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A comparative study: Entrepreneurship in Pakistan
and Indonesia, an institutional and resource based
view

I ntroduction

This paper seeks, by way of a comparative apprdadaxplore parallels between the
evolution of entrepreneurship in Pakistan and ledcamn Entrepreneurship is often
presented as the catalyst for economic developarahyet the literature employs
terms such as “Rent seeking” and “Infant capitatstdescribe indigenous capitalism
in Pakistan and Indonesia. Why? Many scholars béfeeed unsatisfactory cultural
explanations or hinted at institutional weakneghout developing the analysis
further. 1 will use institutional theory and a oeisce-based view of the firm to
conceptualise the evolution of entrepreneurshiphénoften neglected informal
sector. This theoretical approach helps to exglarsimilarities that Rutten has
found between rural capitalists in developing Asia the entrepreneurs of Europe’s
early industrial revolution. Drawing on secondaoyrces and other examples to
illustrate how the theory applies, | will brieflysguss the textile industry in each
country before concluding. My finding is that emireneurship can enjoy sustainable
competitive advantages -- even without governmebsislies -- providing that
intangible resources such as: tacit knowledge,sscttemarkets and or cheap labour
are available for emergent capitalists to expMit.conclusion advocates the need for
further research on small to medium-sized entezpriwith an emphasis on successful
firms in the informal sector and the intangiblea@ses that they leverage.

Pakistan and Indonesia: an opportunity for
comparative study

Indonesia and Pakistan are the world"satd 6" largest countries by population and
share a number of common features. They have priedotty Muslim agrarian
populations; militaries with historically importardles in domestic politics and have
suffered chronic economic underperformance (Bod@B18l Haque 2007). They are
culturally, linguistically and socially diverse agdt share an important Hindu
historical legacy that predates the arrival ofrtslaFaced with many variables and
limited resources, the comparative method, as défioy Lijphart (Lijphart 1971),
enables us to test macro-hypotheses generatedtieory. This allows for the
testing of insights developed in Indonesia to bgied in Pakistan and vice versa.
When using the comparative method in social scigmeeautions that it is important
to be aware of its limitations but not be disalidgdhem. With these comments in
mind | will explore the question: Why has entregership in both Indonesia and
Pakistan not matched economic expectations?

In the introduction to his comparative study ofaltentrepreneurship, Rutten (Rutten
2003) identifies limitations in the literature angg that: “...variations in analytical

emphasis in the entrepreneurship literature oreifit parts of South and Southeast
Asia tend to mask the similarities on the grouretenomic, political and social — that
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seem to unite the different business classes adwsrcountries.” (Rutten 2003:32) He
argues that the literature on Southeast Asian remneurship - often devoted to
explaining the economic dominance of the ethnim€se - tends to be “Weberidat
culture based. Meanwhile scholars focused on SAsithis system of caste, have
drawn on class-based or structural models insgyeldarl Marx. Rutten observes
that both of these analytical approaches, are daiMaut have, in the absence of
comparative studies, limited potentially more fiulitheoretical development and
cross fertilisatiorf. My working hypothesis is that the shape and charauf
entrepreneurship depends on the institutional enaiient and the intangible
resources that are available.

Using a comparative approach to study the histbexz@ence from ancient Rome,
early China, and the Middle Ages to Renaissancegan Europe Baumol found that
in “the upper strata of society, rent seeking...gedigueplaced military activity as a
prime source of wealth and power” (Baumol 1990)r&preneurial behaviour,
therefore, develops over time and can evolve fraltamy to more benigmentier and
even productive varieties depending on the ingbitiad incentives or the “relative
payoffs society offers to such activities” (Baun®©0:895).

Describing the institutional implications for ermgreneurship Baumol states that “The
rules of the game [are] a critical influence hetptao determine whether
entrepreneurship will be allocated predominantlgdtvities that are productive or
unproductive and even destructive.” But what detees whether the entrepreneurial
process produces positive or negative results?exptore this question we need to
recognise that the entrepreneurial process is Beolry meaning that it depends the
diversity (and abundance) of the entrepreneurial activitgsélection of activity
defined by the institutional setting; and finalhetaccessibility of resources enabling
replication and growth. | will argue that collective expeatas play an important role
in defining the institutional environment, the pess of selection and the types of
entrepreneurship that evolve.

Why is Entrepreneurship seen as the catalyst for
economic development?

The popular expectation of entrepreneurial actistgf a benign if somewhat wild
force driving the economy. This view has been commgled by politicians who have
championed entrepreneurs as ‘national’ heroesdrstituggle for economic
development in both recently formed nation-statésakso in developed economies
facing economic difficultie$. According to Schumpeter’s theory of ‘creative
destruction’(Schumpeter 1942) (p81-87), entrepresare the drivers of economic
growth that innovate by combining resources, revohizing economic behaviour,
increasing productivity and, by extension, theards wealth. These idealised
notions of entrepreneurship set the tone for mgudision on the role of government
and institutions. It also helps explain the popérastration with entrepreneurship
when it fails to deliver positive results.
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Why has “Rent seeking” and “Infant capitalist” been
used to describe indigenous capitalism in Pakistan
and Indonesia?

