiatives whose obje tives are fo prowde gurdelmes on CSR. A number of those initia-
tives are. becomlng de facto norms on. corporate conduct for a growing range of issues

. such as_labour relations, envrronment protectlon human rlghts corporate governance

and consumers’ protection. -
Western multinational companles have developed the most proactwe sophrstrcated and

wide- rangmg CSR policy. In the most advanced- compames CSR is now.incorporated into
busmess policy. CSR is consrdered as a potentral source of competrtwe -advantage and

" not merely as a business cost necessary to preserve the ‘company’s reputation.

So far, most Asian .companies remain, re!uctant to develop. CSR activities implying an

e actwe engagement with stakeholders ‘who are not directly i involved in the companies’
- activities, such as NGOs and other pressure groups. This reluctance explains why CSR

activities most often focus on environmental matters and neglect the social issues.

Neverthe]ess the growing awareness, of Asian public opinionto envrronmental and social

issues, added to the pressure from Western markets, has led to a gradual change of atti-
tude in this respect $So, CSR can be expected to play a brgger role in Asian compames
bus:ness strategies in the. near future. '

- At the same time Astan-public authontres are becomlng aware e of the |rnportance of CSRin
‘terms of trade and autonomy vis-a-vis Western powers. Thrs is driving them to develop

their own norms and standards in order to keep local companies competitive on the world
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KEY CONCEPTS

Business case: The concept of having a
non-technical reason for a project or task. In
CSR language it means that responsible
behaviour can be financially sound.

Code of conduct: A set of rules outlining
the responsibilities of or proper practices for
an individual or organization.

Corporate social responsibility: A concept
whereby organizations consider the
interests of society by taking respansibility
for the impact of their activities on
custarmers, employees, shareholders,
communities and the environment in all
aspects of their operations.

Eco-labelling: A labelling system for
consumer products (including foods)
designed to avoid detrimental effects on the
environment. All eco-labelling is voluntary.

Ethical Trading Initiative (ETI): An alliance
of companies, non-governmental
organizations (NGOs) and trade union
organizations promoting ethical
consumerisim,

Global Compact: An initiative from the UN
to encourage businesses worldwide to
adopt sustainable and socially responsible
policies, and to report on them.

Global Reporting Initiative: The world's de
facto standard in sustainability reporting
guidefines.

Philanthropy: The act of donating money,
goads, time, or effort to support a
charitable cause, usually over an extended

REVIEW QUESTIONS

period of time and with regard to a defined
objective.

SA B00O: A global social accountability
standard for decent working conditions,
developed and overseen by Social
Accountability International (SAI).

Social labelling: Labelling put on a number
of products indicating that they have been
produced in accordance with sacial and
fabour international norms.

Socially responsible investment: An
investment strateqy that combines the
intentions to maximize both financial return
and social good.

Sustainable development: A socio-
ecolagical and economic process
characterized by the fulfilment of human
needs while maintaining the quality of the
natural environment indefinitely.

Mutlti-stakeholders’ engagement:
Voluntary relationships between
stakeholders in order to facilitate the
achievement of objectives related to CSR
and sustainable development.

Tripartite system; A system under which
government, management and labour are
considered as equal social partners
discussing and negotiating social, business
and labour relationships respectful of all the
parties’ interest,

Triple bottom line: Reporting of companies
measuring arganizational (and societal)
success: economic, environmental and social.

What are the main elements of the concepts of corporate social responsibility and
sustainable development? In what ways are they linked to each other?

What differences and common points are there between the interpretation of the CSR
concept in Asia, the US and Europe? What are the pros and cons of each approach?
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£

How do you explain the different degree of importance given by Asian, US and European
companies to the role of trade unions in CSR policy? What consequences do you think it
entails in terms of protection of labour rights in Asia?

What do you think should be the priority of companies in terms of CSR and sustamabmty
In Asia?

What roles should NGOs play In CSR? What are the pros and cons of stakeholders’
engagement of companies with NGOs? ‘

What roles should public authorities play in CSR at the local, national and regional levels?

LEARNING ACTIVITIES AND DISCUSSIONS

Gather information on concrete cases related to the subject of child labour. It could be
about Pakistani soccer balls, Indian and Moroccan rugs, children working in toy factories in
China, or others that you deem appropriate. Discuss the multiple facets of the issue with
your colleagues. Is it a ‘black and white’ problem leading to the conclusion that child
labour is Inherently bad and should never be acceptable practice in any circumstance? If
banned, what would be the likely socio-economic consequences for the country and for
the children and their families? What do you think would be the most sensible policies to
deal with the issue?

Try to find concrete examples in the devefoped and developing world about private-
public agreements to solve social and environmental issues. Discuss the pros and cons of
this type of approach. What are the key success factors and what are the elements that
could cause problems?

Z_DEVELOPN\FNT 'QF THE. :BOT“IQM C)F 'T‘I IE
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: T change its pnce structure The result was
S pos:tlve f:nancrally Margins were lower but-
- this was compensated for. by hlgher unit
R sales, ‘At the ‘same - time ‘consumers -had
Sooiaccess, for the Tirst “time to h[gh -quality -
":products that fmproved thelr standards «of -
2 iving. In. the 1990s,: durlng the crisis ‘in
Southeast Asia, Unilever was able to repli-
icate the same busmess model and :put
"-.'-successfully on the’ Southeast Asian’ markets :
“smaller quantity - products fitting with ‘the

_;:market needs. In doing 50, Unllever and its

nval P&G'are also playlng a: key role in‘the .

~one ‘of . the ‘most- important

:'EObjECthES of the Unlted Natlons thatis, the

: '-.:empowerment of wamen in the dEVElOplng

. -world. “They. traln tens “of - thousands of -
f_'women to become the distributors.of their .

_ "'products provrdmg addltronal Jincome to
'__ﬁ-._the family “while. encouragrng women's
.-"_i"--entrepreneunal spirit. In the mind of these -
. _-ﬂ-compames ‘once aga:n thrs is. @ win-win -
- '-:_"-case benefrcral to.both . parties. Many of .
g “those women "aré likely to ‘hecome ‘the -
harblngers of change intheir commumtses .
The: maj_' _gement knowledge they acquire .

:Shell Solar brlngmg afforciable soiar powar
o or. people in Sri -Lanka, AIndia and .the..
S 'Phlllpplnes with the ambition of develop-
77 “ing the mass. market' of. Chtna and JIndone- . -

% isia in the near future, To- “cope - with -
: '--.;jmalnutn' on: rampant in the developing -
- wise, villages .in “developing. countnes Wlll_;__!

