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In the world of business and economics, the empirical phenomenon of
the decade clearly has been the remarkable growth and development of
Asian nations into world-class economic powers, particularly the
northeast Asian economies of Japan, South Korea, and Taiwan, but
also Hong Kong and Singapore. These countries have emerged from an
array of political and social challenges that include world and civil
wars, massive migration, external occupation and colonization, and
substantial destruction of their economic capacities to become, in little
more than a generation, extraordinarily successful players in the world
economy. Indeed, Japan now has the second largest economy in the
world after the United States, Taiwan the largest per capita foreign
reserves in the world, and Singapore a per capita income second only
to Japan in Asia. Remarkably, all these nations have achieved success
despite poor natural resources.

This dramatic empirical phenomenon has naturally excited an array of
explanations from observers, including scholars, business people, jour-
nalists, trade negotiators, and policy analysts. The explanations have
ranged from the polemical, such as The Japan Conspiracy,! to the tact-
ical, including Clyde Prestowitz’s Trading Places,? which argues for a
tougher US. stance toward trade with Japan. While the polemical and
tactical, as well as a range of other discussions of Asian economic
prowess, are sometimes well informed and even well written, it quite
naturally has remained to the scholarly community to provide a more
dispassionate and sustained analysis of Eastern economic structure
and practice.

The volume of recent research on Asia is large and growing and uses a
diverse array of theoretical tools to explain the economic patterns of
Asia. Four perspectives, however, have guided most of the recent
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scholarship on Asia: a political economy approach that emphasizes the
role of the state in economic development; a market approach that con-
centrates on economic factors; a cultural approach that focuses on the
socially constructed character of economic organization; and my own
chosen framework, an institutional approach that argues for the cen-
trality of institutionalized authority relations. These four theoretical
paradigms are familiar to students of economic organizations and have
been used to explain industrial practices and arrangements in the
West; they now face the challenge of explaining like phenomena in the
East.

I have both a general and a particular purpose in this article. The gen-
eral purpose is to take an accounting of current theories of economic
organization by discussing their underlying assumptions and suggesting
their strengths and limitations in explaining Asian, as well as Western,
industrial patterns and organizational processes. I use examples from
the literature on Asian economies, and occasionally Western econo-
mies, to illustrate the distinctive characteristics of the different
approaches.

In addition to my general purpose of theoretical assessment, I have a
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particular purpose in arguing for the utility of an institutional perspec-
tive rooted in Weberian sociology in the study of non-Western societies.
Although the political economy, market, and cultural approaches are
each useful in important ways, institutional theory, unlike any one of
the other three perspectives, accounts well for both ideal and material
factors, may be used to explain both micro and macro level patterns of
organization, may allow for the agency of actors, readily allows com-
parison, and has no inherent Western bias. While the first three
characteristics may be important to theorizing in any geographic
sphere, the latter two — comparability and absence of a Western bias ~
are crucial to studies that hope to make sense of economic activitity in
an international arena. These five criteria are my choices for a “good”
theory of economic organization, but I believe they are widely shared.

In this article I, first, characterize in turn the political economy, market,
and culture approaches to economic organization. Although there are
variations within these theoretical traditions, I focus on the assump-
tions that are broadly associated with each perspective. Secondly, I
assess the strengths and weaknesses of the theories in accounting for
economic organizations. Finally, in the last sections, I argue for a form
of institutional theory, suggesting how it builds on the other perspec-
tives while avoiding their limitations. Throughout the discussion I use
recent analyses of Asian economies to provide an illustration of the
ways in which each perspective tries to account for organized economic
action and arrangements. Theories that account well for Asia, I believe,
may result in better theories of the West.

The political economy approach

Political economists do not usually discuss firms or markets per se,
rather they focus on the relation between the state and the economy.
Political economists are concerned with macro-structural political
nstitutions and their consequences for social outcomes, for example,
the routes to modern state formation in different countries, the role of
bureaucratic state arrangements in political and economic affairs, the
influence of democratic institutions on state functioning, and the fiscal
crises of capitalist regimes forced to satisfy competing claims on state
resources.

There are different theories of the state — Alford and Friedland identify
three basic types® — but political economy theories generally assume



202

that the character and policies of the state are determined by the char-
acter of the economy, with other institutions (e.g., educational, ideolog-
ical, family) shaped by their role in sustaining political-economic rela-
tions. To oversimplify, socialist states, mercantilist states, corporatist
states, and fascist states necessarily maintain different social institu-
tions to support their different characteristic economies.

Political economy theories support structural analyses. Capitalist socie-
ties, they argue, structure relations between owners and workers,
between officials and citizens, in predictable ways. To understand the
dynamics of a given capitalist society, one must understand the way in
which power is structured between major social groupings. Individuals
act in terms of their structural — often described as class — location:
managers act as they do because of the interests and powers inherent in
their class position. Likewise, workers and officials act as they do
because of their different interests and locations in the structure of
power. Moreover, states themselves have relative positions in the world
economic structure. A state’s structural location — for example as a
developed core state, or as a clientelist dependent state — will shape its
policies and behavior.

Structural theories of this sort rarely examine the activities of indi-
vidual firms or economic decision makers because these are assumed
to act in ways that express their social position within the market struc-
ture. But theories of the state have been employed frequently to
explain, at a general level, economic patterns and outcomes.

For example, several theorists account for Asian development through
largely structural analyses. The main arguments focus on one or more
of three basic components: the state, multinational corporations
(MNCs), and the local bourgeoisie. Political economists typically
emphasize the similarities between, for example, Taiwan and South
Korea — both countries are thought to occupy a position of political
and economic dependence in relation to developed nations (especially
the United States and Japan), and their success is equally attributed to
a dependent relation. Bruce Cumings, for instance, argues that Taiwan
and South Korea are economic-military protectorates of the United
States, and economic vassals of Japan.* The path of development for
both countries was drawn by the larger industrial powers: declining
sectors in Japanese industry are cyclically passed on to Korean and
Taiwanese industries.’ Both countries, Cumings asserts, share the com-
mon features of “bureaucratic-authoritarian industrializing regimes”
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(state autonomy, central coordination, bureaucratic planning, private
concentration in big conglomerates, military strength, and authoritar-
ian repression).® Cumings acknowledges that “what could be done with
economic incentives in Taiwan required coercion in Korea,”” and that
“Taiwan produced a weak nationalist impulse, Korea an extraordinarily
strong one.”® Still, he equates the two, contending that “by the 1960s
both Taiwan and South Korea possessed strong states that bear much
comparison ... to the bureaucratic-authoritarian states in Latin Amer-
ica”?

