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Abstract 
 
 

The extant literature emphasizes the importance of business networks for ethnic Chinese 
business groups in Southeast Asia. Recent literature suggests that as these firms and the 
institutional context in which they operate evolve over time, ethnic networks may become less 
important. An in-depth and longitudinal network analysis of the Salim Group, one of the largest 
ethnic Chinese firms in Asia, supports this view. As the Group evolves, the relative importance 
of ethnic and political networks declines while foreign partners become more important. 
Institutional factors rather than cultural factors are argued to play a major role in this 
transformation.  

 
Introduction 

 
Ethnic Chinese family businesses are important players in many of the Southeast Asian 

economies, and have received considerable attention from academics. One of the key factors that 
have been researched is the networking behaviour and relational competencies of ethnic Chinese 
businessmen. The way ethnic Chinese relate to others and create business partnerships is often 
framed in terms of ethnic networks (Granovetter, 1992; Kotkin, 1993; Rauch & Trindade, 2002; 
Douw, 1999; Redding, 1995) and in terms of crony connections with politicians (Yoshihara, 
1988). 

Recent studies however question the importance of crony and ethnic networks on ethnic 
Chinese business strategy and place more emphasis on exogenous factors. These authors argue 
that the influence of networking for ethnic Chinese groups is overstated (Chung, 2006); ignores 
intra-ethnic diversity (Gomez, 2001); has changed or has been renewed with the influences of 
globalisation (Carney, 2005; Yeung, 2006); or may be of a temporary and passing nature (Peng, 
2003; Peng & Zhou, 2005) . Institutional theorists looking at external changes and their impact 
on ethnic Chinese networking generally attribute a minor role to ethnic and crony networks in 
the behaviour of ethnic Chinese business groups. As a consequence of these new contributions 
the current status quo of academic knowledge in this field is challenged and the debate has 
opened up new possible lines of research. How do ethnic Chinese business networks evolve over 
time? What is the influence of external factors such as globalisation or domestic institutional 
changes on these networks?  
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Until today, very few studies have addressed the dynamics of ethnic Chinese business 
networks. This paper attempts to fill part of this gap by presenting data on business network 
evolution over time. This study makes use of qualitative and quantitative longitudinal case data 
of the Salim Group, one of the largest ethnic Chinese firms in the Asia Pacific region. A time-
series approach using coding of qualitative data is proposed as a promising method to study 
long-term developments in business networks. In this article we address the question how ethnic 
Chinese networks change over time. We bring in various theoretical concepts and assess whether 
they are suitable to explain network dynamics over time. 
  The paper proceeds as follows. The first section reviews different network theories 
applied to ethnic Chinese business and presents the main proposition. The second section 
introduces the case and methodology applied. The third section presents the case results. The 
fourth section offers a discussion of the results and gives conclusions and suggestions for future 
research. 
 

Four Perspectives on Ethnic Chinese Business Networks 
 

The notion that firms are embedded in social networks is well-known in sociology 
(Bonacich, 1973; Granovetter, 1995; Portes & Sensenbrenner, 1993) and has also been 
researched within the field of management (Gulati, 1998; Uzzi, 1997). Especially Asian firms are 
thought to be heavily embedded in social networks (Buckley, 2004). Ethnic Chinese firms are 
often treated as a separate category of firms with specific characteristics, and are often referred to 
as the “Chinese Family Business” (CFB) or more broadly as “Chinese capitalism” (Davies and 
Ma, 2003; Haley, 1998; Redding, 1990). Four different types of theoretical approaches are 
relevant for the study of ethnic Chinese business networks.  

First, ethnic Chinese businessmen are believed to prefer forming business networks with 
fellow Chinese, in particular those of the same region of origin in China. A large number of 
popular as well as academic studies have been produced on the importance of ethnic Chinese 
networks (Backman, 2001; Chan, 2000; Douw, 1999; Redding, 1995); Weidenbaum and Hughes, 
1996). Some authors argue that the intra-ethnic Chinese networks are instrumental in 
overcoming trade barriers, and as such offer a competitive advantage. In particular when the 
environment for business is uncertain minority networks are argued to make a difference as they 
compensate for weak or missing institutions (Bonacich, 1973; Rauch et al., 2002; Xin & Pearce, 
1996). In other accounts researchers often argue that the specific Chinese culture and Chinese 
networking styles are one of the reasons behind the formation of such intra-ethnic networks 
(Hong, 1998). Ethnic Chinese business behaviour is argued to be particularly influenced by 
Confucianism and guanxi (Haley, 1998; Luo, 1997; Redding, 1990). Summarizing, this stream of 
research argues that ethnic Chinese firms in Southeast Asia create dense intra-ethnic business 
networks, either due to their cultural inclinations or due to the ability of such networks to 
overcome institutional voids. 

