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MANAGERIAL STRUCTURE OF BUSINESS GROUPS IN
TAIWAN: THE INNER CIRCLE SYSTEM AND
ITS SOCIAL ORGANIZATION

CHi-Nien CHUNG

This paper examined the management structure of Taiwan's business groups. The objec-
tive was to determine how independent group firms coordinate their business. Employ-
ing longitudinal data of the top 100 groups, | investigated the “inner circle” system and
its evolution. | found that group leaders occupied overlapped positions at the director
rather than at the manager level, which implied a separation of strategic planning and
routine administration. Secondly, the dynamics of inner circle management did not hinge
upon the group president as in the Korean chaebol, nor on the norm of corporate com-
munity asin the Japanese keiretsu, but on the social tiesin theinner circle. Analyzing the
background of the leaders indicated that family never dominated the scene even in the
early years, and their significance decreased along with environmental changes. The
transition in Taiwan in the late 1980s motivated business groups to introduce more “ out-
side” talent into decision-making.

I. INTRODUCTION

USINESS groups represent a special type of enterprise organization that can
be found in amost every market economy. Researchers have studied this
organizational form in mature economies, developing countries, and newly

industrialized societies.? Although these business groups exhibit dlight differences
in various contexts, they all share one organizational characteristic—group firms
with distinct corporate identities and legal status do not operate asisolated unitsin
the market but forge institutionalized relationships with each other and work coher-
ently as an entity. This quality of “neither market nor hierarchy” raises severa is-
sues (Powell 1990). Indeed it is important to determine how independent group
firms coordinate their business and also how the decision-making process of the
whole group is organized and how the final agreement is reached.

Dueto their centrality in business groups studies, Granovetter (1995a) classified
these issues under the heading of “authority structure,” one of the six key dimen-

1 For a review, see Goto (1982), Koike (1993), Granovetter (1995a), and Shiba and Shimotani
(1997).
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TABLE |
Economic SieNiFicance oF Top 100 Business Groups IN Taiwan, 1970-96
Business .
Number  Average  Number Groups Net Sales Business  Govern-
Data Year of Number of Employee/ (NT$100 Groups — mental
Business of Employees Total Work Million) Net Sdles’ Net Sales/
Groups Firms (1,000) Force GNP GNP
1970 100 6.25 235 4.96 547 24.16 22.88
1973 111 7.06 277 5.38 1,346 32.81 21.26
1975 106 6.40 286 5.18 1,655 28.23 24.44
1977 100 6.51 300 5.02 2,364 28.70 25.15
1979 100 6.45 313 4.87 3,819 31.93 26.88
1981 100 7.13 308 4.62 5,076 28.77 26.21
1983 96 7.76 330 4,67 6,337 30.13 23.90
1986 97 7.61 335 433 8,402 28.72 19.96
1988 100 8.32 375 4,63 12,193 33.76 22.98
1990 101 8.08 397 4,79 16,886 38.27 24.87
1992 101 9.09 436 5.05 18,727 34.42 24.78
1994 115 9.48 489 5.47 27,077 41.95 24.17
1996 113 10.75 577 6.36 33,771 44.79 21.54

Source: Business Groups in Taiwan, 1998/1999 (Taipei: China Credit Information Service,
1998).

sions he proposed to study business groups.? This paper joined this endeavor by
examining the data of Taiwan's 100 largest business groups (jituan giye) compiled
in 1973, 1986, and 1994.3 Given the significance of these large conglomerates in
various sectors of Taiwan's economy (Tables | and 1), the current study not only
hel ped understand the function of business groups as adistinct organizational form
and their managerial dynamics, but also Taiwan's economic development in the
past thirty years.

Studying business groups in Taiwan also sheds light on the cultural perspective
of business organizations (Redding 1990; Fukuyama 1995). The culturalists con-

2 The other five dimensions suggested by Granovetter (1995a) are as follows: (1) source of solidar-
ity, (2) extent of moral economy, (3) structure of ownership, (4) role of financia institutions, and
(5) relation of groupsto the state.

3 Thecriterion for thetop 100 ranking isannual sales (seeAppendix A for details of my datasources).
As can be seen in Table |, the directory of Business Groups in Taiwan (BGT) (Taiwan diqu jituan
giye yanjiu compiled by China Credit Information Service in Taipei) did not present data on exact
top 100 groups. This was due to the limitation on data collection and economic conditions in
different periods. For some years such as 1983 and 1986, the selected groups refused to provide
data, which resulted in a smaller sample. For other years such as 1994 and 1996, the groups pros-
pered and many shared the same scale of sales. The directory hence included a larger sample. In
spite of these difficulties and unpredictability, the directory has been able to keep the criterion
consistent for more than thirty years. Since the objective of this paper wasto understand the changes
in the management structure of large business groups, | adopted BGT’s definition and criterion in
data collection and analysis.
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TABLE Il
Top TeN INDUSTRIES OF GRouP ENGAGEMENT, 1973, 1986, AND 1994
(%)
Top Ten Industriesin 1973 Top Ten Industriesin 1986 Top Ten Industriesin 1994
Textile mill products 14 Textile mill products 14 Electrical and electronic 15
machinery
Food manufacturing 13 Food manufacturing 13 Food manufacturing 12
Chemical matter 11 Electrical and electronic 8 Textile mill products 11
manufacturing machinery
Electrical and electronic 7 Chemical matter 8 Building construction 6
machinery manufacturing
Wood and bamboo 6 Nonmetallic products 8 Nonmetallic products 6
products
Plastic products 5 Retail trade 6 Chemical matter 6
manufacturing manufacturing
Basic metal industries 5 Chemical products 5 Machinery and equipment 5
manufacturing
Transport equipment 5 Wearing apparel and 5 Transport equipment 5
accessories
Chemical products 4 Transport equipment 5 Chemical products 4
manufacturing manufacturing
Wearing apparel and 4 Insurance carriers 3 Basic metal industries 4

accessories

Number of Groups 111 97 115

sider the managerial structure of Chinese business firms as a “cultural artifact”
which reflects the core value of the society in which the organizations operate
(Redding 1990, p. 143). They explain organizational structure and processes by
shared belief and cognition systems. For a few hundreds years, Chinese people have
treated family business as a part of the family assets which ought to be maintained
within the family and inherited by male descendents. These cultural elements led
culturaliststo argue that the ownership and management of the Chinese firmswere
concentrated in the hands of family members (Redding 1990, pp. 143-81).

Moreover, family control persists even when environments change since family
members are the only personnel that are trustworthy, and the key positions within
corporations must remainin their handsfrom generation to generation. Fukuyama's
argument clearly reveals this deterministic view of Chinese familism.

Wheat is striking about Chineseindustrialization . . . isthe very difficulty Chinese family
business seem to have in making the transition from family to professional management.
... Thereisavery strong inclination on the part of Chineseto trust only peoplerelated to
them, and conversdly to distrust people outsidetheir family and kinship group. (Fukuyama
1995, pp. 74-75)

If the cultural explanation is valid, one would expect to observe the overall and
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continuous domination of family members in the key position of Taiwanese busi-
ness groups. However, as will be shown later, the institutional transformation be-
tween 1987 and 1993 triggered significant changes in the composition of the top
management team within business groups.* Family members were no longer the
dominant group within the managerial population. These changes are difficult to
explain by focusing on cultural heritage.