These ‘national’ and ‘Schumpeterian’ expectatiohdamestic entrepreneurship were
fully present in newly independent Indonesia ankig?an. They contrast strongly

with both Baumol’s historical perspective whichoals for more varied outcomes. In
contrast to the Schumpeterian hero of Western grmeurship, who leads a process
of ‘creative destruction’, the entrepreneurs iniBi@k and Indonesia have been
described as corrupt (Ul Haque) and apathetic (§aemingrat 1969) by both
international and local scholars (see also Rut@B82.9-25). These negative attitudes
towards local entrepreneurs are not confined tasRakand Indonesia and are
symbolic of a wider misunderstanding of entrepresigip and its origins.

Rutten’s analysis of rural Gujarati traders showw Istructural, often stereotypical,
analyses have also been critical of small-scatéetrantrepreneurs in rural India.
Theirlack of focus, it has been argued, prevented them from “reimvgsheir profits
in the industrial enterprise [or]... to advance tembgy and increase the scale of
industrial operations... [and] were said to be natesly quick to shift investments
into new fields in search of quick profits.” (Rutt2003:19) According to Rutten this
“inclination to involve oneself in too wide a rangedisparate commercial and
industrial activities, whether successively or diameously” only reinforced the
impression of Indian entrepreneurs as “commer¢sil{Streefkerk 1985) who
imitated to “fill a known gap in the production e¢hia(see Rutten 2003: 20).

Similar structural analyses, Rutten argues, weee us Malaysia and Indonesia to
explain the poor performance of indigenous entmegues. But because of the
presence of successful ethnic Chinese businesdagat explanations were added to
explain poor results. Typically these ‘Weberiarganents claimed that Confucian
culture is entrepreneurial. These positions areesdmat ironic given that Max Weber
had argued that Confucian culture limited entrepueial behaviour (Weber 1968).
Nevertheless, this prompted the state, in the gafiseonomic planning, to cultivate
select indigenous entrepreneurs, which Railloredgihfant capitalists’, with
favourable policies. Raillon reasons that “stroogernment intervention... is not
unexpected, as it is a rare thing to have spontandevelopment of capitalism
without state mediation.” (Raillon 1991) (p 92).tBtate mediation is a form of
selection and needs to be considered critically to explarequestion further.

For example, IndonesiaBenteng policy of the 1950s was designed to favour
Pribumi (indigenous) businessmen by awarding them monstgolmport
licences.(Booth 1988)This policy prompted the formation of what poplydrecame
known as Ali-Baba enterprises where Ali represetitedribumi (Muslim) front man
with political connections and Baba representeddhimese Indonesian businessman
with commercial know-how. Sadly these state pes@ncourageent seeking
entrepreneurship and reinforced culture dominaieds of entrepreneurship where
the dependant and ‘short-cut-ish mentalityPofbumi politico-entrepreneurs were
exaggerated (Rutten 2003:25) and extended to ttieryeopulation. This fed the
belief, held both domestically and abroad, fPrabumi businessmen were incapable
of advancement without state support. Pakistaig push for industry” (1947-58)
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resembles Indonesia’s experience and sets theédotieeir respective post-
independence development trajectories: “Variougcpaoheasures, such as tariff
protection, import licensing schemes and otherrotsybn imports, rather than
enhancing productivity or encouraging industridl@afor growth, instead adversely
affected the country by giving rise to a new elitgst-entrepreneurs but rent
seekers...” (Ul Haque 2007: 9)

The lack of government neutrality in managing naicentrepreneurship initiatives
created institutional imbalances and dependencgwaiilversely affected the
evolution of entrepreneurship in these countrieshé case of Indonesia the
vocational tendency to favor salaried governmerleyment, combined with
popularist economic planning and hyperinflationalé®d by Siregar (Siregar 1969)
created a perfect storm for these imbalances. ¢teoenic and social consequences
of rent seeking entrepreneurship, as a tax and source of corruptie well
documented (Jacobs 1992; Khan and Jomo 2000).etwU|l Haque recognises
that “at times rent-seeking might be preferred duatrepreneurship” (see also
(Baumol 1993)). The awarding of rents may enabléipal leaders to buy off
potential rivals or entice collaboration from otivese neutral parties. Recently
formed nation-states contend with an array of dyeat socio-economic forces and
find ways to neutralise or pacify them, especiallfhose that are as diverse as
Indonesia and Pakistan. Both governments have)(oxeed on systems of
patronage centralised around the executive anohifitary to maintain unity and this
has come with a cost. Once an institutional envirent that awards rents and
monopolies has been established it is very diffitnchange because a mutual
dependency between the state and the private sssoemnges. Cognitive lock-in,
which occurs when close ties between agents fittetsnformation which would
reveal the negative contribution of their actiomynalso play a role in maintaining
these arrangements. (Gargiulo and Benassi 2000)

To understand how the mutual dependency emergeanveonsider the position of
an entrepreneur presented by the government wetbphion ofrent seeking.
Monopolistic rates of return should appeal to lmsmercial sense but where
implications for the common good are excessivetyimental and apparent; one
would expect some reluctance to profit lest jeaksitead to retributions from rivals.
However, the implications are often not immediagghparent and there are rationally
bounded (Simon 1957) (P198) limits to what degreerarepreneurs can investigate
an opportunity. If the entrepreneur does not tdkeantage of the opportunity then a
competitor might. Refusing to work with the goveemhcould also have negative
consequences. Where rents are the norm, alteesae limited and deals with the
government expected, the entrepreneur will apprétfaelyovernment for deals and
aggressively so because this is where the bestrnices lie. Crony capitalism also
referred to as ersatz capitalism is essentiallgdéin that it encourages the
centralisation of power often at the expense adtorgy and technical innovation
(Yoshihara 1988).

