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ABSTRACT
Relevance. In the context of increasing global fragmentation — reshoring, re-
gionalization of economic blocks and strengthening of transactional barriers — 
there  is an acute problem of adaptation of national states to manage deeply 
fragmented and heterogeneous spaces. The traditional paradigms of centralized 
management and uniform spatial development have failed to meet this chal-
lenge, requiring the search for new models.
Research objective. The study aims to develop a holistic theoretical model, based 
on the cases of  Indonesia and the Philippines, explaining the genesis and per-
sistence of specific socio-economic systems (“island capitalism”) and associated 
hybrid political regimes (“liquid state”) that arise under conditions of extreme 
geographical fragmentation. It further argues that these phenomena should not 
be understood as a set of pathologies, but rather as forms of systemic adaptation 
with broader relevance in a world of increasing global fragmentation.
Data and methods. The study  is based on a comparative analysis of cases 
from Indonesia and the Philippines as marginal examples of development  in 
large archipelagic states. Qualitative methodology  is used, including  institu-
tional and spatial analysis, synthesis of data from international organizations 
(World Bank, ADB) and empirical studies, as well as author conceptualization 
of key phenomena.
Results. It was found that the critically high logistics costs (up to 24 % of GDP 
by World Bank, 2013) make the classic industrialization of the periphery unfea-
sible, generating a sustainable system of “island capitalism” with economy hy-
perconcentration in the core and raw-material peripherization. In response, the 
central state evolves into a “liquid state” — a hybrid, networked form of sover-
eignty using asymmetric autonomy, fiscal patronage and maintaining territori-
al integrity through the creation of common infrastructure.
Conclusions. The experiences of Indonesia and the Philippines show that ex-
treme fragmentation does not form a pathology, but an alternative model of 
economic-institutional adaptation. Practices of the “liquid state” and strate-
gies of survival  in the conditions of “island capitalism” acquire universal  im-
portance in a world where fragmentation becomes a new norm, offering tools 
to manage complexity and maintain unity in the face of internal diversity and 
high transaction costs.
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АННОТАЦИЯ
Актуальность. В условиях нарастающей глобальной фрагментации — 
релокации производств, регионализации экономических блоков и уси-
ления транзакционных барьеров  — остро встает проблема адаптации 
национальных государств к управлению глубоко разорванными и неод-
нородными пространствами. Традиционные парадигмы централизо-
ванного управления и равномерного пространственного развития ока-
зываются несостоятельными перед этим вызовом, что требует поиска 
новых моделей.
Цель исследования. Разработать целостную теоретическую модель, объ-
ясняющую на примере Индонезии и Филиппин генезис и устойчивость 
специфических социально-экономических систем («островного капи-
тализма») и  сопряженных с  ними гибридных политических режимов 
(«жидкого государства»), сформированных под влиянием критической 
географической фрагментации, и продемонстрировать, что эти феноме-
ны представляют собой не набор патологий, а форму системной адапта-
ции, чей опыт обладает универсальной значимостью в условиях нараста-
ющей глобальной фрагментации.
Данные и  методы. Исследование основано на  компаративном анализе 
кейсов Индонезии и Филиппин как предельных примеров развития круп-
ных государств‑архипелагов. Используется качественная методология, 
включающая институциональный и пространственный анализы, синтез 
данных международных организаций (Всемирный банк, АБР) и эмпири-
ческих исследований, а также авторская концептуализация ключевых фе-
номенов.
Результаты. Выявлено, что критически высокие логистические издержки 
(до 24 % ВВП, по данным Всемирного Банка) делают классическую инду-
стриализацию периферии неосуществимой, порождая устойчивую систе-
му «островного капитализма» с гиперконцентрацией экономики в ядрах 
и сырьевой периферизацией остальной территории. В ответ центральное 
государство эволюционирует в «жидкое государство» — гибридную се-
тевую форму суверенитета, использующую асимметричную автономию, 
фискальный патронаж и поддержание целостности территории посред-
ством создания единой инфраструктуры.
Выводы. Опыт Индонезии и Филиппин демонстрирует, что экстремаль-
ная фрагментация формирует не  патологию, а  альтернативную модель 
экономико-институциональной адаптации. Практики «жидкого госу-
дарства» и стратегии выживания в условиях «островного капитализма» 
приобретают универсальную значимость в мире, где фрагментация ста-
новится новой нормой, предлагая инструменты для управления слож-
ностью и  поддержания единства в  условиях внутреннего разнообразия 
и высоких транзакционных издержек.
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摘要
现实性：在全球化日益碎片化（生产转移、经济板块区域化、交易壁垒
加剧）的背景下，各主权国家如何适应对深度割裂且高度异质空间的治
理，成为一个尖锐的问题。传统的中央集权管理和均衡空间发展范式在
面对这一挑战时已显得力不从心，亟需探索新的治理模式。
研究目标：构建一个完整的理论模型，以印度尼西亚和菲律宾为例，阐
释在严重地理碎片化影响下所形成的特定社会经济制度（“岛屿资本主
义”）及其相伴生的混合政治体制（“液态国家”）的起源与稳定性，
并证明这些现象并非一系列病态表现，而是一种系统性适应形式，其经
验在全球化日益碎片化的背景下具有普遍意义。
数据与方法：本研究采用比较分析法，以印度尼西亚和菲律宾作为大型
群岛国家的极端典型案例进行研究。研究方法为定性分析，包括制度分
析与空间分析、对国际组织数据（世界银行、亚洲开发银行）及实证研
究资料的综合整理，以及作者对核心现象的概念化阐释。
研究结果：研究发现，物流成本极高（据世界银行数据，高达GDP的
24 %），使得外围地区无法实现传统的工业化，进而催生了一套稳固
的“岛屿资本主义”体系——其核心特征为经济高度集中于中心区域，
而其他地区则被边缘化为原料供应地。作为应对，中央政府演化为一
种“液态国家”——这是一种混合型、网络化的主权形态，通过不对称
自治、财政庇护以及统一基础设施建设等手段，对离散的岛屿领土实施
有效治理。
结论：印度尼西亚和菲律宾的经验表明，极端的碎片化所催生的并非病
理现象，而是一种替代性的经济与制度适应模式。“液态国家”的治理
实践以及“岛屿资本主义”条件下的生存策略，在碎片化日益成为新常
态的当下具有普遍意义——为如何在内部多样性及高交易成本条件下管
理复杂性并维系统一性，提供了可资借鉴的工具。