A second body of literature focuses on another type of network: the crony connection. It 
argues that ethnic Chinese businesses developed corrupt relations with power-holders, who 
provided resources or protection, in exchange for money or shares (Robison, 1986; Yoshihara, 
1988). Local political figures, particularly in Indonesia, were keen to establish crony links with 
Chinese businessmen because they could derive economic benefits from this alliance without the 
other partner forming a threat to political power and because they could more easily be kept at 
bay (Suryadinata, 1997). The fact that a leader like Suharto linked up with various ethnic 
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Chinese businessmen is understood in this manner (Kang, 2002). The allocation of certain 
advantages due to connections is usually seen as either rent-seeking (Yoshihara, 1988), 
corruption or crony capitalism. Corruption involves bureaucratic behaviour that deviates from 
the norm and that results in private gains by bureaucrats (Luo, 2002). Cronyism is argued to be a 
special type of corruption, based on repeated relationships. It can be defined as ‘a reciprocal 
exchange transaction where party A shows favour to party B based on shared membership in a 
social network at the expense of party C’s equal or superior claim to the valued resource’ 
(Khatri, Tsang, & Begley, 2006). Many political economists working on Indonesian 
conglomerates see crony relations with the regime as the key factor underpinning ethnic Chinese 
business success (Robison, 1986).  

Third, networks are often analysed using the concept of social capital, referring to the 
ability to use networks as a business resource. In situations of uncertainty and low levels of trust 
strong business networks reduce transaction costs if they create higher levels of trust among their 
members. This can be the case of families (Burkart, Panunzi, & Shleifer), of communities (Lester 
& Cannella, 2006), in school or political networks (Keister, 1999), in ethnic networks (Bonacich, 
1973; Rauch et al., 2002) or in the entire society (Fukuyama, 1995). Together, personal 
connections of business owners that are used for the benefit of the company can be referred to as 
social capital. This concept of social capital is used in the field of management to describe the 
competitive advantage resulting from networks (Adler & Kwon, 2002; Blyler & Coff, 2003; 
Nahapiet & Ghoshal, 1998). It is now common to distinguish between bonding and bridging 
capital, where bonding is building connections within the own social group and bridging refers to 
networking with people across social categories (Adler et al., 2002). Following this classification 
crony capitalism can be seen as bridging capital whereas family and ethnic networks would be 
seen as bonding capital.  

A fourth body of literature introduces the time aspect and considers network strategies as 
a dynamic attribute of organisations (Blyler et al., 2003; Hite, 2005). Some authors have 
criticised the attribution of omnipotent powers to ethnic Chinese business networking, and have 
argued that, as the business grows and its environment develops, guanxi and networking with 
political figures is not as important as in early stages (Chung, 2006; Peng et al., 2005) 
Institutional theorists see the networking behaviour as a reaction to an imperfect business 
environment. Once strong economic institutions arise and a liberal market economy emerges, 
these authors believe that ethnic Chinese companies will naturally move from a relational model 
towards a rule-based model with weaker network ties (Peng, 2003; Peng et al., 2005).  In doing 
this these authors adhere to a stages model of economic development and expect convergence 
over time. Some recent studies on ethnic Chinese firms have already hinted at the influences of 
globalisation (Ahlstrom, Young, Ng, & Chan, 2004; Yeung, 1998) and at recent changes in 
ethnic Chinese business networks (Gomez, 2001). Although there are indications that the 
Chinese Family Business is changing, precisely how this process evolves, and what this means 
for networking behaviour is yet to be investigated. 
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In summary, there is no agreement on what type of social capital is most important for 
ethnic Chinese firms, nor on whether business networks will continue to be important when 
economies in Asia move towards a liberal and open market economy model. We agree that 
networking behaviour should treated as a dynamic attribute of organizations, and rather than 
establishing theories on networking behaviour of ethnic Chinese firm as such, it is more useful to 
study network composition in an evolutionary manner. In order to shed more light on this debate, 
we confront these streams in the literature with a longitudinal case study of one of the largest 
ethnic Chinese groups in Southeast Asia.  
 