: world, Coca Cola, ‘Danone and Procter &

5 _'f_;Gamble are evolvmg stmilar pohcres They
L _develop lnnovatrve food products especially

s for pooL developlng countrres “To avoid any

QUESTIONS

1,

inatlonai organlzatlons invorderito: recelve o

:_'are sometimes -eriticized “for
_fpoor people to consume products that:may
“not be absolutely necessary, Local substitute
-products oftenexist that’ are _discarded:

Aing -earty matket: ‘pull’ fe
see the developlng world as-an incubator for:. -
. new products and susta[nable technologles._'-':-

Jof ithe future, | rangrng from - mrcronutrlent-'_.
E -"ennched food and. drmks RIOR,
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1 and solar power, Admlttedly, poverty wrll not -

i -be completely alleviated through their inrtla-'_:"_,
- - tives bt neither should they be condemned -+
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“to their efforts, many ch ren eat
least: enough ‘stamina t follow classes and
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~take care notto repeat the miistakes commit-

ted by compan[es that neglected the heces-

:sary explanations about ‘the “use of ‘the
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‘difficult issue of product prices they: ‘work . -

actweiy wrth Iocal governments and. mter~_;- '

better treatment for ‘the 'products onthe
markets for: lnstance favourable tarlffs and

“tax: rates, speedler regulatory review of the_'_ :
'-products and subs _1e5=from foundatlons

g the BOP markets

Companres targe_
pushing very - -

although they pre vade_srm _r:benefrts The
resources poor famnilies: spend on’ new prod .

. ucts - resources would ‘be -more usefully

utilized for other | purposes Conversely, dtiis
argued that those: ‘companties are of colirse
acting from enlrghtened self—:nterest provrd-;_'

“for:new -ideas, They
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become better educated. The samtary sittla- -

‘tion has improved significantly thank tothe” ;
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‘soon have access to solar powered multlme-j__
* dia modems that wn[l enable them to access' L

the mternet

Do you think that BOP market development raises ethical issues? If yes, which ones

and what can you propose as solutions?
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2. What are the pros and cons in social and economic terms of the activities and strat-

Y

- egies of companies attempting to develop BOP markets?

- 3. Which criticisms, if any, of consurnerism’s impact on society as a whole are found in

2 the BOP market development? And what are the specificities you perceive in the BOP i
r markets in this regard? "
< Sources: Grant, |. (2005). Check the depth of the pocket. Financial Times, Movember 16; Stavin, T. (20'07). The potential in

- poverty. fopan Times, December11; Nippon Hoso Kosfia (NHK), India Spedial Issue, June 2008; Prahalad, C.X. (2007).

2 fortune ot the Bottom of the Pyramid; Eradicating Poverty through Profits. Kindle Edition. Wharton School Publishing.

2

]

INTERESTING WEB LINKS

On CSR

Business for Social Responsibility: www.bsr.org

International Labor Organization: wwwi.ilo.org

QECD: www.oecd,org

Transparency International; www.transparency.org

Global Reporting Initlative: http://www.globalreporting.org
CSR Asia: http://www.csr-asia.com

On sustainable development

Greenpeace: htip://www.greenpeace.org

World Wide Fund: http://panda.org

UNESCO: http://www.webworld.unesco.org
World Health Organization: http://www.who.org
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e The opportunities and challenges @ Asfan responses to the Western
posed by Asian technology technological challenge
g National technology systems g1 Creating national innevation systems
after World War il

e: Asian legacies in science and
technology 7 The current situation

Chapter objectives

After reading this chapter you will gain an understanding of:

1. The relationship between a nation’s technology development systems and
various aspects of its national well-being

How these relationships have specifically impacted the major Asian civilizations
The rich technological heritage of some of the major Asian societies

N

The technological challenges facing the major Asian societies
The strengths and weaknesses of the Asian natfonal technological systems
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Technology
development in Asia

Leonard Lynn

INTRODUCTION: THE OPPORTUNITIES AND CHALLENGES POSED BY
ASIAN TECHNOLOGY

In the closing decades of the 20th century and fivst years of the 21st century Singapore,
Malaysia, Thailand and, most notably, the giant nations China and India were joining
Japan, South Korea and Taiwan as major centres of technological strength. By 2003
China trailed only the US and Japan in spending on R&D (see Tables 3.1 and 3.2 for
data on R&D expenditures). Overall, Asia accounted for nearly a third of the world’s
~expenditures on R&D. India was rapidly becoming a centre of global excellence in the
< knowledge-intensive service sectors and in biotechnology. The Astan economies were
i \%ﬂi{g)ﬂ@ﬁ%ﬂi@@g{l%@ogy%g@mf&t/rhe,,expen@,oube_,liump,em
Unien, U, and Japag (the first modern-great-Asian-high technalogy centre).
*  The current rise dn: technological strgﬁx}gt}jm Asia poses @9@\@3@5 opportunities’
@p@li@g&@@i}@ﬂ@ﬂ%@ﬁgﬁﬁke@ _and citlzegs of other countries. Let
us begin by discussing some of the opportunitics. _
For multinational enterprises (MNEs) there are growing new opportunities to draw
on rich stocks of human resources in science and engineering in China, India, Thai-
land, Indonesia and other parts of Asia, Sometimes the Jower costs of wages in these
countries allow firms to apply more brainpower to techaical problems than would
otherwise be feasible, Sometimes those trained in different societies offer different
perspectives or have different interests, enriching approaches to the development of
technology. A pharmaceutical company, for example, may find more people with
expertise and interest in infectious diseases in India than in North America or Europe.
/_I:‘_or a variety of reasons different countries may develop particular strengths in one
field..of sclence or technology. At different times. in the 20th century, for example,

¢ Germany s strong in chemical technology, fbe US and UK maeronautics and the

35
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_development of computers, a@paql/edﬁn industrial robotics and manufacturing

cchnology.

Table 3.1 Gross expenditures on R&D by region/country 1993, 1998, 2003 (millions of
purchasing power parity US dollars)

EU-25 123.7 © 1525

.
| China 16.7 279

| Japan 69.1 905 .

]‘. : South Korea 9.9 14.8

s Taiwan NA 8.5 13.5

Note: Purchasing power parity exchange rates are calculated based on the relative costs of a fixed ‘basket’ of goods
and services in different countries, In China officlal exchange rates would result in considerably lower R&D

expenditures.
Source; Adapted from Table 7 in National Science Foundation (2007: 15). Original data from OECD, Main Science

and Technology Indicators (2006/1).