Focusing directly on the state, Thomas Gold proposes a less determi-
nistic version of Taiwan’s dependent development, resorting to
Cardoso and Faletto’s “historical-structural methodology.” In Gold’s
words, this approach allows one to appreciate how “economic relation-
ships and the social structure that underlies them arise as a result of
human activity, and how they can be transformed through social
action.”!® While Gold offers good insights into the changing posture of
the Taiwan state over the decades, his final analysis remains that “the
KMT state controlled the way Taiwan incorporated into the world sys-
tem in a way few other countries have”!! Similarly, Alice Amsden
argues that “the balance of power between the state and both labor and
capital was weighted far more to the state’s advantage,”!? while she
concludes that the state “can be said both to have transformed Taiwan’s
economic structure and to have been transformed by it.”!3 The analysis
of Ramon Myers places importance on a partnership between the
Taiwan state and MNCs, particularly in the development of new eco-
nomic sectors such as electronics.!

Japan, no less than Taiwan and South Korea, has been subject to anal-
ysis by political economists. In addition to scholarly treatments of the
sort I describe above, popularized treatments embracing a political
economy logic have explained Japanese economic success as a product
of the organizing skill of the Japanese state. These arguments often
describe Japan’s government as “Japan, Inc.,” portraying officials as
managers of the economy. Some Western writers have suggested that
state officials and industrial managers, more than orchestrating the
economy, have conspired to protect Japanese firms from international
competitors.’

Political economists, for the most part, do not have a theory of social
action. Actors are unimportant factors — they play the roles assigned
them by their place in society. Structural factors, especially the state in
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its role as guardian of economic interests, are causal. The economy is a
political arena whose operation reflects the relative power of domestic
and multinational economic actors and the nation’s position in the
world economy: economy produces and reflects structures of power.

The market approach

The market approach, which has several variants, explains industrial
structure as a response to economic conditions. Its most famous
expression lies in the work of economic historian Alfred D. Chandler.
In The Visible Hand, Chandler chronicles the replacement of tradition-
al forms of enterprise in the United States by the modern “multiunit
business enterprise” or divisionalized firm.! His explanation for the
development of new organizational forms centers on market factors:
the growth of markets made possible by new technologies of produc-
tion and transportation, and the development of professional managers
to coordinate within the enterprise activities previously conducted in
the marketplace, for example, financing and distribution. New enter-
prise forms replaced the old because of lower costs and improved
coordination. Chandler argues that firms developed and took the forms
they did because they were economically and technologically superior.

Related, but more abstract and ahistorical economic explanations are
found in the work of industrial organization (IO) economists. One
important variant is elaborations of the work of Oliver E. Williamson
and his “markets and hierarchy” thesis.!” According to Williamson
every economic transaction — production, purchasing, hiring, distribu-
tion — contains costs, including those that ensure that each party to an
exchange lives up to the terms of their agreement. Entrepreneurs will
go to the marketplace to conduct business as long as their transaction
costs are low, but when costs associated with maintaining contracts,
searching for skilled labor, guarding against cheating, and other dis-
economies become too great, then entrepreneurs will organize these
activities within a firm or “hierarchy” where they have managerial con-
trol. Hierarchies have their own maintenance costs but also counter-
vailing economies, for example, economies of scale and ease of moni-
toring. Whether economic activity takes place in a market or in a hier-
archy depends on which means of doing business has the lowest trans-
action costs. Moreover, the structure of an organization — whether a
company vertically integrates or merges with another — depends on a
calculus of the most efficient, i.e. least expensive, way to conduct busi-
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ness. The organizing strategies of businesspeople, according to both
Williamson and Chandler, can be traced to the rational weighing of
economic costs and benefits. Organization — whether large, small, ver-
tically integrated, or divisionalized — is the efficient product of entre-
preneurs’ rational response to market conditions.

Although a Western theoretical perspective (and in the case of
Chandler derived from the American experience) the Chandler-
Williamson form of market explanation has been used to explain Asia’s
business structure. For example, Sherman Cochran explains the chan-
ging form of Chinese business enterprise involved in interregional
trade from 1850 to 1980 using a transaction-cost model. According to
Cochran, traditional native-place associations, later proto-modern
sales organizations, and finally, bureaucratic state commercial compa-
nies successively dominated trade in tobacco and textiles. He explains
the development of each subsequent form of organization as a solution
to transaction-cost problems imposed by changing requirements of
Chinese government.’® In another work, Cochran echoes Chandler’s
argument about the growth of firms as a response to the geographically
larger markets made possible by new transportation technology: “The
large enterprises that introduced vertical integration into China in the
early twentieth century responded to technological opportunities for

controlling space not available to their predecessors.”!?

A complementary market explanation is found in the work of strategy
theorists such as Michael Porter and the related “structure-conduct-
performance” school of 10 that derives from the work of Bain and
Mason.?” These theorists explain organizational form and functioning
as a consequence of industry structure.?! The structure of the industry —
concentration rates, barriers to entry, product diversity and demand —
influences a firm’s conduct — quality, price, capacity — which in turn
influences performance — allocative efficiency (profitability) and tech-
nical efficiency (cost minimization). The form and functioning of firms,
then, is explained by firms’ rational response to an industry’s structure
of opportunity and constraint.

Several theorists use variants of the structure-conduct-performance
model to explain Asian business organization and strategy. One of the
most prominent, lan D. Little, for example, attributes Taiwan’s spectac-
ular success to market conditions that approximate economists’ hy-
pothesized “perfect market,” that is, a market characterized by many
small autonomous firms with few barriers to entry. Little argues that a



206

laissez-faire state did not saddle the economy with inefficient regula-
tions and state agencies, and stimulated the economy through low
taxes and high interest rates.?? Market structure favored the entre-
preneurial response of many individuals who formed small competitive
firms with resulting strong economic performance for the economy as a
whole.

Economists have proposed other theories to explain organization and
management practice. For example, agency theory posits that firms are
legal fictions — a firm is “really” the sum of contracts among owners,
employees, managers, and suppliers. The structure and performance of
a firm can be predicted by the nature of its contracts and the moni-
toring (control) devices used to maintain adherence to contractual
terms.?3

The market approach as I define it, however, is not limited to econ-
omists. Others, including anthropologists and sociological exchange
theorists, have embraced logically similar models — seeing social organ-
ization emerging from a utilitarian calculus.>* A market approach, in all
its disciplinary variants, though, is commonly characterized by assump-
tions of economic rationality and sees the atomized individual —
whether a firm or a person — as the crucial economic actor. Market
theories further assume that the economic system is an aggregated out-
come of the production, exchange, and consumption of goods and
services. Through the self-interested and rationally-calculated pecuni-
ary activity of individuals, social order including organization, emerges:
economy produces society.