Suharto, Indonesia’s second President, inheritdthatic economic environment
from Sukarno in 1967and set about changing Indonesia’s institutiomghéer
centralising commercial, political, economic, judiand legislative power. He
established a relatively stable patronage-baseidogment for business.Sidel
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describes the socio-economic environment: "Suh@dsided over the continuous
flow of capital, labour, and commaodities, and teguiar rotation of military and
civilian personnel...it was precisely this steadgudation...that kept Indonesia in
motion as Suharto stood still, for more than thymyars." (Sidel 1998)

Suharto’s Indonesia went through the motions oflimgj elections and passing laws
in parliament, with the interests of constituerdugs selectively represented. The
bureaucracy (government organisations) and bussdbat evolved around the
political system was geared to serve these chasestituents and ultimately the
Suharto establishment’s interests. Built arousgistem of centralised patronage,
Indonesia’s economy grew, helped along the wayilrgwenues in the 1970s, but the
regime nevertheless squandered some spectaculartanigies for developmerit.In
2004, the Asian Development Bank reported thatdiresia’s governance system”
had, prior to the 1998 financial crisis, "operatedier a regime in which state
institutions neglected good governance and theafulew, where the state managed
essential parts of the corporate sector, and wdw@reption was allowed to rule over
common interests”

Ul Haque’s focus groups with businessmen acrosgsiak (2007:20-21) found that
two themes emerged which suggest such a scenariockarred in Pakistan despite
relatively more changes in government over the saenied of time: 1) “Business is
not dynamic; few businesses seem to grow to be lemgglomerates and
multinationals” and 2) “Innovation which is the kieyentrepreneurship seems to be
nearly absent.” He attributes this malaise to aabdéished “rent-seeking culture”
where “businessmen, rather than focusing upon iatn@v expect that the
government will help.” For example, he cites reqsié®m the businessmen to the
government for protection against cheap Chinesdyats and compensation to
Sargodha merchants who lost customers to Lahore wigemotor way was opened.

This view does not differ enormously with the sitaa for entrepreneurs in
Indonesia. Gustav Papanek in his study of theriadian textile industry found that
affirmative action programmes in Central Java ‘=mdined entrepreneurial skills —
innovation in relation to products, markets, tedbg®s and management — and
instead encourage cultivation of political and lawmeatic contacts.” (Papanek 2006)
But what of the entrepreneurs who are not patefriner circle? To investigate this
guestion | will present theory to examine the tnsitbnal environment inhabited by
the multitude of small to medium-sized enterpriseghe rural-industrial fringe of
society which Ul Haque refers to as the informateg'.

What does institutional theory and the resource-bas ed
view of the firm suggest about the challenges facin g
entrepreneurship in the informal sector?

South and Southeast Asian farmer-come-entreprenRutten discovered, resemble
early European industrialists on three cotfnthey progressively withdraw from
their villages to settle in towns and cities; dista themselves from labour and
employ workers from outside their immediate comrtigai(Rutten 2003:207-208).
This severing and redevelopment of relationshipkvsll argue, driven by an
entrepreneurial need for resources in the shapewfinstitutions. To understand
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rural entrepreneurship from an institutional pecsipe | will combine the
contributions of Alice Dewey, Douglas North, andidlLanda to institutional theory,
before briefly integrating a resource-based view.

In the 1950s, the anthropologist Alice Dewey, inigeded trade and social control in
Java and asked: “why there was such a huge differbatween the prosperity of
Chinese traders and Javanese traders?” Dissatgiile the prevailing cultural
explanations she examined trade using social dahiory. Dewey found that “the
one factor which consistently differentiated Jaws@nand Chinese traders was the way
in which informal social sanctions operated.” $renulated the hypothesis that
systemic differences in the social environmentefChinese Indonesians and the
indigenous traders could explain responses to esmnopportunities (Dewey 1962).
According to Dewey’s argument social sanctions weoee commercially effective
amongst Chinese Indonesian traders than amonggemalis groups because, as an
ethnically and religiously distinct minority, thersequences of social sanction or
exclusion from their community would be catastraphThe relatively high degree of
co-operation amongst Chinese Indonesians loweagddrction costs and facilitated
access to more profitable types of trade whiclurn stimulated the formation and
reinforcement of group identity and enterprise.&€Thore profitable the group
ventures are the more effective is the sanctidghethreat of exclusion from future
groups. This sanction reinforces group solidatdawers the risks, and makes group
operations more effective.” (Dewey 1962:178)