Table 3.2 R&D performed in selected Asian countries by US multinationals (millions of
current US dollars)

[‘ China 7 _ 646
Indfa 5 23 80
South Korea 17 29 167
Singapore 167 62 589
Taiwan 110 55 70
| Thailand 3 4 ' 22

Note: Declines in several Asian countries in 1998 over 1994 were related to Asian finandial crisis.

‘ UK Source: Adapted from Table 8 In Nationaf Science Foundation (2007: 19). Based on data gathered by US Department
s \/\() of Commerce,
i A
I < J\T{ Consumers around the world benefit from the enhanced ability of multinational
' w0 corporations to draw on technical resources from around the world, We get new prod-
l\ i | \ O‘f\‘\y}% ucts, or products with new features. More generally, the growing technological strengths
‘ C()z of Asia. ag)w,afan reater application of human-brainpower to human problems such
a(diseasg,, overtyiné-eny_)‘_gom_nental dgg:@_@gﬁigxbf here are signs, for example, that
majoi~Advaiices Tn alternative sources of energy may be coming from Asia’s emerging
/ economies: India has moved into a position of leadership in aspects of biotechnology
D e and software engineering.
l’ l - And yet, the rise of technological strength in India, China and some other Asian
: countries has also caused uneasiness among the citizens, and thus the policymakers, of . .
/é' (/\ Western countries {(as well as Japan). Some of this unease is based on the close relation- 4 E
e ship between technological capability and military strength. Three of the large Aslan ‘
, countries, China, India, and Pakistan, are nuclear powers. By the end of the first decade * Qy‘;
} )?a/{g’ i of the Z1st century the major Asian powers appeared to be beginning a space race
ii L\[@ Vi r@,/ among themselves. Overall, it seemed likely that the two-century long ability of the + (ﬂb‘u
| :
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West to more or less unilaterally shape the global political environment through its
overwhelming military technology was coming to an end. Nor were those in certain
Asian economniies, and some of those in all the Asian economies, sure that they were
benefiting from the emerging global technology system.

Aside from the potential military threat, some in the West see the rise of Asian tech-
nology as posing an economic challenge. In one widely circulated report, for example,
a committee of the National Academies of Science in the United States said it was
‘deeply concerned that the scientific and technological building blocks critical to our
[US] leadership are eroding at a time when many other nations are gathering strength
... we fear the abruptness with which a lead in science and technology can be lost ... It
doesn’t matter whether you're a lion or a gazelle — when the sun comes up, you'd
better be running’ (National Academies of Science, 2007). Concerns were expressed
that China and India were graduating more science and engineering students than the
US and Et};(see-Fable-3:3)=and tht?é e cost of science and engineering labour was
lower in these and otherAsia countfies (threatening job prospects for US and European
students), leading tq_feas that the rise of Asian technology would result in the loss of
well-paid jobs, innovativé capacity, and threaten continued productivity growth.
Although the evolution of economies has always led to the loss of some jobs (in the
early 20th century about 40 per cent of US Americans worked on farms - by the early
21st century almost all those jobs were gone), the growing concern was that the current
globalization of technology and economic activities Is different. In the past the twin
forces of technological progress and globalization resulted in the destruction of low-
paid relatively unattractive jobs in the rich countries, but also resulted in the creation
of at least as many highly paid and otherwise attractive jobs. In most of the closing
decades of the 20th century workers in Furope and North America may have lost mind-
numbingly monotonous and dangerous jobs on automobile assembly lines and steel
mills, but these job losses were more than offset by the~reation of nesv jobsJn engi-

%}?emgg,@@g@g@p—m@g@s@ggm@@e@ome@nd\mqﬂi}au@m@o\g}c-
s the emerging economies of Asia and other parts of the world eagerly took up the
less attractive jobs, attractive new jobs were created in the WesW@ipn\ Y,

Wiﬁ@w
Twa factors primarily accounted for the privileged position enjoyed.by-Europearn.
and North American workers in the 19th and 20th centuries: they wefe better educated
and they were backed by vastly greater levels of investment in technoiaﬁB?%ﬁﬁﬂ?
21st century these advantages were rapidly disappearing — the education gap was
closing and globalization meant that capital and technology flowed freely to the Asian
economies. In the memorable title of Thomas L. Friedman's best seller, toda)@le vorld
is flat(?zday it fs/not just blue-collar workers with a high school education oress who
are wofried about the loss of jobs to Asia, it is also university graduates in fields such as
computer science, medical technology, and engineering. Meanwhile the reduction in
international barriers to trade often puts the unskilled in emerging economies info
increased competition with one another, further driving down their wages.
As far as multinatiorial corporations are concerned, the opportunities mentioned
above are partially offset by the potential threat of powerful new competitors. Just as

E_g( D the earlier rise of Japan, Taiwan, South Korea and Singapore presented new competi-
_ - tors in the automotive {Toyota, Nissan, Hyundai), home appliance (Sony, Panasonic,
Qf _ﬁﬁ_\e LG), and electronics industries (Samsung, Hyundai), firms in the newly emerging Asian

economies of India, China and others are generating firms in biotechnology (Ranbaxy,

SiBiono Gene Tech), personal computers (Lenovo), and software (Wipro, Infosys}.
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Table 3.3 Science and engineering bachelor’s degrees by country (1990 or closest year __

and 2002 or most recent year available) 2
China o _ 268,400 . 533,600 _

india ~ . ST f '2__05,(:)(_}_0 N s iy e Notavailable : sﬁ
;épa'n o : . 13_7{9'00” L AR __351130_{') '
South Korea -~ ' T79300 . 113,100 .
|ﬁd.¢ne_§ia_. e . 30,700 L 97,100 4
Tawan L zaato o 72,500 t
Thaitand . L 242000 31,200

usoo S 329000 L T 415,600

EU (15) ' 284,300 506,100 %

Nates: 1. More recent information was not reperted for India. 2. EU data are for 15 countries that were members of
the EU in 1990.
Source: Table 2 in Natienal Science Foundation (2007: 3).

To develop a better understanding of these challenges and opportunities, it is Impor- B | ,
tant to develop a sense of how the institutions involved in creating and using tech-
nology form a system. : ] 1

i What are the situations where it might matter in which country a technological
breakthrough takes place?

= What are the situations where it would not matter very much? Why?

What benefits have you received from technological developments from other
countries?