The culture approach

The cultural approach reverses the market theory’s hypothesized
causal relation, viewing the economic system as a product of the social
order: society produces economy. In addition, most culturalists reject
the structuralism and materialism of political economy and market
theory.?> Instead, they see economies as the subjectivist product of
social action. Structure — if it is acknowledged at all — is merely the
aggregation of meaningful interactions.

In the culturalists’ vision economic exchange materially sustains society
to be sure, but more importantly, the patterned circulation and use of
goods is an idealist accomplishment, a celebration of common beliefs
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and social solidarity. Economic institutions emerge from, are possible
only because of, society. Anthropologist Mary Douglas expresses a cul-
tural view of economic activity in her discussion of consumption:

Consumption has to be recognized as an integral part of the same social
system that accounts for the drive to work, itself part of the need to relate to
other people, and to have mediating materials for relating to them. Mediating
materials are food, drink, and hospitality of home to offer, flowers and
clothes to signal shared rejoicing, or mourning dress to share sorrow. Goods,
work, and consumption have been artificially abstracted out of the whole
social scheme.?¢

A cultural approach explains organizational structure and practice as a
collective enactment of beliefs and values or of shared cognitive struc-
tures.”” Although it does not deny the material contraints or benefits of
organizing, it explains organizational patterns as driven by shared ideas
and understandings. Viviana Zelizer argues in a review essay that cul-
turally-based theories have a moral impulse to them, a reaction against
theories that see the market only in rational-material terms.?®

The cultural approach has often been used to explain Asian business.
For example, Japanese organizing practices, such as the subordination
of individuals to the group, seniority systems that reward continuity of
participation, collective exercises and singing, consensual decision
making, are explained as an expression of the widely-held Japanese
belief in wa or harmony.?® Similarly, Chinese business practices and
structure are explained as a derivation of Confucianism.>’ The self-dis-
cipline of workers, the loyalty to superiors, the preference for patri-
lineal relations as business partners — all these and more are explained
as organizational outcomes of a Confucian belief system.

Western organizations have also been examined by culture theorists.
Among the most scholarly is Foucault’s sophisticated analysis of
ayslums and prisons in France, which he described as representations
of European beliefs about the nature of madness and crime, and fur-
ther about what is socially devient and normal.’! The objective pur-
poses of these organizations — isolation and incarceration — are sec-
ondary factors in his explanation of why they were structured and
operated as they were. According to Foucault, forms and practices said
more about society than about the institutions or their tasks. Other
scholars have looked at contemporary organizations in Sweden, Yugo-
slavia, England, and France, seeing factories and offices in each nation
shaped by cultural traditions.?
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Until recently the cultural perspective was the province of scholars —
ethnographers and comparative culture theorists — but in the 1980s
managerial consultants and applied researchers embraced this
approach to understanding corporate organization. The phenomenal
success of In Search of Excellence, by Thomas J. Peters and Robert H.
Waterman, Jr., demonstrated how attractive and sensible a cultural
explanation is to people who work in modern American enterprise.*?
Similarly, strategic management theorist William Ouchi’s popular book
on Japanese management, Theory Z, explained consensual decision
making and the promotion of cohorts rather than individuals as expres-
sions of Japanese “groupness.”** These widely read books repudiated
rational approaches to organizing — management by numbers — and
focused instead on organizations as cultural systems. According to
these authors promoting shared beliefs and meaningful interaction, as
much or more than financial analysis, is the crucial management task.
Their works and the work of other corporate culture writers have es-
tablished the cultural perspective as an alternative to the economic
rationality paradigm in popular management literature.

Assessing the political economy, market, and culture perspectives

The political economy, market, and cultural perspectives have each
proven useful in explaining economic arrangements. Although I have
emphasized their often logically opposed assumptions, in fact they
have rarely been pitted one against the other as alternative forms of
explanation. For the most part, political economy, market, and culture
models have been used for different purposes — political economy to
explain patterns and rates of development, market models for regula-
tory prescription and economic prediction, and cultural models for
ethnographic description. Each has largely been suited to its respective
scholarly tasks. Each has distinctive abilities and limitations for the
comparative analysis of economic patterns and organization. The insti-
tutional approach I describe in the pages ahead attempts to employ the
strengths of each in contributing to international comparative analysis
of economic action, while avoiding some of their limitations for this
purpose.

Political economy models have several advantages for performing the
kind of comparative analysis necessary to understanding economic
action in a multinational environment. First, political economists —
unlike market and cultural theorists — focus our attention on the state
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as a crucial force in advanced capitalist societies. It is difficult to imag-
ine an explanation for patterns of Asian (or other) capitalism that did
not account for the states’ roles in development policies, the regulation
of markets, and the maintenance of political stability necessary for
foreign and domestic investment. Second, political economy models
recognize the importance of both material and ideal factors in explana-
tion. Market models are concerned with materialist explanation, and
cultural models largely with such ideal factors as values and beliefs, but
neither accounts well for the other factor. Political economists take
seriously material factors, usually expressed as group interests or class
location, as well as ideal factors such as democratic values, class con-
sciousness, and capitalist ideologies. Third, political economy theories
are sensitive to the connections between social institutions. Although
the state is usually seen as the most important institution in economic
maintenance, connections among the polity, culture, and economy are
assumed and examined. Finally, political economy explanations are
sophisticated about the role of power in social outcomes. Although one
might argue with political economists’ conceptualization of power as
merely structural, neither market nor culture approaches conceptualize
power as well as a political economy approach.¥

There are limitations to the political economy perspective, however.
First, the structure of the economy is assumed to be the determining
factor in all societies. This may be true of any given case, but such an
assumption prejudges the character of social relations in a society,
assumptions that should be the object of investigation. Second, political
economy arguments are open to the charge of functionalist teleology:
state theories categorize a type of state, for example capitalism, and
then conceptualize the structures essential to a capitalist society, for
example, a bourgeoisie and a proletariat. To have a capitalist society
one must, by definition, have ownership and working classes because it
is in the nature of capitalism to have them. This creates a circular, un-
disprovable logic — functional necessity “causes” workers and owners
to act as they do. If they did not, then there would be no capitalism.

Third and related to the above, political economy theories have over-
socialized conceptions of social action. Individuals act as agents of
their class or interest group: industrialists act like industrialists, and
state officials act according to the functional needs of their position in
running a capitalist state. Social action, in this conceptualization,
becomes depersonalized and stylized with individuals portrayed as
unknowledgeable automatons. While political economists study Asia



210

and other non-Western locales, the character of the societies being
explained is often unimportant; it is supra-national concepts and proc-
esses, e.g. the logic of capital formation, that is really being explained.
Finally, and crucial to my argument for an institutional approach, the
state is usually conceptualized in terms of the Western state. Recent
scholarship suggests that although Japan, for example, has a parliamen-
tary democratic state form, power in fact is diffused through an array of
institutions quite different from Western counterparts.*®

The macro-structural orientation of political economy is excellent at
bringing attention to the effects of structure on social relations, but
conceptualizes crudely the link between structure and action. It fails to
see how organizational structures, including the state, institutionalize
and appropriate social relationships, including economic relationships.
They may suffer Western biases.