New Institutional Economics (NIE), especially thenw of Douglass North (North
1990), drew indirectly on the principle of socialntrol theory. He defined institutions
as: formal constraints based on written laws amdraots; meanwhile, informal
constraints are based on codes of conduct. Itiehtal environments are hybrid by
nature but a given ‘transaction type’ will domina&pending on the social
environment. There are, according to his motlete types of transactions between
organisations, or individuals (1990:34-5) with ieasing scope for economic
specialisation:

» Type one transactions occur in villages or tribed are reciprocated through
social favours and limited monetary exchange

* Type two transactions occur between members of sacial network, such
as guilds and ethnic minorities, are supported whttd party enforcement and
may be monetized

» Type three transactions are usually monetised antimymous third party
enforcement by way of legal precedent and or writtentracts

TYPE ONE

According to this NIE framework, transactions tbatur in villages or tribes are
reciprocated through social favours and do notdawdiverse entrepreneurial activity.
For example, within an economically isolated viagnvironment, North argues, the
market is so small that poor economies of scalelyde all but the most rudimentary
specialisation. While his classification sometiregaggerates the absence of money it
highlights the importance of social exchange anéxignsion social status. The
dense social network enables villagers to knowanaher’s business, making
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shirking difficult and status important. When adiindual takes initiatives to
specialise (diversifying entrepreneurial behavidwe)will encounter the institutional
limitations of this environment.

For example, Dewey found that institutions whichlae trade within the village can
hinder the would-be trader from achieving scale gppetialisation. She describes
how a villager, aspiring to sell his harvest of &aas in the local town, attracts
neighbours who attempt to relieve him of excespbup return for coconuts next
week. This usually well intentioned exchange introes a degree of uncertainty to
the would-be entrepreneur’s planning process. tl@stockpiling of the harvest to
proceed smoothly, a change in local institutionseisded where the anticipated
financial exchange in the market takes precedeneethe social exchange in the
village. Alternatively the would-be trader cans@asing he has the resources,
distance himself from the village environment toidwnwanted transactions. This
might not initially mean quitting the village batmay oblige the trader to be absent
for extended periods while he establishes institi relationships that would support
his more specialised role. There are precedenthifokind of economic migration.
For example, Indonesia’s Minangkabau people, knfmwitheir entrepreneurial flair,
have a tradition where young men migrate to otlaetspf Indonesia in search of
opportunities to start their own businesses (N&dml).

TYPE TWO

Migrant entrepreneurs often provide a good illugiraof type two transactions.
Chinese Indonesian traders, even when dispersepagguocally, relied on “external
pressures and internal allegiances” Dewey argued;reate communities in which
the members [had] considerable control over edoérdt(see also Hannah Papanek’s
1972 analysis of Pakistan's Muhaijir business €li}e Dewey recognised that, as if in
a village, the “pattern of reciprocal duties andgdiions” meant that social or
financial accounts were kept open as the relatipsdtetween members were
expected to endure for life. Hierarchy and stalag an important role in these
transactions and along with codes of conduct pg®sed to written laws - are the
dominant heuristics in determining the terms adi¢rarhis equates with what North
calls type two transactions.

As most Chinese Indonesian agricultural tradethén1950’s had recently migrated
from villages in Fujian, it is not surprising thtaey displayed institutional behaviour
which resembled that found in villages. Howeviee, &ct of migration to a new
institutional environment prompted innovation besmthe Chinese Indonesians faced
new opportunities and could not rely alh of the institutions they had relied on in
China. The nature of the social environment in Beast Asia meant that new
transactional approaches had to evolve. Migratioimdonesia therefore, provided an
institutional shock for these individuals that ched the rules of the game at a faster
rate than which was possible in their home villagegh remained underdeveloped
until recently:"

The economist Janet Landa (Landa 1981), inspirelddwey’s social sanction
theory, developed a transaction cost model to expie trading practices of
ethnically homogeneous middlemen groups in rurdbyia. These ethnic Chinese
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also relied on codes of conduct for contract ergorent and, based on cultural
identity, discriminated between insiders and o@sdBYy way of heuristic screening
techniques, that determined the degree of "so@tdrce" and reliability, they judged
the risk premium associated with their counterypadutsiders had to pay cash to
transact meanwhile insiders might be granted faaldercredit. According to this
theory, caste, religious and ethnic boundaries seaye as useful proxies to
determine counter-party status and reliabilitynda also showed that as the size of
the trading coalition expands transaction costeesse because more effort is
required to determine the risk of default. Thetes the limitation of type two
transactions and the degree to which specialis&ipossible. A ‘commercialist’
strategy makes a great deal of sense for entregmehmited to type two transactions.
Eventually however, opportunities for arbitrage thish as trading networks become
saturated with type two transactions and compaititibhe result is poor productivity
as entrepreneurs expend their energies seekingstrather than ‘reinvesting their
profits in industrial enterprises’. The returnsdentity-based type two transactions
eventually suffer and with this outcome some eméegurs will start to gravitate
towards institutions that provide better incentives

Rutten found that, in the intermediary phase offinmer-come-entrepreneur,
networks are vitally important. However, he alsgsatved that amongst rural
entrepreneurs “it initially appears that caste @lidion are central features of
business organization, but on closer analysis tbasde seen as just one of the ways
in which the wealthy business class forms netwtwl&rengthen its economic
position...” (Rutten 2003:209) Rutten observes thas not so much collectivism or
individualism which explains successful or unsustdsntrepreneurial behaviour; of
far greater importance is the flexibility to adjgsicial and economic forms or
organizations to changing circumstances.” In sams&nces where the transition to
urbanised entrepreneurship is advanced Ruttemalgal that caste and religion no
longer dictated behavioural norms. The transitiom the village to type two
transactions signifies a new institutional envireminstill governed by social
sanctions but also by market forces that encourageased levels of specialisation
and experimentation. Where innovations are nallipoainternationally

competitive, demand will trigger not only economadéscale but also the need to
transact with outsiders on a type three basis.