B In what ways are you worse off because of technological advances in other countries?

ol d e C(),’];v‘é"@g
NATIONAL TECHNOLOGY SYSTEMS &dAM(%j ‘ W

The obvious importance of technology for a nation’s economy and for ifs military
security led to considerable discussion in the 19th century of what was needed for a
country to gain a technological edge over its rivals. In the UK, the country that
ploneered the industrial revolution, the concern was how to maintain Ieadership, and
efforts were made to restrict technology exports. In Germany, Japan and China the
concern was with how to catch up with and pass the leading nations.

i

National Innovation Systems
% ‘ In the 1980s the national innovation systems framework attracted considerable atten-

tion as a way of thinking about the factors contributing to the technological strength
of nations.! A national innovation system was defined as the network of intercon-
tected institutions within a country that created, stored, disseminated and exploited
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319!9“1‘?}1?431)93@;@ think,

technology. These institutions_includéd_universities

=00 o s e T -
tanks,-<orporate research Iaboratorids, g@ﬁox1al assomaﬂo@nd otlfer organiz-
ations. T

ticesAnd patters.of intsx i relasiouship. -
Japan Avas seen as having created a.particularly effective naticnal innovation

systent< one that had allowed the country to catch up with the West in a relatively
shoft time, and that in the 1980s, seemed poised to put Japan ahead of the West in
most economically important technologies. Governments in Europe and international
organizations such as the Organisation for Economic Co-operation and Development
(OECD) closely studied the Japanese system in an effort to find lessons that would lead
to more effective systems for the creation and utilization of technology. The US and
European national innovation systems were also critically examined with many calling
for the incorporation of lessons from Japan. In time other Asian countries began explic-
itly to model some of their institutions to resemble those in Japan or the US.

Table 3.4 summarizes some of the elements attributed to the Japanese system. This
model has implications that go beyond Japan, because the Japanese system of tech-
nology was seen as a model for other East Aslan countries at vartous points, including
South Korea, Taiwan, Singapore and Malaysia.

[y

Wwwf'nmst not'lbl)l ;: Ministry of International Trade and
Industry (I}Q@nized into the Mlytr/y‘ of Fconomy, Trade and Industry in 20(}1’5,
i

but alsd thé Ministry of Finance, Njihistry of Education, Science and Culture, an the
5 jence $nd Technalogy Agency — was seenl as pIayinW-wr/di@q_g rolg in
the Japanese system ‘of technology. The government issued a series of visions and
plans incorporating projections of technological trajectories. The technologies seen

as strategic in underlying ecw&gccess in the coming decades were to be targeted.
O

The projections were widely seen g3gllowing ar L, dient mobilization of technolog-
ical resources. Firms or@anized intoses argh'con rtia, for example, to allow them to
Avold costly redundancies of efforts, a E)(to bring complementary strengths together

leapfrog foreign competitors. Th nese-government, also pressured foreign
firms to share technology as a condition of entering the Japanese market. Govern-
ment also worked through the financial system to assure that firms had money to
invest in R&D, and in new plant and equipment (thus supporting Japan's high tech-
nology industries).

'_Table 3.4 A stylized modef of the Japanese technology system

to reach informed:consensus on future "

: ':.B.riﬁé..fééj.ef'ﬁér mdustry and other leaders

Large investment in employees |

Source: Summary of the literature by the author.

y sometimes Were taken as also including such things asInANAGENET Tac- )

i
B




Part One Asian management: business systems and perspectives

A distinctive feature of Japanese capitalism was the keiretsy, a grouping of firms,
These groups, some of which traced their origins to the pre World War IT zaibatsu,
centred on banks and other financial institutions (such as insurance companies},
general trading companies, large manufacturing companies based in most key indus-
tries, and networks of smaller firms that supplied the manufacturing companies with
components and services. The keiretsu could support each other and engage in collec-
tive long-term planning, including investment in large-scale technology projects.
Because firms relied on loans from affiliated financial institutions for their capital,
rather than equity and debt markets, they did not need to worry excessively about
short-term results that might drive down stock or bond prices. They could plan for the
long term, investing in technologyes

Finally, it was often argued thgﬁéﬁ)amse employment practices contributed greatly
to Japan's technological succesﬁ%}ﬁnce university graduates working at major firms
typically spent their careers at asthgle firm, the firny could invest more in the techno-
logical knowledge and skills ‘of their employees, I a system with greater inter-firm
mobility, that investment would be lost as sooryas a scientist or engineer left, Indeed,
Japanese firms typically undertook the advanfed education of their engineers rather
than relying on universities for this. The personnel offices of major Japanese firms typi-
cally exercised far more control over the positions to which employees were assigned
than was true at most Western firms. They used this control to rotate engineers among
key positions. Most engineers would have experience in R&D, manufacturing and
customer services, giving them a most holistic view of technology and customer needs.
This was thought to greatly enhance the ability of Japanese firms to commercialize
technology. '

National Competitive Frameworks

In a more general analysis of national competitiveness Michael Porter (1998) argues
that the relative strength of nations in certain industries is based on four sets of deter-
minants supported by government. The foiif determinants are demiand:conditioris,
related and stpporting industries, firmistractute; stratégy and rivalry and factor condi:
1ions (cost of raw materials, labour, and so on.). These are often represented in what is
called Porter's :Diamond (see Figure 3.1). In an example of a hi-tech industry Porter
makes arguments similar to those using the national innovation system framework.
Again, he gives a Japanese example, that of industrial robotics. Robotics technology
was initially developed in the US in the 1950s and 1960s, and US firms created the
industrial robotics industry. By the late 20th century, however, the industry (and the
technologies it was based on) was dominated by Japanese firms. Japanese government
policies supporting development of the industry included joint research projects, tax
incentives, and leasing programmes that made it easier for smaller firms to lease Japa-
nese industrial robots, The structure of firms in Japan was also well suited to this
industry, The industrial groups allowed a vertical integration that encompassed elec-
tronics and mechanical technology. The fact that there were several such groups also
ensured a high level of competition. Demand conditions in Japan were also very
favourable for the industry. Labour was in short supply and industrial robots were
highly suitable for the industries that were growing fastest in Japan at the time, auto-
mobile production and electronics. Japan was also strong in the industries needed to
support robotics, such as machine tools and electronics. '
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The Japanese national innovation system was widely credited with helping Japan

reach the frontier in industrial technology, and move beyond it in some areas. As the

Japanese economy faltered in the 1990s, however, many observers began pointing to
the shortcomings of the Japanese system.