Market models make very strong assumptions about economic action
and market structure. Typically, they assume that atomized individuals
are economic decision makers and have complete information of offers
to buy and sell in the marketplace. They assume commodities are
homogeneous, that firms act independently, and that no firm is suffi-
ciently large or powerful to dominate a market. These presuppositions,
which have the status of disciplinary dogma among economists, pro-
duce clear and elegant models that allow the contrast of real-world
economies with an assumed perfect market.>” Deviations are explained
by discovering what market theorists call “imperfections,” deviations
from a hypothesized ideal of autonomous actors. Social relations, for
example, are seen as “friction” that interrupts the smooth relations of
the impersonal, hypothesized ideal.

Strong, widely shared assumptions about economic action and struc-
ture have produced a tradition of clear, elegant models. These models
would seem to be ideally suited to comparison — the same assumptions
underlie economic research wherever conducted and “imperfections”
may be compared readily. Moreover, at the macro-structural levels at
which economic models have been most often applied, the relatively
crude characterizations of people and social processes — a common
criticism of a market approach — is probably adequate. At least it would
seem that the hypothesized economic calculus of atomized individuals
has some validity in Western economies: in the West the social ideal of
individualism is widespread, and educational and legal institutions sus-
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tain individual rights and responsibilities in, for example, contract
law.3®

Importantly, it seems, the market approach correctly draws our atten-
tion to economic factors — market concentration, labor costs, technol-
ogy, competitive advantages — factors that obviously have effects on the
development of an economy and are all too often overlooked by
psychological, sociological, and anthropological theories. Poor
resources, outdated industrial processes, and barriers to market entry
clearly make an economic difference. Economically rational social
action is widespread in a capitalist economy; it would be amazing if it
were not. However, I believe and have argued before that economic fac-
tors better explain patterns of growth than patterns of organization.
An abundance or scarcity of resources speaks to whether an economy
expands or stagnates rather than to the precise structure of organiza-
tions it utilizes to transform and distribute the resources it has.

The success of a market model and the discipline of economics gener-
ally has in recent years stimulated criticism, some by economists, as
rationalistic models have been applied to more micro-level settings,
including organizations. Four critiques are worth noting. First, the evo-
lutionary model proposed by Chandler and the related markets and
hierarchies thesis of Williamson posit that firms develop because they
are more efficient or effective than other forms of enterprise. Perrow
has charged that efficiency is a possible but not necessary explanation
of firm development: firms better control labor and may be “efficient”
insofar as they are effective means of extracting productivity from
workers.*” Where Chandler and Williamson attribute the effectiveness
of vertically integrated capitalist firms to their efficiency, Perrow attrib-
utes it to their control of the workplace. Second and relatedly, William
G. Roy, while applauding Chandler’s historical scholarship has
attacked his logic. Roy charges that “Chandler’s narrow technological
focus ignores important empirical factors, especially political factors.
This omission is not merely myopic but derives from the logical error
of equating causes and consequences.” Chandler’s functionalist logic,
akin to political economy explanations, explains firm development as a
necessary consequence of technological advance — necessity was the
mother of invention. His causality is teleological and does not leave
open either the possibility of an alternative outcome, or an explanation
of why an economically superior firm was socially and politically pos-
sible. Roy deals only with Chandler’s work, but a similar critique can be
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made of Williamson’s argument: how can we know that all existing
structures are the most efficient, i.e., have the lowest transaction costs,
if only the fittest survive? A functional logic does not leave open the
possibility of refutation.

Third, market models have been criticized — most persuasively by
Mark Granovetter — as providing an undersocialized conception of
human agents who everywhere act alike, rationally pursuing unspeci-
fied interests.*?> Market models cannot account for the impact of social
networks, gender, class, culture, religion — the entire panoply of social
life that so apparently influences what people want and how they go
about getting it. Despite recent attempts by market theorists to incor-
porate a more sensitive model of individual decision making the result
has been too often the joining of a naive psychology with a reified
methodological individualism.**> Concrete social relations — the eco-
nomic networks that characterize most real-life market activity — are
absent from market models, even those with a psychologized compo-
nent.

Finally, as I have argued elsewhere, the neoclassical model is funda-
mentally ethnocentric, based as it is on the institutional conditions and
presuppositions of Western society, most notably autonomous, self-
seeking actors uninfluenced by social relations.** Although indi-
vidualism, and the social institutions that flow from it such as indi-
vidually-binding contracts, anti-trust regulations, and anti-nepotism
norms, are not universal in the West, they are common and can be
traced historically to Christian and Enlightenment thought on individ-
ual rights and responsibility. Scholars must question the applicability of
the neoclassical model, based as it is on the primacy of individual
actors (including firms as fictive individuals), to explain Asian econ-
omies where individualism is unimportant ideologically and institution-
ally, and was never a factor in the historical development of Eastern
civilization. Organizations and markets and other forms of social or-
ganization in Asia are built on groups and networks — of people and
firms — not on the individual actors hypothesized by Western market
theorists.

This fact causes economic theory difficulty in characterizing Asian
business networks, the single most important market structure in Asia,
and leads market theorists to see Asian economies as distorted despite
their obvious success. The neoclassical paradigm can only concep-
tualize two efficient economic structures, markets of autonomous
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actors, and hierarchies or autonomous firms, which may arise under
certain conditions, for example, to achieve economies of scale. Net-
works of social relations among economic actors can only be concep-
tualized as aberrations that arise due to imperfections of the hypothe-
sized perfect market. For example, Chandler characterizes the Japan-
ese zaibatsu, the pre-World War II business networks that are precur-
sors to modern business groups, as “an organization comparable to the
M-form” or multidivisional firm that originated in the United States.*’
Chandler characterizes a network of socially interdependent Japanese
companies as a single firm, although each constituent company has its
own management, employees, and stockholders. He explains the rise of
Japanese business groups as a technical response to “undeveloped”
capital markets in Japan; “undeveloped” is a comparative term using
the West as a benchmark. Chandler and other market theorists look at
the East through the lens of the West when they employ the neoclas-
sical paradigm to explain Asia and in so doing find it “imperfect” and
“distorted.”*¢

Cultural models, in contrast to political economy and market models,
are filled with the stuff of social life. They are often detailed, close-up
examinations of people going about their business and working
together in organizations. Cultural models put society back into an
organizational explanation: society is not just an epiphenomenon and
organizations are not just instrumental byproducts of the pursuit of
economic utilities. Rather, society provides the very means by which
organized economic activity can be sustained — common under-
standings, social values and rewards, ideologies of work and manage-
ment. As Mary Douglas put it, “For discourse to be possible at all, the
basic categories have to be agreed on. Nothing else but institutions can
define sameness. Similarity is an institution.”*’” Beliefs, categories of
sameness — what political economists describe uncritically as “inter-
ests,” and the market model either assumes without question or dis-
misses as “friction” and “imperfection” — the culture model sees as
central problems for explanation. Moreover, social actors are taken
seriously by the cultural perspective; they are the central figures in any
research program.