Research on business groups considers not only cultural heritage but also market
forces. The market-centered approach to corporate structure suggests the existence
of atomized and independent corporations and focuses only on the vertical dimen-
sion within the firm.® For example, the central issue of agency theories is to seek
ingtitutional arrangements that generate least costs for shareholders to effectively
control managers (Fama and Jensen 1983a, 1983b; Jensen and Meckling 1976).
Consistent with the atomized assumption, their answers fully rely on market equi-
librium. The market for corporate takeover, the capital market and the labor market
of managers are treated as major mechanisms for manageria discretion.

Business groups, an enterprise system with firms linked to each other through
multiple relationships such as cross-shareholding and leadership overlaps, consti-
tutes atheoretical domain beyond the theory of agency costs (Gerlach 1992, p. 225;
Moerland 1995a, 1995b). Should the atomized approach be employed to study busi-
ness groups, the focus is likely to be directed toward the vertical dimension of
managerial control and the essence of horizontal coordination between member
firms may be overlooked. Aswill be demonstrated, the inner circle management, a
system built upon an interlocking structure, is crucial to understand the operation
of business groups. By ignoring horizontal relationships among corporations, the
agency theory lacks proper concepts and methods for this task.

The recent development of theinstitutional approach in explaining organizations
and economic devel opment provides an alternative. In thisapproach, the focus shifts
from static cultural values and atomized actors in the market to the dynamic rela-
tionships between institutions and organizations. Scholars in this group have em-
phasized the effects of regulatory institutions on organizational structure, behavior,
and performance (North 1981, 1990; Orru, Biggart, and Hamilton 1991; Powell
and DiMaggio 1991; Scott 1995). Given the“Great Transition” in the late 1980sin
Taiwan (Tien 1989), the biggest wave of economic liberalization and political de-
mocratization in Taiwan's modern history, onewould expect that significant changes
in the inner circle management system would have taken place after 1986. As will
be illustrated, more professional managers were recruited into the inner circle due
to various institutional forces such as deregulation of financial markets and
privatization of monopolized industries.

The cultural theories of Chinese familism have been stationary and determinis-

4 For a concise introduction of thisinstitutional transformation, see Appendix B.
5 For areview, see Barney and Hesterly (1996).
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tic, precluding the possihility of cultural change and also effects from other envi-
ronmental factors such as regulatory ingtitutions. On the other hand, the market-
centered approach has been atomized and market-bound. The analytical angle of
vertical managerial control overlooks the important horizontal structure and
interorganizational practices, which makes it difficult to conduct research on an
organizational form such as business group. The institutional approach proposed,
with no prior setup of explanatory mechanisms and with emphasis placed on insti-
tutional evolution, provides a useful way to study organizational changes. As| will
show later, this approach leads to fresh insights that had not been revealed before.

Inthe next section, | described theinner circle system of Taiwan’s business groups.
| analyzed the group leaders’ structural positions in group management as well as
the roles played by the peak office and the presidents’ council. Furthermore, | pro-
vided a comparison with the managerial structure of the Korean chaebol and Japa-
nese keiretsu to underscore the uniqueness of Taiwan's system. In Section |11, |
examined the social organization within the inner circle. | decomposed the inner
circle into socia categories and analyzed their demographic characteristics over
time. The analyses provided substantial reflections on cultural theories and market-
centered arguments. | moved the analysis a step further in Section 1V. Instead of
treating the inner circle system as a homogeneous phenomenon across business
groups, | defined a typology of the inner circle system by cluster anaysis
(Aldenderfer and Balshfield 1984). | then offered hypotheses regarding the rela-
tionships between organizational characteristics and types of the inner circle sys-
tem. Lastly, | summarized the major findings and discuss their implicationsin Sec-
tion 'V, the conclusion.

Il. INSTITUTIONALIZED PATRIMONIALISM, CORPORATE
COMMUNITY, AND THE INNER CIRCLE

In conceptualizing the authority structure inside business groups, it is appropriate
to draw on Granovetter’'s proposal of a continuum along the dimension of power
centralization among group members (Granovetter 1995a, p. 114). At one end of
this continuum is the highly hierarchical and consolidated management system,
with an organizational device or anindividual ontop of all group constituencies. At
the other end is the loosely coordinated governance body composed of more equal
partners; decisions within this body are made through communication and mutual
consensus.

Scholars in comparative studies of business organizations have described busi-
ness groups in two neighboring countries of Taiwan, namely Korea and Japan, as
ideal typesin this continuum. For example, Biggart (1990) suggested that member
firms of a Korean chaebol are under tight control of an individual, the group presi-
dent, hagjang. The control is so thorough that Biggart described the president as a
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patriarch and the management system as patrimonialism. In contrast, companiesin
Japan’s keiretsu participate in group-wide affairs by joining the presidents’ council.
Each company keepsits own privileges and interests, and although there are status
differencesamong firms, relationships are less vertical . Biggart designated thissys-
tem as “communitarianism.” Subsequently, Orru, Biggart, and Hamilton (1991)
referred to the chaebol as examples of corporate patrimonialism and the keiretsu as
acommunity of firms. Setting the Korean chaebol and Japanese keiretsu at the two
ends of the centralization continuum, Hamilton and his associates (Hamilton 1997;
Hamilton and Kao 1990; Orru, Biggart, and Hamilton 1991) located the manage-
ment system of Taiwan’'s business groups in the middle. They suggested that there
is less hierarchical control in the jituan giye compared to the chaebol, but more
coordination than in the keiretsu. The major management mechanism inside the
jituan giye is not hinged upon a single person such as the group president, nor the
community of a president’s club, but on a group of closely related core leaders
designated by Hamilton as the “inner circle” (1997, p. 265).° These cliques of ac-
tors occupy duplicate commanding paositionsin member firms and set the course of
group planning and development. Inspired by this clue, this section examined the
leadership overlap among member firms of the 100 largest groups in Taiwan. The
significance of this coordination system was illustrated by comparing it to that of
the Korean chaebol and Japanese keiretsu.

According to the 1990 data, the top ten Korean chaebol had atotal of 303 subsid-
iaries, and their total sales amounted to 51.64 per cent of GNP (or value added)
(Chang 1997). It isamazing to note that the operation of these huge conglomerates
is concentrated in the hands of several individuals, the group presidents. The patri-
arch is able to maintain his ultimate authority over the large number of giant mem-
ber firms because of three organizational settings: (1) the centralized multi-level
ownership structure, (2) the competent group headquarter or secretarial office, and
(3) the regular president’s council.