Firm structure, strategy, rivalry

o}
Government
, i:“ﬁb&
Y
Factor Demand
conditions conditions

Related and supporting industries

Figure 3.1 Porter's Diamond
Source; Based on Porter (1998).

While it might sometimes be possible for government coordinated groups to effec-
tively identify technologies of the future, more often it is difficult to identify where
breakthroughs may occur. Who, for example, anticipated the importance of the
internet, MP3 player, and cellular (mobile) phone industries? While the Japanese forms
of finance allowed firms to plan for the long terny, they also allowed firms to continue
performing badly over time, sometinies continuing long-term bets on technology that
did not succeed. Japan's technologically powerful companies such as Fujitsu, Hitachi
and Sony might have fared better in competition with fast rising firms like Samsung if
they had been pressured by shareholders to move out of less promising businesses.
Further, to the extent kefrefsu firms mright be more open to joint technology develop-
ment projects with each other, they would also be less open to working with potential
partners from other keiretsu.

While the Japanese employment system might allow firms to invest more in the
technological expertise of their employees, it also can result inn a poor allocation of
science and technology human resources. Some Japanese firms, for example, appear to
have ‘stockpiled’ electrical and electronics engineers in the 1980s, and then found they
did not need them.

Finally, in Japan (and later in South Korea) the emphasis on supporting large firms
entailed a de facto discrimination against small and medium sized enterprises (SMEs).
Often these firms were unable to obtain the capital they needed to develop, entrepre-
neurship was stunted, and small-company employees were relegated to a kind of
second-class citizenship.
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Other Frameworks of National Technology Systems

Some observers have criticized the national innovation systems and national competi-
tiveness frameworks for being static and simplistic — doing little more than inventory
institutions and actions involved in the development of technology. One effort to add
a more dynamic element is provided by the triple helix model, which conceives of
evolving systems of university-led partnerships with government and industry.? This
model allows room for the consideration of"zgliversity spin-off firm ,/'{}%Jateral initia-
tives, andﬁtegic alliances encompassing groups of firms, gl’enﬁsent organizations
and académic research groups. Indeed this captures some4f what critics see ag a.dyna-,

Jnjsi lacking in the Japanese.system (such as the ability for technologists to start new
businesses). Another question is whether in a world of increasing globalization it makes
sense to focus on pafional innovation systems. Firms and intellectual property flow
freely across national boundaries. '

A focus on national innovation systems can lead to téchiiofniationalism, a sense that
nations are in a zero sum competition with each other in which technological successes
in one country are taken as threatening other countries, rather than providing a poten-
tial resource for them.?

Finally, scholars have struggled with the issue of_hpow a-ynation’s technological

treggth might-be measured: The measures that h
@t&ents g\ra/fli t\Iv_@ nurmnber of scientific publicatior
¢

bekn used include number of

science and ﬁnology personnel {or the number-graduating), 11"technology

e (7 exports. Each of these measures has its problems. Firms in so untries may be

- - 11( inclined to acquire large numbers of patents for strgateﬁic purpuoses (for example to

C{f\:{;gr i % @e@@%@@@e@@n@ks}  S0/tHe number of patents it holds
/“

B may not reflect the actual creation of new technology. Some technplogical advances
@W ? (/]'. are difficult to patent, or may be more easily protected by secrecy rather than the
A disclosures required by paten Skt lish Ianguage technical ailf-ﬂs tentific journals are
i\/\‘ftf«('rt?k 75_6 dominant, giving an advantageto English-speaking scientis s SR&D spending reflects
the effort to create pew-teclinology more 'thﬁhe a(ctual‘ﬁ'?&ffitm-e%»v technology.

tic

U,@ ) g,ff: And, in any case, different accounting practicgs igf different countriesimay result in
~ some things being counted{ay R&D expenSes in onie "‘CDT_frjf_r){_Lhat’t ould not be in
é&d@C’b)& another (is the salary paid to-@janitor who cleans a lab a research expense?). As we will
seed case of China a country may have a large share of high technology exports

but th+alue added in the country to the high technology exports may not be large

country may train large numbers of engineers and scientists, but not be effectively
using therge related issue concerns the broader ability of a couniry to use new tech-
nology. A Country may notbepatficutarty-strong in creating technology, but may have
what some scholars @sorg;ive capacity, tho ability to identify and commercialize

new technologies wherever they itiglit come from.

novation systems.is:important for-business ‘leaders .

uide’the straté:g;_c Jocation of a firm’s R&Dand o_ther_'_fac_il_i_ﬁ‘e_s -

an assessment of intemational competitors

in evaluating the further economic potential of different countries, =~ =
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e In what ways do the institutions involved in the developmenit of s¢

. ‘nology within a country form a ‘system?’

. cymakers to think in terms of ‘national science and technology systems'?." . el

ASIAN LEGACIES IN SCIENCE AND TECHNOLOGY

Until the European Renaissance, and, in some areas, until the Industrial Revolution of
the late 18th century, the civilizations of China and India led the world in science and
technology. Japan and Korea were also quite advanced in many sectors of science and
technology,-as-were some of the civilizations of Southeast Asia. The first Chinese
“mechanical clock appeared early in the 8th century ce,S some 600 years before its Euro-

hean counterpirt, Chinese technologists were especially advanced in studies df\@
acoustics andJmagnetism, Iron aﬁ&e_]ﬁgkm chnology was far ahead of THal in
th_gf\ksk%%@fﬁr t appeared in the 9th century cg, and explosiveweapons were
developed-in-Ghinasome 300 years before they appeared in Europ%.\Ro,Wosed
in bamboo tubes were used in China at the beginning of the 12th century ce, perhaps
serving as the ancestor of guns and cannons. The development and use of silk in China
may have led to tgle..developme t o_f El_g_q;iyg;pelt argd-chain- driue.\'f he Chinese are
also credited with%inventing paper, block-printing a movable type,.is well ag_porce-
iain,- and may. also 112%6-56{;%1%][10 ﬁrsﬁo_%@ogical -;1_(3_5;15 & -}(lzontrol insect‘%grt&h' )

(_vaécinations were in use in China from the beginning of the 16th century cg, and
possiblyseveral centuries earlier.

Ancient India also was highly advanced in science and mathematics, indeed many
of the advances in Chinese astronomy, medicine and mathematics were based on
knowledge transmitted to China by Buddhist monks from India. Indian scholars devel-
oped heliocentric models of the solar system before the Greeks, and India is often
credited with originating a number of mathematical concepts including zero, the
decimal system, the algorithm, and the square root. An Indian mathematician
conceived of differential calculus in the 12th century ci. .