Methodology 
 

It was decided to focus on a single case in order to observe in detail how the evolution of 
ethnic Chinese business networks may play out over a longer period. The Salim Group was 
selected on theoretical sampling principles, implying that, rather than being representative for a 
larger population, the case was chosen because the phenomenon of interest was ‘transparently 
observable’ (Eisenhardt, 1989). The Salim Group was the largest and most prominent group in 
Indonesia, and it operated a large number of businesses – estimates are several hundreds – in 
cooperation with various partners.  

We present a rich longitudinal, exploratory case study of a corporate group within its 
institutional context covering a period from its inception in 1938 to 2005. The research was 
carried out from 2003-2005 using a variety of sources including 56 interviews, 69 annual reports 
(covering 10 years), media sources, secondary literature and corporate documentation. It 
consciously had some overlap between data collection and analysis to strengthen emerging 
themes (Glaser and Strauss, 1967) and emphasised triangulation (Yin, 2003) or trying to obtain 
the same information from a variety of sources.  

In order to evaluate the business network over time a coding procedure was used to 
transform qualitative data into quantitative data (Boyatzis, 1998). The unit of coding was a new 
business event, defined as any relevant business decision outside continuing the existing 
businesses. Examples are starting new ventures, spinning off companies or expanding existing 
lines of business. After a combination of sources and a complete reorganization of the data, a list 
of 262 relevant business events was obtained over the period 1984-2003, or two decades.  

Subsequently, each event was assessed in terms of partnerships in the categories 1. 
partnerships with other ethnic Chinese, 2. with political connections, and 3. with foreign (non-
Chinese, non-Indonesian) partners. Ethnic Chinese partners where defined as anyone of Chinese 
descent, either in mainland China, or outside. Political connections included business ventures 
with governments, military leaders or with family member of high-level political figures, either 
in Indonesia or abroad. Foreign partners were broadly defined as non-ethnic Chinese and non-
Indonesian, but in practice this group consisted mainly of Western and Japanese business 
partners.  

For each business event the presence of one or more new partnerships in these categories 
was counted. The analysis of case data can suffer from biases of the researcher which 
unconsciously influence the actual coding. To control for this potential bias the reliability of the 
coding process is normally tested by using other people’s judgments and comparing these with 
the researcher’s judgments. We used interrater reliability by measuring the percentage 
agreement on presence. The formula recommended for this type of presence/non presence 
scoring is (Boyatzis, 1998):  
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   2    x        (number of times both coder A and coder B saw theme present)                                                          
 (number of times coder A saw it present + number of times coder B saw it present) 
 
An independent second researcher, unfamiliar with the research, validated the process 

and achieved an interrater reliability of 75% (ethnic Chinese partners); 77% (crony partners) 
and 76% (foreign partners). The results were aggregated by year and plotted on a time-scale. In 
addition to quantitative data, qualitative information from the original sources is used in 
interpreting the results. For the purposes of this paper a short overview of the Salim Group will 
be given, while a more elaborate analysis is available elsewhere (Dieleman, 2006; Dieleman & 
Sachs, 2006). 
 

Case Study Results 
 

The Salim Group was founded by Liem Sioe Liong (hereafter: Liem), a Chinese migrant 
born in Southern China who left to Central Java in the Dutch colonial period. Liem started with 
trading activities, initially helped by family members. Later he established partnerships with 
other ethnic Chinese migrants in Indonesia from the same clan who became co-shareholders or 
managers.  