Asarecent study of the ownership structure of the top forty-nine chaebol showed
(Chang 1997), the prototypes of the cross-shareholding network inside the group
are similar to those of Taiwan'sjituan giye. They both have a controlling center on
top of the other group components. However, there are two differences: first, less
reciprocal equity ties among group firms are found in the chaebol. According to
Chang's study, only three of the forty-nine chaebol have mutual shareholding ties,
whereasin Taiwan’s case, more cross-sharehol ding networks have such ties (Chung

6 The term “inner circle” was originally coined by Michagl Useem (1984) to describe the phenom-
enon of interlocking managerial positions held by a small group of American elite executives.
Whilethe context in Useem’s book referred to an interlocking directorate among distinct, indepen-
dent firms, Hamilton (1997) used the term to delineate the duplicate commanding positions within
the group that are held by the founding family. The term “inner circle” hence implied collective
actions and class formation of business elitesin Useem’s work and was more related to the family
control of business groups in Hamilton's work and in the current study.
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forthcoming). This mutuality dilutes the centralized nature of ownership control,
and the extent of this reciprocity is even more significant in the Japanese keiretsu.
Secondly, there are more intermediary levelsin the ownership network of chaebol.
Thereisahierarchical structure even within the controlling center of group equity,
and this configuration was labeled “nested hierarchy” by Chang (1997).

In addition to the ownership arrangements, the overall authority of the patriarch
is supported by an organizational device, the central (or secretarial) office of the
group. The staff in this office performs extensive functions in research, strategic
planning, recruitment and training, and financial auditing and appraisal of subsid-
iaries (Kang 1997; Steers, Shin, and Ungson 1989). While each member firm still
has an operational autonomy, the supervision is comprehensive. Biggart (1990,
p. 129) mentioned that a rigorous annual review of executives of member firmsis
conducted by the central office. The CEO could be discharged if the profit goal is
not reached.

The third institutional mechanism for the group administration in the chaebol is
the presidents’ council. Unlike its counterpart in the Japanese keiretsu, the setting
of the periodical meeting isauthoritarian. It not only provides an occasion for busi-
ness coordination but also for the group president to confront firm executives face-
to-face. Steers, Shin, and Ungson (1989, p. 39) offer avivid description:

“The meeting of group presidents often serves to impress on the presidents that the dis-
tance between them and the group chairman is as great as the distance between them and
the new recruits. . . . And they al, even those who are formerly ranking government
officials or comrades of the founding group chairman, must stand at attention when the
group chairman enters the meeting room, even though he may beonly in histhirties.” . . .
The chairman calls on each president by name, asks a series of questions concerning
corporate activities, and settles pressing issues on the spot.

At the other end of the centralization continuum is the Japanese keiretsu. As
pointed out earlier, the basis for the system of corporate community is extensive
mutual shareholding. Thisreciprocal ownership structure not only links the fate of
different group firms together but also gives them more equal standing in terms of
group decisions. Futatsugi (1986, pp. 28-29) studied the internal equity structure
of the six largest keiretsu in Japan and reveal ed the existence of significant recipro-
cal shareholding. In the example of Sumitomo, its fourteen members create ninety-
one possibilities of reciprocity in ownership [(14 x 13)/2 = 91], and Futatsugi lo-
cated seventy-three of them, in other words, 80.2 per cent. This percentage is also
significant in other business groups, such as 46.3 per cent in Mitsui and 57.4 per
cent in Mitsubishi. These numbersindicate the existence of much denser reciprocal
shareholding in the Japanese keiretsu than in the Korean chaebol, which constitutes
the basis for amore communitarian system of group coordination.

In terms of commanding authority, member firms in the keiretsu not only are
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legally independent but also managerially autonomous. There is no formal author-
ity relationship among member firms, not to mention a position such as the group
president. Thereisneither acentral office supervising business strategies nor moni-
toring firm performance. The coordination of group members largely relies on in-
terlocking directorates and the president’s council (Gerlach 1992, pp. 103-59).
Nevertheless, the format of the president’smeeting isessentially different from that
of chaebol’s. First, the meeting is not chaired by the same person each time but on
arotation basis. Secondly, the atmosphere is more one of “camaraderie” than au-
thoritarian compared to the meeting in a chaebol (Gerlach 1992, p. 107).

The uniqueness of the so-called inner circle system in Taiwan's jituan giye is
clearly revealed by comparing it to the patrimonialism in the Korean chaebol and
the corporate community in the Japanese keiretsu. The collective coordination of
Taiwan's business groups lies not in the patriarchal supremacy nor the community
consensus, but in a set of coreleaders who occupy duplicate |eadership positionsin
various group firms. The following analysis provides evidence by first, locating the
administrative level at which the overlap occurs and then by analyzing the details
of the leadership duplication. For the first purpose, a concentration ratio was
constructed to capture the degree of position overlap. The ratio was calculated as
1 - [(number of persons)/(number of positions)]. The ratio hence ranged between
0 and 1, and the higher the ratio, the more position duplicates. | examined two
levels of leadership, the chairman of the board of directors (Tung Shih Chang) and
the chief executive (Tsung Ching Li), the two most important positionsin company
management. The former is the legally designated governance body and the only
legal representative of the corporation, according to Company Law of Taiwan (Ke
1995, pp. 167—70). The chairman hasthe privilege to oversee the business adminis-
tration of the whole corporation and sign contracts with external parties. Thischair-
man also incurs legal liability for his behavior on behalf of his company. The gen-
eral manager (Tsung Ching Li), only onelevel lower than the chairman in company
charts, executes and administers plans and decisions from the chairman and super-
vises al the divisions and personnel of the company.

Table Il shows the descriptive statistics of 323 group-years, which comprises
2,560 individual-years of presiding director and 2,242 individual-years of chief
manager. My first observation wasthat for all three periods, the overlap at the direc-
tor level was more than twice frequent than that at the manager level. Secondly, the
variation among the top 100 business groups also remained constant over time at
both levels. These facts suggest that the overlap, hence the group coordination, is
centered around the duplication of presiding directors more than around that of
general managers. Thisimplies a separation of strategic planning and general ad-
ministration in Taiwan's business groups, and the former iswhere the group coordi-
nation is located. Chairing the board of several member firms not only enables the
group leaders to have access to the information about various member firms but



BUSINESS GROUPS IN TAIWAN 45

TABLE Il

CoNCENTRATION RATIOS oF BusiNEss Group LEADERSHIP IN 1973, 1986, AnD 1994

Number of

Year Groups Mean Std. Dev. Min. Max.
Presiding director 1973 111 0.46 0.21 0 0.86
(Tung Shih Chang) 1986 97 0.48 0.23 0 0.89
1994 115 0.45 0.22 0 0.91
Chief executive 1973 111 0.21 0.21 0 0.83
(Tsung Ching Li) 1986 97 0.24 0.24 0 0.86
1994 115 0.17 0.20 0 0.80

also to influence company decisions from the viewpoint of the whole group. More-
over, this pattern did not change significantly when the scale of business groups,
hence the complexities of group coordination, increased in later years (see Tablel).

The statisticsin Table 111 demonstrate the condition of |eadership overlap from a
global perspective. In other words, there is no distinction between the individual
background of the directors and the managers who occupy duplicating positions.
To further examine the overlap formed by the so-called inner circle, | analyzed the
data from the viewpoint of individuals. The central issue was to identify how influ-
ential theinner circleis. The directory of Business Groupsin Taiwan (Taiwan diqu
jituan giye yanjiu) providesalist of “coreleaders’ for each business group that the
group firms themselves identified. For 323 group-yearsin 1973, 1986, and 1994, a
total of 1,010 individual-years of core leaders were listed (323 key persons plus
687 other core leaders, see Appendix A for details). This list is considered to in-
clude the members of the inner circle in this study and is cross-checked with the
names of chairing directors and general managers of each member firm. Table IV
summarizes the analysis.