European observers in the Jate 16th century constdered Japan to be no more than
slightly behind Europe technologically. In Korea during the early 15th century movable
type was first put fo extensive use, perhaps earlier than anywhere else in the world. The
‘turtle ships’ used by Koreans, most notably in fighting against a Japanese invasion in
the late 16th century, were among the world’s first iron-clad w hips.

At one time a standard academic question in the West v.@\why the advance of
Chinese and Indian science and technglogy had halted, causing these civilizations to
fall behind the West, In time, howevéj@e question shifted to what might lie behind
the acceleration of technological development in Europe. The conventional view Is
that there was a Scientific Revoliition in Burope around 1600 ck that led to the discovery
of ways to discover, which resulted in the acceleration of technical and scientific
progress. This entailed the statement of hypotheses in mathematical terms and the use
of controlled experiments. In a famous letter Albert Einstein said ‘Development of
Western Science is based on two great achievements, the invention of the formal logical

system (in Euclidian geometry) by the Greek philosophers, and the discovery of the
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possibility to find out causal relationship by systematic observation (Renaissance). In
my opinion one has not to be astonished that the Chinese sages have not made these
steps. The astonishing thing is that these discoveries were made at all’ {cited in Graham,
1973: 51).

During the Renaissance, Europe began importing scientific and technical knowledge
from the Islamic civilizations. Some of this knowledge had been developed by the
Greek and Roman civilizations, then lost to Furope and preserved by Arabs, Turks and
Persians. Some had been created by the Islamic civilizations, and some transmitted by
them from India, China and other civilizations. This infusion of knowledge coupled
with the development of experimental science led to an accelerated development of
sclence and technology in Furope. The Industrial Revolution, beginning in the 18th
century in England, combined important technological changes including the use of
new basic materials (especially iron and steel), sources of energy (coal, steam engines,
electricity, petroleum), machines (such as the power loom and spinning jenny), trans-
portation equipment (steam locomotives and ships, automobiles, aircraft), and
communications equipment (telegraph, radio). The effective use of these new tech-
nologies helped enable the West to achieve economic and military dominance over
much of the world, including the great civilizations of Asia.

'suggestlng that they can agam move o a posmon of Eeadershtp

It _' not enturely clear why they Ios{ this lead, whether because technologlcal
progress sEowed in Asm, or because it accelerated S0 rapldly in the West

ASIAN RESPONSES TO THE WESTERN TECHNOLOGICAL CHALLENGE

The initial responses of the Asian civilizations to the new technological challenges
from the West were sometimes complacent. This is exemplified in a famous letter
written by the Emperor of China to the King of England in 1793. The King had
requested permission to expand trade between the two countries. The Emperor refused.
He said: ‘As your Ambassador can see for himself, we possess all things, 1 see no value
on objects strange or ingenious, and have no use for your country’s manufactures.’ In
a follow-up communication the Emperor added: ‘Our Celestial Empire possesses all
things in prolific abundance and lacks no product within its own borders. There was
therefore no need to import the manufacturings of outside barbarians in exchange for
our own produce’ (Blackhouse and Bland, 1914).

Concerned about the ‘subversive’ activities of foreign missionaries, the Japanese
government refused to allow Westerners to enter Japan — except for a small Dutch
trading post in Nagasaki harbour. Korea was similarly isolated from the West. India,
divided and weak, did not have the option of isolation, and after a century of gradual
incursions by the British East Indtan Company and various French, Dutch and Portu-
guese companies from the beginning of the 17th century became an English colony.

In the 19th century leaders in both China and Japan became increasingly alarmed
by the Western incursions in Asia. In both countries there were moves to introduce
Western technology as a means of maintaining independence from the West. Japan’s
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greater political unity and stronger tradition of learning from other civilizations
allowed these efforts to take consequential form much more quickly than was the case
in China.

Concerns about a technological threat from the West reached a crisis in Japan in
1853 and 1854 with the arrival of Commodore Perry of the US Navy. When Perry’s
flotilla first arrived near Edo (modern Tokyo) in 1853, Perry demanded permission to
deliver a letter from the US president. The clear military superiority of Perry’s black
ships convinced the Japanese to ailow Perry to deliver the letter and to return a year
later to sign a trade treaty. Perry’s crew members demonstrated such achievements of
Western techiology as the steam engine and telegraph to the Japanese. The military
implications of this technological superiority were clear to the Japanese.

The Japanese government sent young Japanese abroad to study both Western tech-
nology and the institutions involved in creating and disseminating technology.-The ,
Japanese-hoped to establish a.strong national teehnology system,-butone.based on.
Asian_values. A new government drawing on the traditional authority of imperial
power, but dominated by military leaders seeking a technologically strong military,
was established in 1868. Thousands of foreign technical experts were brought to Japan.
By the early 20th century Japan was able militarily to challenge Russia, a major Furo-
pean power.

Industrial technology was brought in through joint ventures and other forms of
technical tie-ups involving European and US companies. In the years before World War
Il, Japan aiso successfully developed some world-class technologies of its own.

Over these decades the creation of institutions and arrangements to foster techno-
logical development was much spotiler in the other Asian nations. China was torn
apart by forelgn powers supporting various regional war lords into the 1930s, then by
civil war and the Japanese invasion in the 1930s and 1940s. Virtually all the other East,
Southeast and South Asian countries were colonies until the late 1940s. Given the lack
of opportunity at home, many of the brightest young Asian engineeis and scientists
moved to the West to build their careers.

imtsally the great AS!an ctwiizatlons did not ft:eeir

h_ré__ale nEd : by ._.Weste_m_.; _t.e'c_h-. .
nology i

As the mlhtary and nawgatlonal advantages of Westem techno!ogy become cEear
the Asian civilizations reéacted differently: Western incursions.in India prevented a

coherent reaclion mternai dlwsmns in Ch:na also. made mobthzat;on dnﬁ:cult Ehe
japanese however, responded w:th a hlgh degree of success ' : '

CREATING NATIONAL INNOVATION SYSTEMS AFTER WORLD WAR i

After World War II Japan struggled to rebuild its national technology and innovation
system. Initially handicapped by widespread destruction at home, a lack of foreign
exchange and a lack of access to flows of scientific and technical information, these
efforts faced formidable barriers, With the end of fighting in the Chinese civil war in
1949 and India’s Independence in 1947, these countries too struggled to create powerful
national technology systems.
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In all these countries there were strong debates about the best way to achieve tech-
nological strength. Some thought it was best to foster the development of domestic
capabilities by keeping out foreign companies and refusing to pay seemingly exorbi-

tant fees for foreign intellectual property. It was widely believed that opening the doors
to foreigners-would- 1esultk1n‘the Asian countries falling into a quasi colonial status.