Through his contacts with the nationalist military leadership in the 1950s he started 
supplying goods to the Indonesian army (Soetriyono, 1989). After Indonesia’s independence 
Liem diversified into banking and manufacturing and supplied a variety of goods to the military. 
The foundations for the Salim Group were created during the Suharto period, with whom Liem 
held close contacts. Suharto created unprecedented economic growth and stimulated import 
substitution industrialisation in Indonesia. In this thriving business environment, helped by a 
friendly dictator, Liem’s Salim Group grew spectacularly into all kinds of industries. In order to 
achieve this growth, it first partnered with a number of domestic groups, managed by other 
ethnic Chinese. Also, it established partnerships with foreign firms in Indonesia in order to 
obtain technology or capital for certain ventures. In this way, the Group became the leading 
conglomerate in Indonesia. The Salim Group also expanded internationally to Hong Kong and 
Singapore, initially benefiting from the regional ethnic Chinese networks. The Group also 
established footholds in the US and Europe and was considered the largest Southeast Asian 
business group in the 1990s (Sato, 1993). In Asia, some of its businesses tapped into the ethnic 
Chinese networks in the region, whereas others benefited from partnerships with Japanese or 
American firms. Prior to the Asian Crisis the reigns of power were gradually being transferred to 
Liem’s son Anthony Salim.  

Under the second generation leadership the Group professionalised its management and 
organization structure, and sought to become less dependent on a benevolent dictator. The Group 
had by the 1990s established relationships with major banks and with many major MNC’s. The 
Asian Crisis led to violence against ethnic Chinese, and the Salim Group became a symbol of the 
old crony regime. It suffered political as well as physical attacks and was partly nationalised. 
After the crisis, the leaner Salim Group sought to diversify away from Indonesia into Asia to 
mitigate its dependence on Indonesia. It established new relations abroad with business partners 
and with governments.  
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As the previous paragraphs show, the Salim Group maintained partnerships with a variety 
of actors, ranging from political figures to foreign multinationals. Interviews suggest that the 
second generation leader, Anthony Salim, wished to modernize and professionalise the business. 
He also wanted to reduce the dependence on Suharto and on Indonesia in general. Whereas his 
father engaged in various joint projects with other ethnic Chinese tycoons in the region, he 
expressed the vision that business reasons rather than cultural reasons should be leading when it 
comes to business decisions. Aside from carrying out a rigorous interpretative analysis we also 
measured the evolution of networks ties of the Salim Group in a quantitative way, and the results 
of the coding procedure are available in Figure 1.  

Quantitative network analysis shows the explosive growth the Salim Group experienced 
in the years before the Asian Crisis, a period of frantic business activity in Southeast Asia. From 
1993-1996 the number of partnerships in all categories rose. After the Asian crisis, which 
fundamentally affected the Salim Group, it did not form many new partnerships. Exogenous 
factors, such as economic growth or decline, appear to offer an explanation for the size of the 
business network. 

 

Figure 1: Salim Group Partnerships
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Figure 2 shows the importance of the different partnership categories over time and 
displays them in the form of a linear trend. In terms of network composition, the most striking 
result is that foreign network ties, occurring more often than crony and ethnic Chinese together, 
show an increasing trend, something hitherto hardly observed in the literature on ethnic Chinese 
business. When one dives into the qualitative information behind these figures, it appears that the 
majority of the Salim Group partners are Western or Japanese multinationals such as Dow 
Chemical, Suzuki or Heidelberg Cement Group.  

Crony relations show a decrease. This declining trend is affected by the general political 
situation after the Asian Crisis in Indonesia. The Salim Group was closely connected to the 
Suharto family, and previously engaged in various ventures with Suharto’s children. During the 
crisis, Suharto was forced out of office after having been in power for 32 years. The Salims, 
being the largest firm in Indonesia, were subsequently taken as a symbol of the bad, old, crony 
regime and pressure was exercised to dissolve the Group altogether. While this did not happen, 
the Salim family was forced to hand over large parts of their empire to the new government. In 
this crisis period Liem wisely withdrew from all board positions and handed over the reigns to 
his son Anthony, who was less associated with the previous regime.  In Indonesia, as far as the 
author knows, the Group did not engage in business ventures with political partners, although 
anecdotal evidence does suggest that the Salim Group attempted to establish close connections 
with subsequent presidents. In other countries however, such as China and Singapore, the Salim 
Group continues to do business in partnership with government-linked or government owned 
firms. 