The first row of Table IV indicates the growth of the average number of group
members from 7 to 9.6 from 1973 to 1994, associated with the corresponding in-
crease of variation within the top 100 groups. With this trend of enterprise expan-
sion and diversification, we observed more core |eaders that business groups them-
selves reported. These inner circles, in aggregate, occupied substantial chairman
positions. On the average of the whole 100 groups, the core leaders presided over
65 to 75 per cent of al the member firms; each of them served as chairman of the
board for more than two firms. For extreme cases, core leaders presided over as
many as sixteen firmsin 1973 and thirteen firmsin 1994. The same ratio was con-
sistently lower for al three yearsin terms of overlap at the general manager level.
Onthe average, core leaders only administered 27 to 35 per cent of the group firms.
For 1994, some of the core leaders did not even serve in one firm as general man-
ager, and thisled to avalue of 0.77 for the average managerial positions occupied
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TABLE IV
THE INNER CIRCLE IN THE LEADERSHIP OF TAIWAN' S BusiNEss Groups, 1973, 1986, anp 1994
; No. of .
Variable Year Groups Mean Std. Dev.  Min. Max.
Number of group firms 1973 111 7.04 4.38 3 27
1986 97 7.70 5.85 3 38
1994 115 9.57 6.35 3 34
Number of core leaders 1973 111 2.50 114 1 6
1986 97 3.19 1.96 1 11
1994 115 3.67 2.00 1 9
Total chairs by core leaders 1973 111 5.00 277 2 16
1986 97 577 4.16 1 30
1994 115 6.19 4.29 1 23
" Averagechairsper coreleader 1973 111 237 191 05 16
1986 97 2.34 1.80 0.5 9
1994 115 2.16 1.91 0.2 13
. Total . managers by cor e | eaders ........ 1973 .......... 11 1 .......... 243 ......... 171 ........... 0 ............... 9 ......
1986 97 2.66 2.22 0 12
1994 115 2.63 2.17 0 10

No. of firms' coreleaders

as shareholders 1973 111 5.75 317 1 18
1986 97 4.36 2.76 0 17
1994 115 3.90 2.82 0 13
Average shareholderships
per core leader 1973 111 4.16 1.89 1 11
1986 97 3.20 1.78 0 8
1994 115 2.28 1.85 0 9
Proportion of group employees
controlled by core leaders 1973 102 0.87 0.19 0.02 1
1986 97 0.90 0.15 0.22 1
1994 114 0.83 0.23 0.02 1
Proportion of group total assets
controlled by core leaders 1973 111 0.87 0.17 0.37 1
1986 95 091 0.12 0.38 1
1994 115 0.84 0.23 0.03 1

by one core leader. It is clear that the members of the inner circlein Taiwan's busi-
ness groups coordinate group business by assuming duplicate chairman positions
invarious group firms. Such amodel of supervisionismade possible by their lower
participation in the routine management of daily affairs.
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Thefollowing rows of Table 1V point out the extensive sharehol dership that core
leaders occupy among group firms. For 1973, members of the inner circle as a
whole, on the average, owned equity in 80 per cent of the subsidiaries, and each of
them held shares of 4.2 group constituents. The trend seems to have become less
significant in 1994 when only 41 per cent of the group members had at |east one
core leader listed as major shareholder. This number, however, ismisleading dueto
thefact that institutional shareholderswereto play amajor rolein group ownership
inlater years. In my companion study (Chung forthcoming), | examined the owner-
ship networks of eighty-three groupsin 1994 and identified 131 companies as con-
trol centers in the ownership structure. By surveying the background of individual
shareholders of these 131 companies, | found that in 73 per cent of them, at least
one core leader was listed as major shareholder.” It is therefore reasonabl e to argue
that the overlap of core leadersin the presiding director position is upheld by their
duplicate sharehol ding of the group firms. This gives apicture of an owner-director
system in the management of Taiwan’s business groups. In thelast part of TablelV,
the aggregate number of employees and amount of total assets of the firmsthat are
chaired by the core leaders are listed. Although these core leaders presided over 65
to 75 per cent of the group firms, the group resources under their control reached 84
to 91 per cent, which indicates that most of the central units, the most important
flagships within a group, were controlled by the inner circle.

Theinner circle management system described aboveis essentially different from
that inthe Korean chaebol and Japanese keiretsu. First of all, the official position of
the group president, hagjang is far less ingtitutionalized in Taiwan's jituan giye.
Except for a few cases, there is no such title attached to any of the core leaders
(Business Groupsin Taiwan, 1974, 1988/89, and 1996/97 editions), which implies
alessformal and hierarchical relationship among jituan giye's members. Although
this condition is closer to the Japanese keiretsu, the chairman overlap creates more
coordination among member firms of the jituan giye. Secondly, in contrast to the
omnipotent headquarters of the Korean chaebol, the group office in Taiwan's busi-
ness groups acts more like a staff whose major function isto collect and dissemi-
nate relevant information and provide services such as personnel training, financial
consulting, and law and public-rel ations management to group members. Accord-
ing to a survey of thirty-two group headquarters in 1990 (Chen 1991), the central
office participatesin member firm’s personnel affairsthrough the creation of acom-

7 The directory of Business Groups in Taiwan (BGT) reports a list of major shareholders in each
member firm. While BGT did not record the percentage of shareholding until 1990, the data of the
1,100 group firms and their 5,577 shareholders reported in the 1994 version showed that on the
average, the directory listed 5.07 shareholders for each firm (with a minimum of 1 and maximum
of 24) and that these shareholders owned 75 per cent of the firm stock (around 15 per cent for each
shareholder). These numbers confirmed that the major shareholdersreported in the directory owned
adominant part of the stock.
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mon personnel code and by offering basic training, but not input for recruiting or
releasing specific individuals. For company finance, group offices usually conduct
financial analyses and auditing for group members and they also handle fund trans-
fersinside the group. However, each constituent keeps its independent accounting
system without interference from the office (Hamilton and Kao 1990, p. 147). Group
staff isalso active in mediating the rel ationshi ps between the group and the general
public. Legal consultation and image promotion of member firms are usually taken
care of by the central office. In summary, the peak offices in Taiwan's business
groups are never as authoritarian and supervisory as their counterparts in the Ko-
rean chaebol, but their existence provides more linkages among group members
than those in the Japanese keiretsu.

For somejituan giye, thereisa so asimilar organizational devicetothepresident’s
council in the chaebol and keiretsu. However, the major difference liesin the par-
ticipants and agendas of thisregular meeting. The membership is more comprehen-
sive, including not only the presidents but also the managers and other high-rank-
ing officers of member firms (Business Groupsin Taiwan, 1996/97 edition). However,
theissuesdiscussed are more administrative than strategic. As pointed out by Chen's
survey, these meetings are forums for general routines of common concern among
group members, while group-level policies and tactical planning are still concen-
trated within a few core leaders (Chen 1991, p. 57). Provided that member firms
have substantial autonomy in production and marketing from their headquarters,
and the president’s council is de facto the “administrator’s council,” the ultimate
decisionsin the jituan giye largely depend on the members of the inner circle who
occupy duplicate chairman positions within the group.