关键词
群岛国家、岛屿资本主义、“
液态国家”、空间碎片化、区
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Introduction
The accelerated globalization of the late twen-

tieth century fostered the perception of a “flat 
world” in which advances in transportation, com-
munication technologies, and trade liberaliza-
tion would progressively reduce the significance 
of geographic distance and spatial fragmentation. 
Recent developments, however, challenge this as-
sumption. Growing geopolitical tensions, sup-
ply-chain restructuring, regionalization of eco-
nomic activity, and increasing demands for digital 
sovereignty suggest that spatial barriers continue 
to shape economic and political outcomes.

Rather than functioning as a fully  integrat-
ed system, the contemporary global economy in-
creasingly exhibits characteristics of fragmenta-
tion, with significant transaction costs and  in-
stitutional barriers separating different regions 
and economic spaces. These developments bring 

to the forefront an  important research question: 
how do states adapt their economic and gover-
nance systems to manage territories characterized 
by high levels of  internal fragmentation? Tradi-
tional models of centralized governance and spa-
tially uniform development often encounter sub-
stantial limitations under such conditions.

Large archipelagic states provide a particu-
larly useful setting for examining this question. 
Countries such as Indonesia and the Philippines 
constitute natural laboratories  in which logisti-
cal discontinuities, uneven regional development, 
and institutional heterogeneity are not peripheral 
challenges but fundamental features of state for-
mation and economic organization. Their experi-
ence offers insights into the mechanisms through 
which states respond to persistent geographic 
fragmentation and the resulting economic con-
straints.
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Although there is substantial literature on lo-
gistics costs, regional inequality, and decentraliza-
tion in archipelagic states, these issues are typical-
ly examined separately. As a result, there remains 
no  integrated theoretical framework explaining 
how extreme geographic fragmentation shapes 
economic structures and governance arrange-
ments over the long term. In particular, limited 
attention has been paid to the persistence of eco-
nomic concentration in archipelagic systems and 
to the institutional adaptations required to govern 
territorially dispersed populations. This study ad-
dresses this gap by developing a framework that 
links geographic fragmentation to the emergence 
of distinctive economic and political configura-
tions.