Despite, and perhaps because of, the richness of many culture studies
of organizations this perspective also has limitations. Often the studies
are so particularistic that generalization of features, and hence com-
parison, are problematic. Even explicitly comparative culture studies
when conducted in the same cultural arena — for example Japan and
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Taiwan — cannot explain differences. Cultural continuities such as the
influence of a Confucian ethic throughout East Asia cannot explain
why Japanese and Taiwanese businesses are organized so differently. It
can only explain why there are similarities, for example, obedience to
superiors and a disciplined orientation to work.

The culture approach also has difficulty explaining changes over time,
even within the same society. Culture is relatively constant, trans-
forming only slowly. How then can a culture theory explain Japanese
labor practices before World War II — when seniority systems and life-
time employment in core industries were not widespread — as well as
the postwar practices we now associate with Japanese management? 48
If seniority systems and other management policies are expressions of
group-oriented Japanese culture — as they surely are — how can we
explain their emergence at a particular historic moment? Moreover,
how can a culture model explain differences in a society in a given
period, that is, account today for Japan’s large organizations and small,
those privately held as well as those publicly traded? Culture is too
much a background factor, important to be sure, but by itself insuffi-
ciently specific to explain differences in organizational structure and
functioning. And finally, where market theories suffer from an under-
socialized conception of actors, culture theorists like political econo-
mists often err in the opposite way, seeing actors as unwittingly pro-
pelled by values and social pressures.

This characterization of the political economy, market, and culture
perspectives is just that, a characterization that captures neither the
variety of viewpoints within each perspective nor the substantive merits
of the research produced by each, which are admittedly considerable.
Rather, my purpose has been to sketch the theoretical underpinnings of
these alternative explanations in an attempt to create an approach to
industrial patterns that avoids some of their shortcomings.

I am not alone in this endeavor. Indeed, the development of economic
theories that account better for political and, especially, social and cul-
tural factors is something of a boom industry at the moment, not least
among economists. In addition to the psychologizing of economic
models, some economists have embraced social structural and cultural
concepts in recent years. Two examples suggest the direction of these
efforts.

First, 10 economists have attempted to introduce an explicitly cultural
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variable into their models. William Ouchi has joined with Williamson
in arguing that the most efficient form of organization may be those in
which solidarity norms are strong.*” Mission-oriented firms — “clans” in
their terminology — will arise in situations where markets “fail” and
hierarchies have high costs, perhaps because of the complexity of work
and the difficulty of monitoring or enforcing contract compliance.
“Culture” becomes the grease that reduces the costly friction of social
relations.

Another important attempt by economists to integrate social structural
variables is represented in institutional economic history (to be distin-
guished from the institutional school of organizational analysis de-
scribed below), best developed in the writings of Douglass North.>
North takes seriously the historically developed institutions of a society
including the state and social ideology. For example, he writes that
“strong moral and ethical codes of a society is [sic] the cement of social
stability which makes an economic system viable.”>! More importantly,
North’s project is concerned with how institutions are constraints upon
the hypothesized neoclassical model. How can economic rationality —
an unquestioned assumption — proceed given social and political for-
mations? North and his colleagues examine historical market settings
and “fit” the neoclassical model within them.

Institutional economists have come far from the formal neoclassical
models of mainstream economics in an attempt to account for the
social and cultural factors that so obviously influence economic organi-
zations. They do so in a way, however, that preserves the primacy of the
economic over the social. Williamson, Quchi, and North all see social
variables as outcomes of, or constraints upon, the economic. They do
not, however, ask why economic factors such as property rights — a
social and political institution — are made possible by the institutions of
the state or come to be understood as efficient.

I do not intend to argue with the culturalists that economic activity pre-
supposes shared meanings, with the economists who see culture emerg-
ing from exchange, or with political economists who see the economy
as a consequence of state structure. Rather, I develop an institutional
theory that regards political, market, and culture factors as crucial
variables in any explanation of economic organization. I believe eco-
nomic rationality is widespread in market societies as economists
assume, but not that it is a state of human nature from which all else,
including organization, follows. Rather, I suggest that economic ration-
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ality is socially produced and culturally maintained. For economic
rationality to exist requires social and cultural underpinnings of the
sort that capitalist societies maintain — legal, educational, political, and
ideological institutions. Moreover, economic rationality is not every-
where the same, an undifferentiated force of social nature: it varies sub-
stantively with the history, culture, and institutions of a society and may
have variable expression. While a merchant in Imperial China may have
been just as profit seeking as a contemporary Wall Street investment
banker and just as “economically rational,” his reasons for pecuniary
pursuit, his norms of exchange, his networks of financial relations, his
conceivable strategies of accumulation — his entire orientation to gain —
was strikingly different. A sociological “institutional theory” draws on
state, market, and culture factors to explain this difference but in a way
that makes none logically prior.

What is an institutional explanation?

The institutional school of organizational analysis is a loose agglomera-
tion of theoretical approaches that vary considerably.>” They largely,
however, reject explanations for organizational structure and function-
ing that rest soley on technical causes such as task requirements, size,
or market factors. Moreover, institutionalists tend to view organizations
as socially constructed — a product of actors’ subjective realities —
rather than as objective, material artifacts. Institutionalists do not deny
the material impulse behind organizing, such as an orientation to
profit, but seek further than economic rationality for explanations of
the structures people manufacture in their pursuit of gain. It is not my
purpose here to review the variation or detail in the institutional per-
spective, which has been ably described by others.>® Rather, because of
the diverstity in this perspective and the debates between practition-
ers,’* I want to suggest what I intend as an “institutional theory” and to
make explicit the assumptions on which it rests. There are four ele-
ments to the institutional theory of economic organizations that I pro-
pose, each of which is a derivative of Weberian sociology: economic
action as social action, the embeddedness of economic activity in insti-
tutional settings, institutional logic as a crucial concept, and the neces-
sarily multi-level nature of an institutional argument.