So far, | have delineated the essential configuration of the inner circle system.
Based upon these findings, the decision dynamics within the Taiwan's business
groups is not hinged upon the psychological characteristics of hagjang, as in the
case of the pyramid of the Korean chaebol, nor on the norm or corporate culturein
the firm community of the Japanese keiretsu, but on the social relationships among
the members in the inner circle. The composition of the core leaders and the way
they arerelated to each other are essential to understand the management practices
within Taiwan's business groups. The next section provides a further analysis of
these issues.

I11.  THE SOCIAL ORGANIZATION OF THE INNER CIRCLE

In addition to the socia structure of the inner circle, scholars have pointed out that
the demographic characteristics of high-echelon management teams exert signifi-
cant effectson corporate strategies, structure, and performance (Hambrick and Mason
1984; Pfeffer 1983; Smith et al. 1994). Studying the social composition and demo-
graphic attributes of the inner circle not only enables to understand the authority
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structure of Taiwan's business groups but also other types of organizational behav-
ior and outcomes. This section analyzes the inner circle of Taiwan's top 100 busi-
ness groups including 1,010 individual-years of core leaders. | first categorized
these core leadersinto several socia groups and then investigated their demographic
characteristics such as age, gender, and education. | then determined how the non-
family core leaders were associated with the groups. These analyses clarified the
cultural argument and showed the significant effects of institutional transforma-
tion.

The data presented here are mainly coded from the directory of Business Groups
in Taiwan. |, however, supplemented these data from various biographical sources
(see Appendix A for details). Based upon this extensive survey, | identified four
categories of core |leaders that compose the inner circle as follows. (1) The key
person, who plays the pivotal role in the management of the whole group. Most of
theseindividuals are founding entrepreneurs. A few are core family members such
as sons, and this is most likely when the founders are old or have already passed
away. | coded other categories of coreleaders according to their relationshipsto the
key person. (2) Family members, inthe 1974 and 1988 editions of Business Groups
in Taiwan, coreleaders who are family members, both core and extended family, of
the key person were described in the text. In the 1996 version, a more complete
family treewas provided. Intotal, | identified fourteen types of family relationships
such as parents, parents’ brothers or sisters, spouses, brothers, sisters, brothers-in-
law, sisters-in-law, brothers' sons, sons, daughters, sons-in-law, daughters-in-law,
cousins, and so on. (3) Business partners, who are co-investors, entrepreneurial
partners, and business associates of the key person. These core leaders are not re-
lated to the key person in terms of blood or marriage, and have been working with
the key person since the early stage of the group development. (4) Long-term em-
ployees, who are neither family members nor business partners of the key person,
but are recruited from external labor markets after the groups were established.
However, in order to be considered as a member of the inner circle, these employ-
ees usually have served in the business groups for along time. These career paths
are usually indicated in the data sources (see Appendix A).

TableV liststhe proportion of family members, business partners, and long-term
employees in the inner circle of the 323 group-years. My first observation is that
family members did not dominate Taiwan's business groups as comprehensively as
the culturalists stated. They accounted for around 60 per cent of theinner circlein
1973 and 1986, and this percentage decreased to 53 in 1994. The numbers chal-
lenge the orthodox argument of Chinese familism. Family members never con-
trolled the whole decision-making process of business groups from the early years,
and their significance decreased after 1986. Secondly, we can see the decreasing
trend of business partners and a significant increase in the number of long-term
employees in later years, especially in 1994. These statistics reveal the effects of
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TABLE V
THRee ComPONENTS OF THE INNER CIRCLE IN 1973, 1986, AND 1994
Family Members Business Partners Long-Term Employees Total
(%) (%) (%)
1973 62 29 9 166
1986 63 19 18 212
1994 53 13 37 309
Note: N =687.

the institutional environment on organizations. The political democratization and
economic privatization initiated in 1987 triggered dramatic changesin the contexts
in which business groups were embedded (see Appendix B for details).

First, the deregulation of financial industries and the opening-up of capital mar-
ketsintensified the need for international standards of corporate governance (Useem
1998). Professional managers, rather than family members and business associates,
became the leading indicators appealing to foreign investors. Next, new tax incen-
tives brought in more foreign investment and multinational companies which in-
creased the level of international competition and accel erated the trend for profes-
sional managers. Thirdly, liberalization of monopolized industriesand privatization
of state-owned enterprises created unprecedented opportunitiesfor businessgroups
to step into lucrative industries such as banking and telecommunication. Participa-
tionin theseindustries, however, required managerial talentswith different types of
training, perspectives, and mindsets. Furthermore, due to the ambiguity and uncer-
tainties induced by democratization and other ingtitutional changes, decision-mak-
ing became more complicated than before.

The previous authority structure dominated by family members and entrepre-
neurial partners might not have been ableto cope with the new environmental trends,
managerial complexity, and fast-changing contexts since they tended to share simi-
lar psychological makeup and personality traits by living or working together since
the beginning. New executive talent became necessary for groups to continue pros-
pering. A reasonable organizational response was to enlarge the pool from where
the core leaders were recruited. As a result, the number of family members and
business partners decreased and more professional managers were introduced into
the inner circle.

I next examined the demographic characteristics of the core leaders. In terms of
age, | found that for al three years, the average age of the key persons was almost
identical with that of the business partners. Thisimplies that the same-year cohort
was an important structural constraint for entrepreneurship and business coopera-
tion in al three periods. | aso noticed that family members were the youngest
among thefour categories. On the average, they were eleven to thirteen yearsyounger
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TABLE VI
EpucaTionAL BAckGRoUND oF THE INNER CIRcLE IN 1973, 1986, AnD 1994
(%)

: Key Family Business Long-Term

Year Education L evel Persons Members Partners Employees
1973 Junior high 26 22 25 —
Senior high and professional 45 39 52 33
College 29 39 23 53
Graduate school — — — 13
Total number 109 101 438 15
1986  Junior high 22 6 21 —
Senior high and professional 32 24 58 27
College 46 51 21 63
Graduate school — 19 — 10
Total number 96 132 38 40
1994 Junior high 14 8 3 —
Senior high and professional 19 18 38 7
College 49 46 58 63
Graduate school 18 29 3 30
Total number 113 160 40 104

Note: N =1,010.

than the key persons and business associates. Entrepreneurstended to recruit younger
family members such as younger brothers, sons, and nephews rather than the ol der
generations into their enterprises. Fathers (or fathers' brothers) seldom worked as
partners or subordinatesin their sons’ corporations. There was an intentional align-
ment of authority in the workplace with that inside of the Chinese family. Another
closely related characteristic was gender division. As expected, only about 3 per
cent of the inner circle were females among the 1,010 cases. Most of them were
either spouse or daughter of the key person. It is clear that the role of femalesin
Taiwan's businessworld depended upon their husbands or fathers. Very few of them
worked independently asthe key person, business associate, or long-term employee
in business conglomerates.

Thethird characteristic | examined was core leaders’ educational background. |
coded the datainto four educational levels and presented the resultsin Table VI.