TYPE THREE

According to North’s framework for type three tran8ons, anonymous, third-party
enforcement, by way of legal precedent and/or amittontracts enable further
economic specialisation and scale. The variefientepreneurship incentivised by
this institutional environment includes researct davelopment, brand management
and other high value-added activities typicallyoassted with cities in developed
economies. North states that for a type-three-i@ien environment to thrive the
judiciary and government needs to be independahfaan Where the institutional
environment supports type-three transactions, mibdty rises because property
rights are secure and sophisticated transactiomsrceable by third parties, are made
possible. While the relative power of social santdidiminishes, the threat of legal
enforcement increases. However, legal enforcememntpensive but relatively more
so for the party at fault so ultimately it is infioal constraints — and more limited
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social sanctions — that guide day-to-day affaipgpsuted at a distance by the legal
system.

Urbanisation accompanied by sophisticated typecthystems of exchange also
facilitates the formation of economic clusters apdcialisation. By establishing
markets for knowledge the cost of innovation falatrepreneurs and their firms can
access intangible external resources which wherbowd may provide the firm with
a competitive advantage. In the preface of hessatarhe Theory of the Growth of

the Firm (Penrose 1959), Edith Penrose stressed that “Human resourcgsreg

for the management of change are tied to the iddalifirm and so are internally
scarce” and that for a firm to grow it must attreegources from outside. Penrose
explicitly referred to tangible resources such lagsjral assets and capital but also
intangible resources such as skills and knowled®gnrose according to Connell
presented “a process theory of growth based opuhsuiit and coordination of
knowledge” (Connell 2009). Middlemen are not pdrthe social exchange economy
of the village and so can demand cash paymentsobitgble terms of credit. To
achieve favourable trades they cultivate and rdéaowledge of their suppliers. The
middlemen with respect to primary producers arécglfy in a stronger position in
this trading relationship as they have more chaiwd are better resourced.

Mission critical transaction partners have a majluence on the evolutionary
development of the firm’s character and capabditeustomers, especially in
monopsony situations, can select for instituti@ggdhistication to reduce transaction
costs. For example, rural entrepreneurs that ttadenodities with larger
international customers are usually obliged to cahtlype-three transactions. This
kind of relationship may often, as a result of gyatandards, oblige rural
entrepreneurs to adopt norms and technology thgtitrotherwise not become part of
day-to-day business. The quality systems that suipyme-three transactions take
time and hard work to develop but they are vitaltportant to the entrepreneur’s
ability to retain and grow accounts. Where the rarssritical partner is the customer
competition can drive institutional innovation goductivity improvements.

Where the mission-critical transaction partnehes government, the direction of the
institutional innovation depends on the incentigetablished by the government. In
other words, the government policy becomedection mechanism that favours
certain types of entrepreneurial fithess. Govemsha Korea, Singapore and Japan
have successfully cultivated entrepreneurs andindustries but importantly also
have a track record of withholding support fronmigrand industries that do not meet
commercial expectations (Booth 1998:136-7). Theyalogenerally allow
dependency or undesirable entrepreneurial behasiatlr as rent seeking to develop.
Another scenario described in the literature ithef‘parasite state’ that so
disincentives entrepreneurial activity, for examjolg way of weak property rights
and or prohibitive tax that would-be-entreprendagsome apathetic. With less
entrepreneurial behaviour, theversity of firms suffers and there is a smaller pool to
select from which in turn makes the challenge of statgpsut for entrepreneurship all
the more difficult.

Interestingly type-two transactions can, when the of law is uncertain, prove
superior to type three transactions and offer ac@advantage to castes guilds or
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ethnic minorities. For example, in the newly indegent Papua New Guinea, as
Europeans exited manufacturing and financial bssieg Chinese minority
entrepreneurs sourced financing from their so@alvorks to fund acquisitions. As
loans were practically unavailable from the fordaahking system they were able to
buy these businesses with little outside compeiitu 1974). However, the
weakness of both formal constraints and socialtgarscultimately works against
entrepreneurial behaviour and economic developnawey’s findings suggest
where the legal environment is weak and socialtgarefunction poorly,
transactions tend to be less sophisticdtéDewey 1962:181).

We shall see that, with lower communication andsliogal costs, the informal sector
has become a hybrid institutional setting wheréective and individual forms of
entrepreneurship are becoming more common. Byslfyang from farming into
regional trading and light industry, the rural epiteneur gains access to new
opportunities and resources not available in hmaéwillage and then very quickly is
faced with competition on a global basis. Whegeghvernment encourages rent
seeking forms of entrepreneurship the agility ndedehrive internationally will be
missed.