TQ te(:hnologlcal protectionlsm Jprogress throughout the region,

e

‘apan

|

After its defeat in World War II Japan found it had lost ground in its efforts to catch up
with the West in technology. Sources of technology had béen cut off. The country had
undergone widespread destruction, Some of its best industrial plants had been bombed,
others that had been built in mainland Asia were lost as Japan was forced to relinquish
control of Korea and large sections of mainland China. Under the terms of its surrender
Japan was not allowed to be active in cerlain strategic industries such as aviation and
nuclear energy. Japan’s devastation and the collapse of international trade also meant
that Japan had few resources to acquire needed food and raw materials, let alone
advanced industrial equipment and technology.”
To husband scarce domestic resources Japanese policymakers_concentrated.on the
development of certain industries such 4 ds_electric power generatio teei_n}_gt_lxruiéand
hipbuilding thapiwere seen as key to the development.of-other indusfries. State of the
art technol gies wege timported:for'these industries. Because Japan was poor in foreign
exchange Teserves the government implemented tight controls on expenditures for the
acquisition of foreign technology. Japanese firms were constrained from bidding up
the price for foreign technology and dissuaded from purchasing technology that was
not seen as critical to Japan’s economic development. Barriers were erected to keep
large foreign firms from moving into Japan, even in cases where they might have
brought technology with them. Over the years Japan became increasingly open to the
import of foreign technology. Japan’s technological advance was supported by a strong
education system and a favourable global political and economic environment
(including strong US support to build up Japanese industry during the Korean War and
later during the cold war, and the liberalization of international trade), By the 1980s
Japanese technology was seen by many as about to assume global leadership in a
number of key sectors.

thina

Once the Chinese civil war was effectively ended in 1949, the Chinese government
sought to promote the advance of science and technology. Initially, China relied on its
communist ally, the USSR, in its efforts to build a modem technology system. Soviet
technology, know-how, and technical experts were imported on a large scale. The
Soviet system also provided a model for the Chinese during this period.

The former Academia Sinica was re-established as the Chinese ‘Academy of Sciences
(CAS) and new institutions for R&D were set up, The emphasis of the new system was on
the integration of research and production, with research intended to have immediate
practical applications In 1956 the government mnounced a twelve- year science and

- were targéted, The basic research institutes were under the CAS, the apphed and military

research institutes were under the industrial ministries, and training was the responsi-
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bility of the universities. In 1960 the Soviet Union withdrew its support for China,
increasing China’s isolation and its attempt to move to technological autonomy.

Two decades later, under Deng Xiaoping, China initiated a series of reforms, increas-
ingly opening the economy to foreign investment (and actively seeking it in some
areas), and shifting activities to the private sector.

ndia

After India gained its independence in 1947, its spending on scientific research was
only 0.1 per cent of gross national product (GNP). A decade later this had increased to
0.5 per cent (still far below the 2-3 per cent common in most developed nations). A
system of national research laboratories was established based on the French model.
Under the Council for Scientific and Industrial Research there were some two dozen
institutes with scientists encouraged to develop new products for Indians, New engl-
neering schools were established, including some of the now-famous Indian Institutes
of Technology (IIT) (five were established between 1954 and 1964).

The emphasis of early Indian technology policy was on indigenous technical capa-
bility. Prime Minister Jawaharlal Nehru and Homi Bhabha (1909-1966), a nuclear
physicist who is considered to be the father of nuclear physics in India) reportedly
believed that ‘if an item of equipment was imported from abroad, all one got was that
particular instrument. But if one built it oneself, an all-important lesson in expertise
was learnt as well.’8 India’s Scientific Policy Resolution:of 1958 announced that one of
the aims of its policy was to ensure an adequate supply within India of research scien-
tists of the highest quality. The emphasis was on sustainable and equitable develop-
ment. In a Technology Policy Statement in 1983 the Indian government reaffirmed its
belief that science and technology are the basis of economic progress and declared that
the country now had an impressive sclentific manpower. The statement indicated such
aims as to make the maximum use of indigenous resources and achieve self-reliance,
making use of traditional skills and capabilities, to ensure maximum development
with minimum capital outlay. Tt said, for example, ‘We must aim at major technolog-
ical breakthroughs in the shortest possible time for the development of indigenous
technology appropriate to national priorities and resources.’ Furthermore, India policy
stated that: ‘Fullest support will be given to the development of indigenous technology
to achieve technological self-reliance and reduce the dependence on foreign inputs ...
Tn view of the cost of technology development and the time necessary for successful
marketing of a new or improved product, indigenously developed items are invariably
at a disadvantage compared to imported products or those based on imported tech-
nologies and brands names, Support must therefore be provided through fiscal and
other measures, for a limited period, in favour of products made through indigenously
developed technologies, care being taken fo ensure quality.” Proposed technology
imports were critically evaluated, and often discouraged, as was the establishment of

for more attractive career opportunities in the US or Europe.

3 After World War 11 Japan.quickly recovered its momentum in-catching up with the
- West-technologically. The activities of foreign firms were tightly restricied however,
- to preventa loss of control. - e S

R&D facilities by foreign firms. Many of the country’s best scientists and engineers left .
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ea China and India both became free to act in a united and independent way to
develop their technalogy systems. Both attempted to create centralized protected
technology systems. '

THE CURRENT SITUATION

Despite the impressive achievements of many of the major Asian countiies in devel-
i } oping effective technology innovation systems mentioned in the introduction to this
chapter, the problems still facing them should not be ignored.