My first finding was that the educational credentials of the family members and
long-term empl oyees were higher than those of the key persons and business asso-
ciates, presumably due to the effect of age cohort. These two categories of |eaders
were born later when the modern education system in Taiwan became more devel-
oped than during the period when key persons and busi ness associateswere born. It
may be also due to the process of “professionalization” of family members in
Taiwan's business families. Founding entrepreneurs are inclined to prepare their
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TABLE VII

SociaL Ties oF NoN-FaMILY LEADERS To Grour FOUuNDERS IN 1973, 1986, anD 1994

Locality Ties  School Ties Either

(%) (%) (%) Totd
A. Business partners
1973 65 8 67 48
1986 70 8 73 39
1994 43 23 62 40
B. Long-term employees
1973 60 13 60 15
1986 35 20 53 40
1994 20 10 27 104
Note: N = 286.

younger generation by higher education. Even as early as 1973, we found that al-
most 40 per cent of the family members had a college degree. Thistrend has contin-
ued to later years, and in 1994, about 30 per cent of the family members had a
graduate degree. A substantial number of them earned MBA degrees in Japan and
in the United States. Lastly, long-term employees were always the best educated
among the four components. In 1973, when none of the other categories owned a
graduate degree, 13 per cent of the employees had graduate-level training. In 1994,
93 per cent of them had college or graduate degrees, compared to 75 per cent of
family members. Educational credentials became anecessary condition for an “ ex-
terna” employee to be considered as an insider in Taiwan's business groups.

Lastly, | investigated how non-family core leaders were socialy related to the
key person and presented the outcome in Table VII.

At least until 1986, 50 to 60 per cent of the long-term employees came either
from the same locality of or were schoolmates of the entrepreneurs, and then the
percentage decreased to 27 in 1994. This trend clearly showed the influence of
ingtitutional forces. The percentage of professional managers without preexisting
social tiesincreased abruptly from 1986 to 1994, at the time when amajor transfor-
mation in Taiwan’s socia ingtitutions took place. However, the new institutional
environment did not completely remove the strength of social connections. | found
that the social tieswere till important at the business associate level. More than 60
per cent of the partners had preexisting tiesto the entrepreneurs even after the tran-
sition. In other words, in terms of organizational management, changing institu-
tional and market conditions led to the need for professional executives, but in
terms of co-investment and entrepreneurship, trust and social embeddedness re-
mained crucial in an uncertain environment (Granovetter 1995b).
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IV. TYPOLOGY OF THE INNER CIRCLE

| have analyzed the 1,010 individual-years of core leaders as awhole. | identified
major social categories within the inner circle and examined the evolution of their
demographic characteristics. | also outlined how non-family core leaders were re-
lated to founding entrepreneurs. | moved a step further in this section. Instead of
treating all the core leaders as a homogeneous class, | analyzed the inner circlein
terms of individual groups. | first identified types of the inner circle system for
business groups. The criterion adopted was the proportion of different social cat-
egories of core leader in the group. | secondly linked these management types to
other group characteristics such as number of employees, total assets, group age,
and industrial participation. | aso cross-checked with individual characteristics,
for example, the founders' age, education, and ethnic background. While a multi-
nomial logit regressionislikely to be unstable dueto the limited number of casesin
certain types, cluster analysis generates testable hypotheses for the relationships
between the social composition of the inner circle and the structure of the group.

| calculated the proportion of the following five categories of coreleadersin each
group: family member, business partner with socia ties, business partner without
social ties, long-term employee with social ties, and long-term employee without
social ties. For this, groups that only reported one core leader (usually the group
founder) in the inner circle or contained missing data were excluded, leaving a
sample size of 234 group-years. For each of these 234 cases, | computed the pro-
portion of the core leaders (except for the founder) along the five social dimen-
sions. | hence obtained a matrix with 234 rows and 5 columns. A cell value in the
matrix represents the proportion of a specific type of core leader in the correspond-
ing group. In order to identify the type of inner circle by itssocial composition, this
matrix was subjected to a hierarchical clustering procedure, to assemble business
groupswith asimilar proportionin all thefive social categories. | used adissimilar-
ity (distance) measure to determine the degree of closeness between each pair of
groups. Euclidean distance was adopted as the unit of measurement, and the aver-
age linkage algorithm was used as the clustering method (Johnson and Wichern
1998, pp. 726-99). The results are presented in Table VIII.

What we first noticed was that the “family-dominant” inner circle system, in
which 96 per cent or more of the constituents were family members, never com-
pletely prevailed in the Taiwanese business world. Even as early as 1973, only 67
per cent of our sample belonged to thistype; and in 1994, this percentage decreased
to 55 per cent. There are other types of inner circle systems such as those domi-
nated by business partners, those dominated by employees, and those by a mixture
of family members and partners or employees. The results of this clustering cor-
roborated those presented in Table V and contradicted the prediction of dogmatic
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TABLE VIII
TypoLocy oF THE INNER CIRcLE, 1973, 1986, AnD 1994
Average Proportion of Five Social Categories Number
) - inthe Inner Circle and
Major Types Identified Percent-

Family  Partner Partner Employee Employee
Member with Ties without Ties with Ties without Ties ~ 298

1973
Family-dominant 0.96 0.04 0 0 0 56 (67)
Tied partner—dominant 0.02 0.90 0.06 0 0.02 14 (17)
Mixed 0.49 0 0.23 0.25 0.03 8(10)
Partner-dominant 0 0 1.00 0 0 6(7)
Total 84 (100)
1986
Family-dominant 0.98 0.01 0.01 0 0 37 (55)
Tied partner—dominant 0.18 0.79 0 0.02 0.01 12 (18)
Tied employee and family  0.42 0.03 0.04 0.50 0.01 9(13)
Family and employee 0.55 0 0 0.03 0.42 9(13)
Total 67 (100)
1994
Family-dominant 0.98 0 0 0 0.02 47 (55)
Employee-dominant 0.09 0.02 0.05 0.02 0.82 17 (22)
Tied employee and family  0.36 0.15 0 0.43 0.06 12 (14)
Family and employee 0.48 0 0.12 0 0.40 7(8)
Total 83 (100)
Note: N =234.

culturalists. Oneinteresting observation regarding industrial characteristicswasthat
this“family-dominant” type seemed to be more prevalent in domestic-oriented in-
dustries (Table 1X). One may hypothesize that groups operating in export sectors
are more likely to recruit managerial talent outside the family boundaries due to
international competition.

The second largest type in 1973 was that dominated by business associates with
social ties. On the average, 90 per cent of the core leadersin thistype were partners
of the founders and were socially associated. As shown in Table I X, an interesting
group characteristic for thisinner circle type was the low percentage of Taiwanese
entrepreneurs. In 1973, the population ratio of Taiwanese to Mainlanders was
80 : 20 but for entrepreneurs in this type, it was only 57 : 43. In other words, the
mainlander entrepreneurs, compared to their Taiwanese counterparts, were more
likely toincludetied partnersinto theinner circle. A plausible hypothesisisthat for
these immigrant entrepreneurs, extended family members were limited compared
to those of their Taiwanese counterparts, and business associates were the trust-
worthiest candidates.