Economic action is social action

The economic man of neoclassical economics is an avaricious hermit, a
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supersmart selfish individual without history or tradition, without
friends or enemies. This character is the useful fiction employed by
economists to depict decision making in market settings. Few, if any,
economists would argue that real people acted like the miserly loner of
their models. The advantage of the fiction is not to mirror reality but to
simplify it, to reduce to essentials the general orientation of people as
they buy and sell goods and services in a market.

This simple fiction yields the virtue of elegance in micro-economic
model making, but it is not without critics. David Teece, an 10 eco-
nomist, for example acknowledges that real markets are not peopled
with “faceless economic agents.” He argues that “the abstraction [of
hyperrational decision makers| may be appropriate for framing certain
problems but it is ... not a characterization of individual behavior and,
even more so, of organizational behavior.””> Social characteris-
tics, such as reputation and experience, “are the very stuff which
permits markets to operate efficiently”>® Market theorists such as
Teece recognize that economic actors indeed have histories, suffer for-
getfulness, and are propelled by desires. While acknowledging that eco-
nomic man is a useful caricature for modelling the behaviour of popu-
lations of actors, they understand the limits of the caricature for de-
scribing the activities of real people close-up.

At the heart of this limitation, I believe, is the presumption that eco-
nomic action is asocial, that is, conducted without consideration of
others. While it is possible to conceive of asocial economic activity, it is
so evidently rare in enduring conditions of exchange, as Teece suggests,
as to be a weak basis for theory building. Rather, I propose con-
structing theories of economic action based on observed reality: eco-
nomic action is social action.

What is social action? According to Weber, it is action oriented to
others and includes both failure to act and passive acquiescence. It may
be oriented to the past or the future, as well as the present. Social
action may be motivated by revenge, peer pressure, desire for power or
gain, the memory of one’s ancestors — any motivation that considers or
expects the response, intentions, feelings, beliefs, or attitudes of others.

The “others” may be individual persons, and may be known to the actor as
such, or may constitute an indefinite plurality and may be entirely unknown
as individuals. (Thus, money is a means of exchange which the actor accepts
in payment because he orients his action to the expectation that a large but
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unknown number of individuals he is personally unacquainted with will be
ready to accept it in exchange on some future occasion.)?”

Not all human action is social: “Social action does not occur when two
cyclists, for example, collide unintentionally; however, it does occur
when they try to avoid the collision or sock one another afterwards or
negotiate to settle the matter peacefully”*® Intention is crucial.

It is clear, however, that much of what we consider economic action is
social action. Haggling over price, forming partnerships, purchasing a
gift, negotiating a contract, hiring a worker, attempting to outwit a com-
petitor, regulating a market — all of these anticipate the actions or feel-
ing states of others and make some judgment of how those others will
react in given circumstances. Much business activity, and all organized
enterprise, is social action.

Weber desribed four forms of social action — instrumentally rational,
value-rational, affectual, and traditional. Instrumentally rational action
involves an individual’s calculation of a course of action in the pursuit
of a rationally determined end, for example profit or market share.
This, of course, is the economic rationality of market models, but in
Weber’s conceptualization it includes a calculus of more than price; it
considers as well the likely actions of others as an individual pursues
profit or other rational goals.

Instrumentally rational social action predominates in market societies,
but it is not the only form of social action involved in the economy.
Value-rationality is action oriented toward beliefs or values. Ethically-
constrained economic behavior, or economic activity that is prompted
by religious beliefs such as tithing, are examples of value-rational
economic activity.”® Americans, for example, have no objection to
burial of their dead oversees (e.g., thousands of U.S. servicemen are
buried in Korea), at least in part an expression of belief that when an
individual’s life is over it is appropriate for survivors to look to the
future. Costly funerary arrangements are generaly regarded as unseem-
ly. Asians, however, have a sense of themselves in a temporal continuity
that should remain unbroken, and burial anywhere but in ancestral soil
is unthinkable. This sense has prompted a range of economic behav-
iours that would seem wasteful to a Westerner. For example when a
Japanese battleship sank in 1943, “At the end of World War II it was
refloated at enormous cost, and the crew’s remains recovered and cre-
mated, then presented to relatives.”®® The expense born by an impover-
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ished Japanese state was considered there to be wholly appropriate.
One of the important functions of Chinese merchant guilds in Imperial
China was to maintain accounts to return deceased members’ bodies to
ancestral tombs for burial.®!

Affectual social action is oriented toward feeling states, particularly
emotions. Economic activity that is motivated by revenge or the antici-
pation of pleasure are affectually driven forms of social action. Chari-
table contributions may be motivated by beliefs but also by the pleas-
ure that attaches to giving. Finally, traditional social action is prompted
by habit, often the habits of generations. For example, the economic
patterns of European craft guilds in the Middle Ages, were oriented
more toward custom than the maximization of profit; religious and eco-
nomic activities were entwined.®> Guilds in Imperial China similarly
maintained customary rituals. “The Ningbo guild in Shanghai built up
its strength through the Buddhist All Souls’ Day festivals it cospon-
sored with numerous small Ningbo fellow-provincial societies affiliated
with various trades in the city, devoted to filial piety, to philanthropy,
and to the veneration of literacy”5* Economic organization and tradi-
tional practices may be entwined, each informing the other and influ-
encing the acts of individuals and groups.

These four types of social action are ideal types, models of human
orientations to activity, that in fact are always combined in some way.
But it is clear that real economic action is not merely “economically
rational” in an abstract, impersonal way. The economy is filled with
more than greedy hermits, but by people moved by ethics, regulations,
hate, status aspirations, and custom. Economic action — not all of it, but
most of it — is social action. An institutional explanation of the sort that
I describe begins with the assumption that people consider others
when they do business, and are not the isolated individuals of market
models.5*

The embeddedness of economic activity in institutions

If economic action is rarely the autonomous activities of atomized indi-
viduals, then it is the relations of mutually aware persons. Where does
this “awareness” come from, and what consequences does it have for

the development of firms and other organized economic structures?

It is evident that individuals do not reconstruct norms of exchange each
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time they meet, rather develop mutually agreeable means for the repet-
itive conduct of business. With time, these patterns become routinized,
taken-for-granted understandings of “the way things are done.” Indeed,
social order of any form, not just the economy, cannot proceed without
shared interpretation of action. “These interpretations, or ‘typifica-
tions’ are attempts to classify the behavior into categories that will
enable the actors to respond to it in a similar fashion. The process by
which actions become repeated over time and are assigned similar
meanings by self and others is defined as institutionalization.”®> It
becomes difficult, if not impossible, for individuals to pursue economic
action in disregard of the institutionalized behavior patterns of others,
particularly if the efforts or goods of others are necessary to the actor’s
project.