Figure 2: Relative Importance of Salim Group Partnerships
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Compared to the amount of popular and academic literature on ethnic networks among 
the Chinese minority in Southeast Asia, the share of ethnic Chinese among the total amount of 
partners is surprisingly low. Considering that the Salim Group is mainly active in Southeast and 
East Asia, where a very large proportion of big businesses are owned by people of Chinese 
descent, the number of business deals with this category of partners seems particularly modest. 
Ethnic Chinese partners show a slight declining trend, which may be consistent with the vision of 
the second generation CEO who attaches no special importance to descent or identity when it 
comes to selecting business partners. 
 

Discussion & Conclusion 
 

Single case studies are not designed to lead to conclusions that apply to an entire 
population. Nevertheless, good case research can formulate new insights and unearth new 
patterns that may apply to a broader group of entities. The Salim Group was chosen for its size 
and importance, and most likely this very fact influences the nature and composition of the 
network ties with other firms. We take this into account when interpreting the results. 

Our study suggests that the Salim Group built both bonding and bridging capital over 
time, and it points at the increased importance of bridging capital through foreign and in 
particular Western and Japanese partners. From the outset the founder, Liem Sioe Liong, built 
relationships with political and military leaders, which helped him survive difficult times and 
catapulted the group to new heights when the economy thrived during the Suharto regime. Yet 
bonding capital was more important in earlier times, whereas bridging capital, in particular with 
foreign business partners, became more important over time. Figure 3 shows this schematically. 
 
Figure 3: The Importance of Bonding and Bridging Capital over Time for the Salim Group 
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A large group of Asia scholars, inside but also outside the field of management, has 
emphasised the crucial importance of the ethnic network for Chinese migrant businesses. In the 
process of researching these network ties the impression was created that ethnic networks were 
the most important source of business partners. This appears not to be supported by our case 
results. One has to note the obvious fact that the case selection has influenced the results. Due to 
the size of the Salim Group they became an interesting partner for large Western of Japanese 
MNCs. Also, the existing and new Salim businesses became so large that they required syndicate 
loans from multiple banks, and that equally large firms from abroad were sought to act as 
partners. The Salim Group simply “outgrew” many of its original networks. However, 
surprisingly little theory has been developed to study and explain the importance and nature of 
western partners for ethnic Chinese conglomerates. In this particular case, theories of networking 
focusing solely on ethnic networks or solely on crony connections seem to be less applicable.  

We do not know whether the pattern we have observed is relevant beyond this single 
case, but we think it is not unlikely that other large ethnic Chinese firms display a similar trend. 
Is the dominance of strong ethnic network ties for large ethnic Chinese businesses a myth? We 
think this is a question that is certainly worth investigating in future research programmes.  

Our results also show how the network size and composition is related to institutional 
factors, such as economic growth and institutional modernization, and how it changes 
substantially over time. This study supports hypothesis of institutional scholars that ethnic 
network ties and corrupt alliances with politicians will decrease over time as economies 
modernize and become open market democracies. Institutional improvement decreases the extra 
benefits of a strong ethnic network. But our study also points at the importance of internal 
factors. The second generation leader of a family business is more likely educated with Western 
management ideas, and may have different views on building business relations than the 
previous generations, which are more strongly rooted in Chinese culture. Our results also imply 
that the Salim Group, by virtue of foreign firms being its most important type of partners, will 
likely have adapted to the way of working of Western and Japanese firms, and thereby will have 
built competencies to operate in ways similar to modern multinationals.  Perhaps the era in which 
ethnic Chinese business groups could be envisioned as unique species is over.  

In conclusion, theories of intra-ethnic Chinese networks and crony networks seem 
insufficient to explain the long term development of business networks of the Salim Group, one 
of the largest firms in Southeast Asia. Theories of social capital can combine different types of 
network partners into a single concept and therefore seem more appropriate in analysing large 
ethnic Chinese firms. An evolutionary approach to network ties combining bridging and bonding 
capital reveals the decline of the latter and the growth of the former over time. This supports 
arguments by institutional scholars that the importance of ethnic networks will decrease as 
institutions modernize. 

We have developed an evolutionary method of analysing embeddedness in networks, 
encompassing both bonding and bridging capital over time and argue this type of network 
analysis leads to a more accurate understanding of ethnic Chinese business networks. More 
studies are necessary to establish whether the Salim Group is a special case, or whether the 
decline of ethnic and the rise of foreign network ties are typical features of large ethnic Chinese 
conglomerates. 
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