In the 1973 sample, there was also a“mixed” type of inner circle system which
comprised family members, busi ness associateswithout ties, and socially connected
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employees. One distinct organizational characteristic associated with this system
was its large size in terms of number of employees and total assets. One possible
explanation would be that the extra need of financial sources forced the entrepre-
neur to recruit partners outside hisimmediate social circle. Thelast systemin 1973,
“partner-dominant,” consisted of business partners at arate of 100 per cent. Again,
one sees relatively fewer Taiwanese founders in this category, and they were also
younger than those in other system types. One might postulate that there was a
cohort effect in terms of business cooperation: younger generations could work
more easily with partners without ascribed social affinity.

In 1986, “family-dominant” and “tied partner—dominant” were still the two larg-
est types of the inner circle system. However, employees, with or without social
ties, started participating with family members in group decisions. As shown in
Table 1X, an outstanding characteristic of the “family and employee” type was that
the entrepreneurs were younger. It seems that younger entrepreneurs were more
likely to trust “outside” long-term employees, and this was less due to the educa
tional differences of the age cohorts.

In the 1994 sampl e, the most noticeable change was that employees had replaced
busi ness associates to become the second most important playersintheinner circle.
Consistent with my institutional argument, the significance of business associates
in the inner circle has decreased in recent years. Compared to 1986, three of the
four 1994 types were the same, as was the ranking order. The only difference was
that the “employee-dominant” type took over the position of the “tied partner—
dominant” type. The outcome was that no major typein 1994 contained a substan-
tial proportion of business partners. For the groups in the “employee-dominant”
type of 1994, family members comprised only 9 per cent of the core leaders, and
employeeswithout social tiescomprised 82 per cent. Entrepreneursin these groups
were generally younger and better educated than those in the other types. The aver-
age group age was twenty-seven, the youngest among the four types. Groupsinthis
type were also disproportionately concentrated in the export-oriented industries.®
While in all three years the groups in the exporting sectors tended to include a
lower percentage in the family-dominant type and higher percentagein other types,
in 1994 we observed the largest difference (69 per cent vs. 42 per cent and 7 per
cent vs. 29 per cent). A reasonable hypothesisisthat younger entrepreneurs with a
higher education level who started their business|ater in export-oriented industries
were more likely to establish non-family-dominant business groups, especially
after 1986. They wereinclined to promote core leaders from theinternal labor mar-
ket of the group, and in this internal market, ascribed social attributes were less
important. Thisimplied that the institutional deregulation between 1987 and 1993
had triggered a higher level of international competition which motivated the busi-

8 See Appendix A for how | determined whether an industry was export-oriented.
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ness groupsto include more* professional managers” into the decision-making pro-
cess.

V. DISCUSSION AND CONCLUSION

In the first part of this paper, | defined the inner circle system of Taiwan's jituan
giye by a comparison with the management configuration in the Korean chaebol
and Japanese keiretsu. The comparative analysis revealed that the ways the mem-
bers of the inner circle were related to each other were essential to understand the
managerial dynamics within the group. | secondly analyzed the composition and
attributes of the inner circle and their changes in 1973, 1986, and 1994. Further-
more, | developed atypology of theinner circle and proposed a hypothetical asso-
ciation between the typesidentified and other group characteristics. These analyses
challenged the deterministic cultural argument and the market-centered approach,
and demonstrated the usually understated institutional influences in organizational
changes.

The cultural argument in the current studies of East Asian enterprises has been
oversimplified and static. For Taiwanese business groups, Fukuyama (1995) argued
that family members, most likely the entrepreneurs and core family, did not trust
outsiders and thus dominated most of the decisive positions of the groups. How-
ever, the evidence provided failed to distinguish family members and non-family
members, such as business associates and long-term employees, in the inner circle
(Fukuyama 1995, pp. 69-82). In other words, the oversimplified judgment miscal-
culated the composition of the inner circle, and the force of family domination
might not be as complete as expected. Secondly, only static evidence was offered
and the over-time trends were ignored. By a more detailed and longitudinal analy-
sis, this paper showed that family members have never fully occupied the inner
circle since early times and their weightage in the inner circle varied in different
years, depending on ingtitutional contexts. These results imply that the concept of
Chinese familism is too narrow and that it would be more sensible to incorporate
thepossibility of cultural permutation and theroleof other institutional forces (Whyte
1996).

The inner circle system depicted in this paper aso challenged the market-cen-
tered approach of corporate structure. The cross-shareholding and interlocking di-
rectorate embedded intheinner circle system clearly showed that an atomized model
of corporation which ignored horizontal relationships between firms was unsuit-
able for understanding an organizational form such as business group. Due to the
pervasiveness of business groups and other inter-organizational forms (Powell 1990;
Podolny and Page 1998), scholars even suggested that “ The nexus of contracts ap-
proach seemed increasingly like atheory of US corporate governancein the 1980s
rather than a general theory of the firm” (Davis and Useem 2002, p. 233). My
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analysis of the authority structurein Taiwan's business groups should pave the way
for further research on a new approach to corporate structure.

Both the market-centered theories and the cultural determinism overlooked in-
stitutional environmentsthat contributed to the formation and evol ution of theinner
circle system. For the inception of the inner circle structure, the most important
cluecanbefoundinArticle 209 of Company Law of Taiwan (promulgated in 1966),
which did not restrict interlocking directorates even if the companies involved be-
longed to the sameindustry.® This clauseis significant when compared to the Clayton
Act of 1914 in the United States which restricted interlocking directorates when
linked companies were in the same line of business. Based on this concept, the
regulation of businessfirmsin Taiwan provided an essential institutional infrastruc-
ture to the inner circle system of group management.

Theinstitutional effects also appeared clearly in the evolution of the inner circle
system. As the data show, the composition of the inner circle shifted significantly
after 1986 when the biggest wave of economic liberalization and political democra-
tization in Taiwan's modern history occurred. However, one may arguethat Taiwan's
case is unique due to its specific political conditions, and the institutional conclu-
sion derived cannot be applied to other contexts. It is true that Taiwan has its par-
ticular history. However, the similar institutional transformation | described also
appeared in other developing economies and newly industrialized countries. For
example, Sachs and Warner (1995) provided a comprehensive survey on a world
scale on this subject. Moreover, aspecia issue of The Devel oping Economies (Vol.
31, No. 4, 1993) explored how economic privatization affected the ownership and
management structure of business groups in other East Asian countries such as
Indonesia, Maaysia, and Thailand. In addition, management scholars studying busi-
ness groups in India and Chile labeled the same phenomenon “ policy shock” and
statistically showed how these changes influenced the organizational structure and
performance of business groups (Khanna and Palepu 1997, 1999a, 1999b). It is
clear that institutional forces are an indispensable variable in explaining organiza-
tional forms and changes, and this paper provided more evidence for thisargument.