Persons who have had a part in the formation of institutionalized eco-
nomic norms or who become knowledgeable about them develop a
stake in their maintenance; established norms make continuous
exchange predictable and simpler than constant negotiation of the
terms of exchange. In this sense of making action “simpler,” institution-
alized norms are “efficient”; they provide previously negotiated, ready-
made means for taking care of business. Clearly, efficiency in this
sense is not measured against a “most efficient” abstract standard, but
actors who disregard institutionalized patterns will certainly meet with
social friction of the type hypothesized by market theorists. The most
efficient form of economic action from the point of view of an actor is
institutionalized action, that is, action knowledgeable in the ways of
insiders.%6

Moreover, patterns and structures that develop over time for purely
instrumental purposes may become infused with value, as Selznick
noted. “They are products of interaction and adaption; they become
the receptacles of group idealism; they are less readily expendable.”%’
Institutionalized patterns and structures then have both instrumental
and value components, technical and ideal qualities. Failure to act in
ways that accord with institutionalized norms, even if more abstractly
efficient, may signal that the actor is outside the system morally as well
as instrumentally, and not to be trusted.’® For example, in 1983 a mem-
ber firm of the Toshiba business group violated a U.S.-Japan agreement
barring the sale of machine tools to the USSR that could be used for
military purposes. When the sale was uncovered in 1987, the president
of the largest Toshiba group company resigned in shame although his
firm had no part or even knowledge of the illegal sale by a smaller inde-
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pendent but affiliated firm.® As senior representative of the “commu-
nity” of Toshiba firms, however, his act was proper, even required, given
the moral basis of firm behavior in Japan, which is based on commu-
nitarian norms. No such act, of course, would be expected in the
United States where firms are embedded in institutions that sustain
their autonomy, not their community.

Organizational and ideological arrangements develop to sustain the
patterns that have been worked out by actors. The lending and borrow-
ing of money, for example, becomes routinized in economic organiza-
tions such as banks and equity markets. Despite the common need for
these services in all industrialized societies, financial concerns are
structured and operate differently depending on the institutional
setting. Banking laws in the United States, for example the Glass-
Steagall Act, prevent banks from investing in corporations, an institu-
tionalized expression of the importance of firm independence for mar-
ket order. No such laws exist in Japan where interfirm networks are
widely believed to be crucial for maintaining economic stability. Banks,
in fact, are important members of Japanese business groups and may
be leading investors in corporations.”’ In contrast, banks of any sort are
relatively unimportant in Taiwan where financial activities, including
the raising of investment capital, tend to be conducted among families
and friends. In a society dominated by familiy firms, not publicly-
traded corporations, a range of private financing arrangements have
become institutionalized.”! When seen in the light of local institutions,
Chandler’s previously cited characterization of Japan’s capital markets
as “undeveloped,” is clearly ethnocentric, an application of American
economic standards to an alien institutional arena.

An institutional perspective looks at economic and organizational
activity, not apart from, but embedded in, society. The particular char-
acter of that embeddedness —~ networks of relations, social beliefs,
gender and family structure, and other institutionalized forms of social
order such as the state and religion — will vary across societies. The
extent to which, for example, the polity and the economy are mutually
supportive, relatively autonomous, or overtly antagonistic is a subject
of institutional explanation and not an a priori assumption. For the
most part, however, institutionalists expect that societal sectors have
connections of some sort and in particular, that intra-societal social
relations will frequently partake of similar organizing logics.
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In what ways are societal sectors connected to each other, and in par-
ticular, to the economy? There is no easy answer to this question, and
indeed the answer will vary across societies. Studies by me and others
suggest, however, that supra-organizational norms and patterns that
express those norms serve as common resources for the structuring of
social relations in a society. In their article, “The Iron Cage Revisited,”
Paul DiMaggio and Walter W. Powell highlighted the phenomenon of
organizational isomorphism — the tendency of organizations within an
institutional environment to resemble each other because of similar
constraints and resources (e.g., state regulation, professional group
norms).”> I would argue further, however, that isomorphism results
from the application of common organizational logics both across and
between societal sectors. By “organizational logic,” I mean a legiti-
mating principle that is elaborated in an array of derivative social prac-
tices. In other words, organizational logics are the ideational bases for
institutionalized authority relations.

For example, the U.S. economy is based on an institutional logic of
autonomous firms and independent actors. Accounting regulations,
hiring practices, anti-trust regulations — all are expressions of a belief in
the correctness of individualism and autonomy.”® In contrast, in my
study of direct-selling organizations in the United States I noted the
widespread use of an alternative, even oppositional, logic frequently
expressed as a family metaphor.” Direct-selling companies use the
model of a patriarchal family to provide both a structure of meaning
and pattern of interaction for distributors: the organizational logic of
family is immediately apprehendable and acceptable to women with
little paid work experience. Direct selling, as opposed to firms, is char-
acterized by nurturing and diffuse relations and a number of business
practices in the industry are familial in character. The logic of one insti-
tution, the patriarchal nuclear family, is used to inform another, a busi-
ness.

Similarly, in my study with Gary Hamilton and Marco Orru, we noted
the differing logics that organize business groups in Asia.”> Japanese
firms enact a communitarian logic, Korean firms a patrimonial logic,
and Taiwanese firms a patrilineal logic.”® Although all are network
logics, they differ qualitatively and have important implications for how
workers are organized, the character of subcontracting relations
between firms, investment patterns, and a host of other economic rela-
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tions. Each of these logics informs not only business relations but
social relations in other institutions in each society. For example, the
patrimonial logic of Korean business groups is reproduced in the rela-
tions between the state and business, and within Korean families.
Patrimonialism has deep historic roots in Korea and provides a readily
understood basis on which to organize social relations of various
types.”” Different spheres — the family, the polity, the economy — may
use the same or related logics to organize members and to pattern
interaction.

Institutional logics may be challenged and the tenacity of a dominant
logic in the face of changing environments is variable, according to
recent studies. D. Eleanor Westney found that industrializing Japan in
the late nineteenth century adapted organizational forms from Europe
and the United States, but not in a wholesale manner. “In the early Meiji
period, Western models provided both inspiration and legitimation;
later they continued to supply inspiration, but the grounds for legitima-
tion were increasingly sought in the Japanese tradition and environ-
ment.”’® The research of Richard Florida and Martin Kenney suggests
that organizational logics may be deeply rooted in legitimation and
practice and survive transplant to an alien institutional arena: Japanese
auto companies in the United States reproduce the communitarian
relationship they have with subcontractors in Japan.”

If actors construct social order, including the economy, by employing
intersubjectively meaningful logics, then it is clear that those meanings
exist only for those within the bounds of the social order. This basic
premise of an institutional argument has important consequences for
research methods and causal explanation.