A discussion of the textile industry

The textile industry is often a first step in inthiedisation and both Indonesia(Hill
1992) and Pakistan(Zaidi 2005) have significargnests in this sector. Earlier |
referred to Gustav Papenek’s study (Papanek 2Ga@8)teepreneurship in the
Indonesian textile industry which showed that sdilesiin Java encouraged rent
seeking. However, in Bali, Papenek describes ergngrs that were able to develop
textile businesses that became internationally @titiye with practically no direct
support or attention from government. They adoptkdt | call “just-enough-
technology” entrepreneurship where existing insbtws are able accommodate the
new approaches, permitting productivity increasbewin turn offset the transaction
costs of learning.

According to Papenek, textile entrepreneurs in Belde use of their knowledge of
village cottage industry to contract out sewinge most labour intensive part of
clothing production. This enabled them to cergmhnd focus on scalable activities
such as “analysing the market and developing desmriting the cloth; inspections
and quality control of finished garments; packisigipping, arranging credit and
collecting payments.” These entrepreneurs subotetidabour-intensive activities in
much the same way as the early textile industtgirs Europe ‘put-out’ production to
households and workshops (see Rutten 2003:215c8gssing cheap village
resources (labour and skills) entrepreneurs wdeetallimit their investments in
infrastructure and management:

“Having sewing done in the villages had substamtthlantages in cost and
flexibility. Buildings did not have to be provideéd house operations; workers
did not have to be supervised; the work was donee ieeaply because it
could be done during odd hours and on days whee thas little other

activity; and it was simple to increase or reddweamount of work without
hiring or dismissing workers or paying overtimeaffenek 2006:88)
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A substantial number of the original entreprenéuiiBali were tourists (turned
expatriates) that took advantage of relaxed aggudwards visa restrictions. By
partnering withPribumi that were familiar with local resources and ablepply

social sanctions, these tourist entrepreneurs yrahwhom had prior knowledge and
contacts in the fashion industry - transformeddéygabilities of domestic production.
With time thePribumi entrepreneurs learned from the tourists and eaéintreplaced
them™!

Papanek writes “the symbiosis with tourism was ialuor the industry” (Papenek
2006:86) because besides the tourist-entrepreitals® provided infrastructure and
an on-the-spot retail market which reduced theslimfecommunication significantly.
Once Garuda, the national carrier, lost the monopwér international flights to Bali,
the costs of transport fell. The boom in the tstuaind retail industries stimulated
both growth and competition driven largely by marioecesgoverned by both the
industry’s and the village’s institutions. Thdagbumi entrepreneurs in Bali
“succeeded primarily in the usual way of the markey enterprise, hard work, risk-
taking and saving...seizing the opportunities presstbl the rapidly expanding
tourism industry; their strong focus on the expoarket; and their ability to keep
costs low by putting out the sewing function tdagle groups” (Papenek 2006:85).

Meanwhile, Pakistan is one of the world’s largedtan growers and has ample
labour that together should represent a tremenslouse of competitive advantage
for the textile and clothes sector. However, “Btda is generally not perceived to be
a preferred supplier by buyers in the export markstit lacks innovation and
quality’(Khan 1998). Meanwhile, the competitiomprin Indonesia and other countries
that do not produce cotton, have been able to ledtatompetitive textile and clothes
industries by sourcing suitable materials abroatic@mbining their cheap labour
with management systems that can respond to temational market. Pakistani
textile entrepreneurs are at a disadvantage to¢heipetitors because the incentives
to coordinate production are underdeveloped. Spg)weavers and garment
producers appear incapable of reading and respgidia coherent manner to
international market trends and customer needsoring to Naheed Zia Khan it
was the unintended consequences of governmenygbat prevented Pakistan
developing a more integrated value chain.

The yarn and weaving industries are the most damiglaments in the Pakistani
cotton value chain and are the largest foreign amxgh earners. Together they are also
an important part of Pakistan’s formal sector aadehbeen a major recipient of
government support especially by way of cheap lo@hsese loans prompted over
capacity without incentivising better downstrearorciination. Despite an absolute
increase in volume, poor quality has led to a weakléargaining position and
mediocre earnings on a per unit basis. Qualitygssuth yarn and cloth sourced
domestically put Pakistan’s garment industry aisadivantage (see Khan 1998).

Khan describes weak supplier and customer relatisngell as a poorly developed
system of informal and formal constraints reminmgce Dewey’s description of
unsophisticated transactions. Pakistan’s garmentfaaturers do not receive the
kind of immediate consumer feedback that their teqparts in Bali have received.
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Instead, according to Khan, the industry has beatongnated by volume exporters
that often “solicit orders by offering lower pricasd seem to be interested in ‘one
shot’ business rather than developing long-ter@ti@iships with the customers.”

This at first glance looks like the lack-of-focusreotype mentioned in the
introduction. However, the theory and literaturggest that these relatively
unsophisticated trades are an unintentional bytproof government policy. The
dominance of government favour in the formal sectonbined with the
government’s ever present need for foreign exchamehave unintentionally
incentivised this pattern of trading.