Japan

In Japan the central challenge facing policymakers in the late 20th and early 21st
century was how to make the country a leader, as opposed to stmply being a very fast
following and incremental improver of technology. Other Asian economies increas-
ingly seemed as skilled as the Japanese at being fast followers and -incremental
improvers. Moreover their costs were lower. At the same time there was little evidence
that Japan was closing the gap with the US in reaching the frontiers of technology
! development.
Wide-ranging criticisms were made of the Japanese system: its education system was

said to overemphasize memorization rather than creativity, bureaucratic barriers kept
P its universities from contributing new technologies as effectively as their counterparts
k in the US, its employment and industrial systems made it difficult fogfpw@al

firmg tp.be established and to thrive, its technological resources were overly concen-

trated in Tokyo and in large companies, and there was not enough diversity.
N In the late 1990s and early 2000s a series of reforms were initiated to address these
i | problems. Reforms were made in the education system, university professors were given
greater freedom to work on technology development projects with companies, efforts
were made to create ‘Silicon Valleys’ throughout the country, and changes were made in
financial markets to provide more venture capital, It is not yet clear how successful
these reforms will be in enhancing the creativity of Japanese technology. Still, as Tables
I 1 3.1, 3.3 and 3.5 show, Japan is a woild leader in its techniological capabilities.
] Japan, however, has still not entirely opened itself up to potentially beneficial
L foreign inputs of technology. It continues to have the lowest levels of import penetra-
! tion, inward foreign direct investment and foreign workers of any member of the
ﬁ | QECD (the organization of richer countries).'?
|

China

fi In the 1980s China began a series of innovation system reforms. The reforms were
i intended to be consistent with China’s shift to a market-based economy. Thus in 1985
the Chinese government enacted a Resolution of the Central Committee of the
Communist Party under which science and technology at public research institutes
were separated from the production actlvities of state-ovned enterprises.'!

In 2006 the Chinese State Council released ifs ‘National Guidelines for Medium-
and Long-term Plans for Scierice aid Technology’ to cover the period until 2020, The
plans identified key technclogies that were to be promoted. They also announced the
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Chapter 3 Technology development in Asia

intention to increase China’s R&D spending to 2.5 per cent of the country’s GDI by
2020, around the level of the advanced economies, and to move China into the top
rank of countries in terms of patents and highly cited scientific papers. China’s R&D
spending had already grown from just 0.60 per cent of GDP in 1996 to 1.23 per cent by
2003, and China was already the fifth leading nation in its share of publications in
scientific publications, following the US, Japan, Germany and UK. Only seven years
earlier it had ranked fenth in the world by this measure. -

One source of China’s increasing technological strength was helarge number of
\;iwd\eggm@,mu@g.mugg S, Turope and other technologjcally”
Un@c@iwome 81 per cent of the members of the Chinese Academy of
Sciences and 54 per cent of the members of the Chinese Academy of Engineering were
returned scholars during-the carly-2000s..

China still facef a number of challear@its way to becoiping a technology super-
power. While the e;ig_ca)&b}ffsystemﬁ § improved greatly, tg}; entage of its young
people receiving higher education is still relatively low, zn;f?\lcy a relatively small
number of its universities are of high quality, Th¢.Chinese syStem of intellectual prop-
erty rights protection has beggliéﬂjﬁ critiéiﬂz'ciian_k -ay be abarzier toR&N in Chiga,
On the one hand it m \k\eﬁ;jgggiﬂgg‘ﬁfms reluctant t}onduct high-level technology
development activities in China. On-the5ter it reduces the incentive for Chinese to
invest in the creation of new technology. Chinese firms still must rely heavily on
foreign firms for technology. This has sometimes.posed problems. The Chinese DVD
manufacturers, for example, were able-fo obtain ]ic%]ces for the core DVD technology
only after prolonged negotiatipng” (Sull, 2005: 5).’The systems for funding R&D,
compared with the US and oth ﬁnologically advanced countries, are much moze

rch,

concentrated in public-sector re {I]e acy of the pre-Deng system.

India

Reforms in the early 1990s substantially opened up the Indian economy, and since
then the couniry has successfully built hi-tech and knowledge-intensive industries.
Through the 1990s the Indian economy grew at an average rate of 8.1 per cent a year,
with some of the growth attributed to the software industry — revenues of which grew
from US$197 million to US$8 billion. Software exports over this peried increased from
US$100 million to US$6.3 billton.12

Government policies shifted to an encouragement of foreign R&D activities in India,
Indeed, about one fourth of the Forfune five hundred companies have opened R&D
centres in India. GE invested more than US$80 million in the John F Welch Tech-
nology Center in Bangalore. The centre features state-of-the art-laboratories and more
than 2,500 engineers and scientists. Senior officials at GE and other multinationals
describe their facilities in India as equalling those in the US (National Research Council,
2007: 15), As Indian technology has globalized, official policy statements have shifted
from concerns about foreign control of technology to the need for India to strengthen
its protection of intellectual property rights. India’s national laborateries are highly
regarded, and the IITs are among the best technical universities in the world.

‘The Indian technology system, too, however, is faced with daunting challenges. The
country’s basic education system and most of its higher education system are still weak.
One study found that a quarter of the teachers in public elementary schools were absent,
and half of those present were not actually teaching at any given time. The percentage
of India’s workers with a higher education is somewhat lower than China’s, and R&D
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spending is much lower.I3 Critics also point out that only a small percentage of the
Indian population has so far benefited from the advance of Indian high technology.

Table 3.5 Workers in selected countries with higher education: 1990 and 2000 (mllhons)

Notes: 1. EU data are for 15 countries that were members of the EU in 1920. 2. “Higher education’ is education at

least at level of assoclate degree In the US.
Source: Table 4 in National Science Foundation (2007: 8),

Other Asian Countries

Other Asian countries are also struggling to find roles in the emergent global tech-
nology system. Pakistan has felt the need to invest heavily in the development of
nuclear weapons to counter the technological advance of India. The Southeast Asian
states have, in a variety of ways, become integrated into the global technology value
chains of multinational firms. In part this is driven by the intensification of globaliza-
tion through the World Trade Organization and other international bodies that have
made it increasingly difficult for countries to maintain autonomous technology poli-
cles. In part it is driven by countries seeking opportunities for economic development
through cooperation with foreign multinationals. The smaller economies, however,
lack the bargaining power of China, India, and Japan and doubts have been raised
about the degree to which globalization is helping them to increase their indigenous
technological capabilities and the degree to which they can distribute the benefits of
technological globalization to their citizens. Some research suggests that Singapore, for
example, has done weil in this regard, while Malaysia, Thailand and other countries
have been less successful 14

1 _In thelast decadesof the 20th century the technology systems of the major Asian

..icountyies -benefited. by. becoming more -open to the activities of foreign firms,

"+ though issues stifl remain with protectionism in japan and weak intellectuat prop-
ety rights protect;on systems in China and India.

: 'j_:Chma has made great progress in estabhshmg hasic educat:on for its people, but
asnd_e from a few outstandlng umversmes has a weak system for the education of
d_engmeers Lo - Lo