Explanations for institutional structure and practice must be adequate
at the level of meaning, that is, understandable from the points of view
of participating actors. Organizations, from an institutional perspective
(and similar to a cultural perspective), are the consequences of people
working out routine means for handling repetitive economic functions.
Arrangements are not the “best-adapted,” or “most efficient” in an
instrumentally-abstract way. Nor are they “necessary” outcomes of a
stage of economic development, as Chandler’s theory of the firm sug-
gests. Institutional arguments reject the above forms of explanation as
limited by functionalism, that is, confusing consequences with causes.

Rather, 1 argue that institutional factors such as values, networks of
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relations, and socially constructed rules, shape organizations by limit-
ing possibilities, making some forms of action likely or more “reason-
able” because they have the force of understanding and acceptance in
the community. But institutional factors do not “cause” organizations in
the sense implied by the form of analysis expressed by market models
and other explanations that seek answers in the correlation of ahistor-
ically conceived variables such as size, industry characteristics, and
product diversity.®* Any method that relies on high levels of abstraction
and seeks to find universal laws will have difficulty uncovering institu-
tional logics where the context is crucial.

This is not to suggest that generalization is impossible in an institu-
tional explanation. But generalization is of a limited form, for example,
the ideal types of Weberian analysis. Ideal types summarize common
elements of a limited number of real instances of a phenomenon, such
as bureaucratic organization or rational capitalism. Generalization is
possible at an intermediate level between the hypothesized universal
laws of market theories and the unique explanations of some forms of
cultural and historical analysis. There can be institutionalized “laws,” of
course, in the sense that individuals may act as though such a law exist-
ed. In an institutional explanation, for example, there is no necessary
law of marginal utility or other impersonal system of laws that works to
produce the economy: individuals may enact a “law” of marginal utility
by assuming the individualistic, calculating orientation that such a law
implies. This does not, of course, mean that the “law” has status inde-
pendent of actors who produce and reproduce it through social inter-
action. Actors make social and economic systems and through their
knowledgeable reproduction of its patterns maintain it, or change it
incrementally through the coursing of history.

Institutional analysis is multi-level analysis

Market theories and some forms of political economy explanation
locate crucial explanatory factors in supra-organizational phenomena
— for example, the state, industry structure, or economic resources.
Cultural analysis often locates the crucial factors at the intra-organiza-
tional level — in the minds of actors or in patterns of interpersonal rela-
tions. An institutional analysis, because of its concern with both struc-
ture and action, by necessity is a multi-level analysis. Indeed, it must
examine not only micro- and macro-level phenomena, but in a way that
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shows their simultaneity: the structure that shapes action, the actions
that reproduce structure.

Although institutional research is concerned with both micro- and
macro-levels of analysis, the focus is primarily on the middle-range of
social life. Institutionalists are concerned mostly with the organized
relations and practices that are common to the economy ~— the struc-
tures of business ethics, the networks of ownership and production, the
concrete arrangements that direct investment and trade in particular
ways. It is in the intermediate range that we are best able to see the
impact of both large-scale influences, such as state regulation, and the
acts of individuals, such as investment decisions. An institutional
theory, therefore, can build on both the more and less abstracted
market, culture, and political economy analyses even while recognizing
their sometimes limiting (for the purposes of institutional inquiry)
assumptions.

Conclusion

Social theorists are challenged to explain an increasingly complex
economic order. It is clear that old theories that posited a develop-
mental sequence from “undeveloped” to “industrialized” cannot
explain the diverse patterns of industrialization that exist. Certainly,
Japan is as developed as Western nations but its patterns of develop-
ment, its economic norms, and its industrial practices are substantially
different from the United States and even its Asian neighbors in
Taiwan and South Korea. For example, the fact that Japan has the
Jargest banks in the world, and Taiwan relatively few and weak ones
(despite the world’s largest per capita foreign reserve holdings), cannot
be explained only by recourse to market or state factors, although
each play a role. Both countries were literally awash in money in the
1980s, and both countries are clearly capitalist societies where banking
institutions are assumed to be critical to economic development, as
they have been in the West. But more than market and political econ-
omy factors are at work here.

In Japan, historically developed institutional factors, dating from
before the Meiji Restoration and industrial revolution, created condi-
tions for business group self-financing. Modern-day keiretsu, such as
Sumitomo and Mitsui, with their huge banks as centerpieces, trace
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their origins to pre-industrial merchant houses under family ownership.
Inheritance practices in Japan are based on primogeniture, inheritance
of the entire fortune by the eldest son. This practice allowed merchant
family fortunes to remain intact under the stewardship of the heir. Suc-
cessful families thus had huge sums of money available to finance the
businesses of affiliated branches operating under the “badge” of the
mother house. The descendents of the zaibatsu merchant houses, the
keiretsu, continue to rely on their own sources of finance, now institu-
tionalized in banks that serve their credit and other financial needs. To
see large banks encapsulated within business networks as only the out-
come of distorted market conditions, or as only the result of a powerful
business class, misses the institutional origins and overlooks the con-
temporary institutional underpinnings of the Japanese banking system.

Ironically, the weakness of Taiwanese banks can also be traced to a
strong family system. Chinese societies practice partible inheritance,
that is, division of a family estate equally among all sons. As a result,
families divide their fortunes every generation, mitigating against the
development of large sums of money. Instead, there is great pressure
within families to develop multiple businesses so that at the death of
the family head, each son can claim an independent enterprise.
Because all Chinese families face the problem of setting up children in
business (being an employee is not a desirable status in Taiwan as it is
in Japan), a range of informal lending arrangements have arisen within
families and among friends to generate investment capital. Strong
social norms dictate that one assist financially a kin member or close
friend. Banks play a relatively minor role in Taiwan because alternative
institutional arrangements, also with preindustrial origins, have obviated
the need for banks for some financial functions. Again, market factors
are important to understanding the strong curb market and weak
formal banking system in Taiwan, and political economy factors,
notably the absence of a strong central bank, are also significant. But an
institutional explanation integrates these factors into an explanation
that begins with the character of the society being explained.

We need theories that can account for difference without reducing
cases to unique instances, that do not presume the individualistic char-
acter of Western social orders, and that are sensitive to an array of ideal
as well as material factors operating in different locations. Although
political economy, market, and culture theories each have contribu-
tions to make, an institutional perspective of the type I outline may be
especially suited to the comparative analysis of emerging world eco-
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nomic organization. I think, ironically, that a sensitivity to institutional
factors may yield better theories of the West. Rather than assume that
the United States and Europe are the exemplars of advanced capi-
talism, the closest empirical instances of the idealized competitive
market, Japan and other Asian nations are suggesting that the West is
simply one form of capitalist economic development, an expression no
doubt, of the West’s own institutional heritage. When we relinquish
ethnocentric perspectives we can begin to look at ourselves and our
own institutional heritage more clearly.
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