Conclusion

This paper has argued that the limitation of em&geeurial performance sits less with
structural or cultural shortcomings, but ratherwihie institutional framework that
incentivises entrepreneurial behaviour. We have #est the expectations of
entrepreneurship as a panacea for economic develdpmPakistan and Indonesia
have exceeded the capacity of the institutionalrenment to incentivise positive
results. Trade protection and import substitupoficies implemented by Indonesia
and Pakistan, although well intended, created asesking form of entrepreneurship.
Meanwhile, rural capitalists in the informal sedtawve been largely neglected and
this has meant that a vast amount of entreprengatantial has been overlooked and
underexploited. However, from the Balinese exann@ecan see with hindsight that
this neglect can be a blessing in disguise. A€Rapdemonstrates, the Indonesian
government’s policy to liberalise the Balinese tstindustry inadvertently provided
incentives and resources for entrepreneurs to éXplapenek 2006:85) - including
for a brief period tourist entrepreneurs who becaaieable points of access to
international markets and conduits for tacit knalgie to their local counterparts.

For national welfare to improve, it is Pakistan &amdbonesia’s informal sectors that
need to be activated as sources of entrepreneutigity. To obtain the best results,
where participation is high and entrepreneurialvégtdiverse, each country needs to
develop institutional environments that can inogsé more sophisticated forms of
transaction. Unfortunately Pakistan and Indonesisstitutional environments have
historically made many types of sophisticated taatiens prohibitively expensive
and this has seriously limited the potential fongtouctive entrepreneurial activity.
Even after considerable economic reform, governrtends to favour large-scale
enterprises in the formal sector over the interektie informal sector. Small to
medium-size firm access to tangible and intangieé®urces remains very limited by
international standards. However, these limitatiarmsless restrictive than they were.
Global infrastructure such as modern telecommuicicathave helped reduce
transaction costs as access to information hasiteecbeaper.

There are companies serving Pakistan’s substataraestic garment market that
could evolve into innovative exporters providingtitutions emerge that support this
form of entrepreneurship. By investing in and téag from their customers, they
should develop competitive advantages just as garpreducers in Bali have done,
providing they can effectively source the tangintel intangible resources needed for
their development. Opportunities may have beenrsiprad during plans to
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incentivise national entrepreneurship but the beatiSchumpeter’s theory of
‘creative destruction’ is that there are alwayspgdedooking for new ways to innovate
for the better, providing the incentives are right.
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Geert Hofstede's legendary national culture rebearcritiqued. Crucial assumptions which
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" An example is David Cameron’s recent appeal tdBttitish entrepreneurial spirit to find the
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v Booth 1988 see pages 312-318

YFrom 1965 to 1967 Suharto was essentially in cbofrtndonesia but Sukarno retained the title of
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' Select members of the politically neutered Chirlagenesian business community -thakong-
were awarded monopolies by way of joint venturése Cukong dominated the economy, influencing
not only the formulation of law but also the belwawiof other organisations in the political and
economic sphere. Rents from these joint ventuere fed back into foundationgaf/asan), political
parties and ‘security’ organisations, includinggmailitary “youth” groups, under Suharto’s control.
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A nation in waiting : Indonesia in the 199®»oulder San Francisco, Westview Press.
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but the regime did not leverage, as well as ghhilndonesia’s potential as a low-cost
exporter. Instead Suharto retained tariffs and rpolies, focusing instead on import substitution and
redistributive approach to Indonesia’s politicabeomy see p67-68 of McVey, R. T. and Cornell
University. Southeast Asia Program. (1992). SowghAaian capitalistdthaca, N.Y., Southeast Asia
Program, Cornell University.
_ See also Booth 1988
> During the Asian financial crisis the IMF imposedtitutional reforms on Indonesia’s government
as part of its rescue package. A letter of inteetting out the conditions for the IMF’s suppavas
jointly signed by the government and the IMF off' I&nuary 1998. This agreement and three
supporting memorandums (Aprif'9June 25, and November 1% set in motion a tectonic round of
institutional change that it was hoped would remimatyNew Order’s institutional legacies. They
stipulated that subsidies be wound back, barreensternational trade reduced and monopolies
dissolved. These agreements were also aimed aiaesing corporate debt, reforming the banking
system, improving governance and ensuring econstalfility. Central to the IMF's strategy was a
belief that these signals of reform would encourthgereturn of foreign investors but disappointing|
little debate was focused on the plight of domestitrepreneurs beyond the usual calls for state
intervention.

*Dana, L. P. (2009). Handbook of research on AsidgrepreneurshipCheltenham, UK ;
Northampton, MA, Edward Elgar.

Khurrum, S.Bhutta and Adnan, Omar Pakistan p28@6rding to the 2005 economic census
of Pakistan, there are 3.2 million business enteepmation-wide and SMEs constitute over 99% of
them. They employ 78 percent of the industrial eyplent and by value contribute nearly 35 percent.
Pakistan exports are estimated to be US$16.1 biliamarily in textile, rice, leather goods, sports
goods, chemicals manufactures, carpets and rugse(@ment of Pakistan 2005. 96 percent of firms
are owned and managed by an individual as a sof@iptary concern. 98 percent employ fewer than 5
people and 99 percent employ fewer than 10 peaplEhese characteristics of the SME sector suggest
that most of the businesses are in a low-growih tlaaling in traditional products and unable tmbl
up the technology ladder.”