9 The only condition for interlocking directors is for them to report to the shareholders and gain
shareholders’ acquiescence on their business behavior (Ke 1995, p. 147).
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APPENDIX A
DATA SOURCES AND CODING

The major data source for this study was the directory of Business Groups in Tai-
wan (Taiwan diqu jituan giye yanjiu) (BGT hereafter), which is compiled by China
Credit Information Service (CCIS) in Taipei, the ol dest and most prestigious credit-
checking agency in Taiwan and an affiliate of Standard & Poor of the United States.
Thisdirectory has been publishing information on the one hundred largest Taiwan-
ese business groups (in terms of sales) since 1974. The definition of business group
adopted by BGT is asfollows:. “a coherent business organization including several
independent enterprises.” For the 1974 version of BGT, groups were chosen under
the following conditions: if more than 51 per cent of ownership consisted of native
capital; if three or more independent firmsidentified themselves as group constitu-
ents, if the group total sales exceeded 100 million, and if the core firm was regis-
tered in Taiwan. This definition was maintained through the later versions, and a set
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of more specific conditions for group membership was developed in the 1988/89
and 1996/97 versions.

For each business group, the directory recorded the history and financia infor-
mation such as total assets, net sales, and return on assets. It also reported basic
information about each member firm such asthe name of the chairman of the board
and manager. More importantly, it surveyed member firms, asked them to identify
the most important decision-makers within the group, and generated alist of core
leaders. It then provided a biographical description of the core leaders. Thislistis
considered to include the members of the inner circle in this study. While the bio-
graphical description often reveals the relationship between each core leader and
the group founder, it is not complete. | supplemented the directory with available
biographical information in Who isWho in Taiwan, Who isWho in Taiwan's Busi-
ness, Directory of Manager s of Taiwan’s Enter prises, business magazinesand news-
papers with regular coverage on business groups, and various autobiographies by
group founders. These various data sources also allowed me to describe the career
path of the core leaders.

A core leader was classified as “long-term employee” when the following de-
scriptions appeared in the career history: “a professional manager who joined the
group in 19X X,” “an employee who has been working in the group for along time
and has served as general manager in XX company and deputy manager in YY
company,” or “aconfidant of the family who joined the group in early days and had
occupied various important positions within the group.” A core leader was consid-
ered to have locality ties with the founder if both were from the same county or
city: for example, Kaohsiung county in Taiwan or Qingdao city in Shandong prov-
ince.

Since the main research issue was how institutional changes affected the man-
agement structure of abusiness group, | compiled data from three editions of BGT,
1974, 1988/89, and 1996/97, comprising data of 1973, 1986, and 1994. Appendix
Table | summarizes the statistics.

APPENDIX TABLE |
BAsic INFORMATION ABOUT THE DATABASE FOR GROUP M ANAGEMENT

1973 1986 1994 Total
Groups 111 97 115 323
Member firms 783 746 1,100 2,629
Keypersons ....................................... TR G e
Other core leaders 166 212 309 687
""" Shareholders 4291 3758 5577 13626
Chairmen of the board 756 727 1,077 2,560

Chief managers 705 614 923 2,242
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The 1974 edition of BGT is the earliest version available and the 1988/89 BGT
recorded the situation immediately beforetheinstitutional transformation described
in Appendix B. The changes between 1973 and 1986 hence were used as a pretest
(or control group) to analyze theinstitutional effects between 1987 and 1993, when
political democratization and economic liberalization wereinitiated. The 1994 data
(presented in 1996/97 BGT) functioned as a posttest which enabled us to observe
theimmediate effects of institutional transition. | did not use |ater versions of BGT
in order to avoid complicating effects such as the Asian financial crisis.

| coded the industry participation of abusiness group based on product informa-
tion about each member firm. | assigned a two-digit industry code to each group
member according to the Standard Industrial Classification (SIC) of the Republic
of Chinaamended in December 1996 (Directorate General of Budget, Accounting
and Statistics, Executive Yuan). In total, seventy industries were assigned to 2,629
group firms. | then aggregated firm sales according to the two-digit code. The in-
dustry that accounted for the largest proportion of group sales was treated as the
major industry of the group. On the average, the major business line accounted for
5565 per cent of group sales in 1973, 1986, and 1994. The distribution of the
major industries among the top 100 groupsis presented in Table I1.

To determine which of these major business areas were export-oriented, | re-
ferred to the Input-Output Table published by the Directorate General of Budget,
Accounting and Statistics, Executive Yuan in various years. The domestic vs. ex-
port-focused orientation of an industry is clearly revealed in the amount of its ex-
port value in the transaction table. | used 50% as the cut-off point: industries in
which 50% or more of their total production value was exported were treated as
export-focused. For example, in 1973, electronics, garment, plastic, and wood were
coded as export-oriented. The percentages of their exported production value were
70%, 67%, 51%, and 50%. The other industries such astextile, food, and chemical
matters were coded as domestic-oriented due to their low percentages in export
value (30%, 16%, and 6%).

APPENDIX B
INSTITUTIONAL TRANSITION BEFORE AND AFTER THE MID-1980s

There is a consensus among scholars that the government of the Nationalist Party
(Kuomintang, KMT) has dominated Taiwan's economy and society sinceitsretreat
from Mainland China in 1949 (Amsden 1985; Gold 1985; Wade 1990). It had a
relatively high autonomy from the economic sector and hence played aleading role
in Taiwan's development in the past fifty years (Evans 1995). Oneimportant reason
isthat KMT inherited all the industrial and business firms from the Japanese colo-
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nial administration which formed alarge public sector controlling critical resources
for production.2 To keep its predominance, KMT restricted new establishmentsin
most industries starting from the early 1950s, citing the small domestic market.

Until the mid-1980s, most of the key manufacturing sectors as well as financia
industries, public utilities, and transportation were still highly regulated and hence
were monopolized by public enterprises. These highly profitable and capital-inten-
sive businesses started opening to the private sector in the mid-1980s. This consti-
tuted the largest economic liberalization in Taiwan’s modern history and the pro-
cesswas accompanied and accel erated by the political democratization which started
in 1987.> Scholars offer different explanations for this “Great Transition” (Tien
1989). Some emphasize external forces such asthe pressure from the United States
for fair trade practices and appreciation of Taiwan's currency (Chu 1994), while
othersfocus oninternal factors such as political opposition, social movements, and
dissatisfied capitalists (Wang 1993, pp. 139-48).

While it is difficult to reach a conclusion from the evidence presented, the out-
come of thisinstitutional transition is obvious. Not only were more lenient admin-
istrative policies initiated, but new additions and amendments to the legal frame-
work, such asthe Banking Law Amendments (1989), Securitiesand Exchange Law
Amendments (1988), the Statute for Upgrading Industries (1990), and the Statute
for the Transfer of Public-Opened Enterprises to Private Operation (1991), were
also implemented (Cornell 1993; Pistor and Wellons 1998). These changesin insti-
tutional regulations have exerted substantial impacts on the environment in which
the Taiwanese business groups operate.

The first two law amendments induced the deregulation of financial industries
and the opening-up of capital markets in Taiwan (Semkow 1994); the third statute
brought in more multinational companies by providing strong tax incentives and
the last policy opened up lucrative industries such as banking and telecommunica-
tion to the private sector. All these changes have exerted a significant impact on the
managerial structure of the Taiwanese business groups, which is described in detail
in the text.

a According to Liu (1992, pp. 24-28), there were about 860 unitsin finance, utilities, transportation,
and various manufacturing sectors that were combined and transformed into government-owned
enterprises.

b The process was hastened by the death of President Chiang Ching-kuo, son of Chiang Kai-shek, in
January 1988.