See Latif, Adam p 97 “In 2005, 99.9% of all entésps were SMEs. They produced approximately
60% of Indonesia’s GDP and absorbed more than @® #donesia’s labour force ... and play an
important role in the efforts to produce non oipexs.”

X (Ul Haque 2007 :12) “Today almost 40 percent ofilbess takes place in the informal sector and still
as compared to the large scale industry, the sualé enterprise and industry continues to face
unfavourable policies. Neglect of the sector ort pathe government is evident from the fact thadre
today actual growth rate of the sector is not caleghu(the way it is done for large scale sectary, a
instead it is merely imputed. The small scale dedinformal sector may be much more dynamic and
productive than what government figures have coetito show till today. It is also important to @ot
that the small scale sector is the breeding grdonghnovation but continues to attract little raseh.”

X! Scholars such as Dobb, M. (1947). Studies in tiveldement of capitalisnNew York,,
International Publishers.

(1976 p277-278have argued that the entrepreneurs of the indlsévolution in Britain
were not from the established and elite merchadsdbut were largely craftsmen and yeomen farmers
dissatisfied with the status quo. This embryoniddieclass had no reason to support the privilege (
rents) historically granted by the crown (from faliimes) to guilds and other vested intereststelnd
they innovated with the resources, tangible anahigible that they had at their disposal with litite
no government support apart from a robust legaksyshat guaranteed property rights and reduced
transaction costs.
X Papanek, H. (1972). "Pakistan's Big BusinessmerslituSeparatism, Entrepreneurship, and
Partial Modernization
" Economic Development and Cultural Change, Vol.I4. 1 (Oct., 1972), pp. 1-32

The business elite or the "Twenty-two Familiegittbame to dominate Pakistan’s post
independence economy were migrants from India gpéar to have actively developed social-
commercial networks such as chambers of commeatdailitated type two transactions See p11-13
See also P19 “Group loyalties play an extremelyartgnt role in hiring and employment in
commercial enterprises (though not in the casaatbfy labor). Potential entrepreneurs can coma fro
various class levels within the community, whictahes its strong emphasis on self-employment in
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business as the most desirable occupation, thusirgs continuing supply of both manpower and
entrepreneurial replacements. Within the businessntunities, there is also a well functioning
information network, producing not only intenseatiies among competitors, but also diffusion of
information and a system for assessing credit vines, and much better access to credit facilities
than would be available to unaffiliated individua®valry, information, and access to capital proetl
a tendency toward more innovative entrepreneughbbliour, especially in a situation with as many
opportunities for business profit as existed inghdy years of the new state.” The parallels betw
this migrant elite and Chinese mainland capitatisés settled in Taiwan after the war would make an
interesting study.

*¥'When institutional innovations such as harveditdgeventually emerged in China, in the late 1970s
and early 1980s it prompted an explosion in rundlepreneurship (p245-257). Li, Y. (2010).
Economic Reform and Development the Chinese Wayeign Language Teaching and Research
Press.

*In some instances the Penrosian view is refeoed the knowledge-based view ( see Foss, K., N. J.
Foss, et al. (2007). "The entrepreneurial orgaitinaif heterogeneous capital." Journal of
Management StudieBl(7): 1165-1186.

Transaction cost, property rights, and resourcethapproaches to the firm assume that
assets, both tangible and intangible, are hetesmen Arranging these assets to minimize contractua
hazards, to provide efficient investment incentjwisto exploit competitive advantage is conceiasd
the prime task of economic organization. None ekthapproaches, however, is based on a systematic
theory of capital heterogeneity. In this paper wdioe the approach to capital developed by the
Austrian school of economics and show how Austdapital theory provides a natural bridge between
theory of entrepreneurship and the theory of tha.fiVe refine Austrian capital theory by defining
capital heterogeneity in terms of subjectively péred attributes, the functions, characteristios, a
uses of capital assets. Such attributes are nehghut have to be created or discovered by mdans o
entrepreneurial action. Conceiving entrepreneurakifhe organization of heterogeneous capital
provides new insights into the emergence, bounslaaied internal organization of the firm, and
suggests testable implications about how entreprehig is manifested.)

* Dewey 1962: 181 Considers the case of “... a psidesl urban trader who does not belong to any
sort of cohesive social unit. This means that tiere way in which either party can bring informal
sanctions to bear on the other. Since legal a@itmo troublesome and expensive there is no way in
which any contract can be enforced unless it iseneawl completed within the scope of the immediate
face to face relationship. As a result the selddly ever gives credit, and the buyer does netgit

to assure his future supply by trying to estabdidbng term contract with the seller. This inhibits
planning except on a day to day basis.”

"™ This is essentially a short term form of foreigredt investment (FDI) Like long term FDI -
especially in capital intensive industries — iteoff technological and management sophistication
(institutions and organisations) that might notesttise appear or take a long time to do so.
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