The study aims to explain how extreme geo-
graphic fragmentation  influences economic or-
ganization and governance  in large archipelag-
ic states, using  Indonesia and the Philippines as 
comparative case studies.

To achieve this aim, the study pursues four 
objectives:

1. To assess the impact of logistics costs on in-
dustrial location patterns  in  Indonesia and the 
Philippines;

2. To identify the principal adaptation strate-
gies adopted by peripheral islands, including dig-
ital-service specialization, high-value agricultural 
exports, and tourism-oriented development;

3. To conceptualize the “liquid state” as a net-
worked and hybrid form of sovereignty adapted to 
fragmented territories;

4. To compare governance  instruments em-
ployed in archipelagic states, including decentral-
ization, asymmetric autonomy, and  infrastruc-
ture integration, with those observed in continen-
tal ASEAN countries.

The central argument of the article  is that 
when geographic fragmentation reaches a criti-
cal level, it generates not merely obstacles to con-
ventional economic development but a distinctive 
socio-economic configuration that may be de-
scribed as “island capitalism”. This system is char-
acterized by a high concentration of economic ac-
tivity in a limited number of core regions and the 
relative peripheralization of outlying territories. 
To govern such a fragmented space, states increas-
ingly rely on hybrid arrangements that combine 
centralized authority with delegated governance, 
asymmetric  institutional arrangements, and  in-
frastructure-based integration. These adaptations 

may be understood as elements of a broader “liq-
uid state” model designed to manage high inter-
nal transaction costs.

The relevance of this framework extends be-
yond archipelagic settings. Continental states 
with extensive and difficult-to-access peripheral 
regions, such as Brazil’s Amazon basin, Russia’s Si-
berian territories, or Papua New Guinea’s moun-
tainous  interior, face comparable challenges of 
weak territorial  integration, high transportation 
costs, and uneven development. Although the un-
derlying barriers vary in nature, including water, 
distance, climate, and terrain, the governance in-
struments employed to address them often display 
notable similarities. These include transport sub-
sidies, asymmetric autonomy arrangements, fis-
cal transfers, and large-scale  infrastructure proj-
ects  intended to strengthen territorial cohesion. 
Consequently, the concept of the liquid state may 
offer a broader analytical framework for under-
standing governance  in territorially fragmented 
environments.

The study employs a comparative case-study 
methodology focused on Indonesia and the Phil-
ippines. These countries were selected because 
they represent large developing archipelagic 
states  in which geographic fragmentation gener-
ates particularly significant economic and gover-
nance challenges. First, spatial discontinuities di-
rectly affect transportation costs and market inte-
gration. Second, their demographic and territorial 
scale, with populations exceeding 270 million and 
110 million respectively and territories dispersed 
across thousands of islands, creates complex gov-
ernance demands. Third, the coexistence of re-
source-rich peripheral regions with highly con-
centrated manufacturing, financial, and admin-
istrative centres, notably on Java and  in Metro 
Manila, provides a suitable context for analysing 
the dynamics of  island capitalism and territori-
al inequality.

Theoretical framework
The study of the economic development of ar-

chipelagic states traditionally revolves around the 
“fragmentation curse” paradigm. Classic works 
on economic geography, dating back to  von 
Thünen (1826), assume a homogeneous and con-
nected space, making their models poorly appli-
cable to the fragmented reality of  islands (Krug-
man, 1991). As Krugman noted, the cyclical re-
lationship between the scale of production and 
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local demand under conditions of economies of 
scale naturally leads to hyper concentration: “Giv-
en sufficiently strong economies of scale, each 
manufacturer wants to serve the national mar-
ket from a single location. To minimize transpor-
tation costs, it chooses a location with large lo-
cal demand. But the local demand will be strong 
precisely where the majority of the manufactur-
ers choose to locate. Thus, there  is a circularity 
that then keeps a manufacturing belt in existence 
once it is established” (Krugman, 1991, p. 142).

In the context of an archipelago, this cyclical 
logic takes on catastrophic proportions, tightly 
tying industry to a single dominant island. Mod-
ern research focuses on the direct economic losses 
generated by such geography. As the World Bank 
notes  in  its seminal report on  Indonesia, “logis-
tics costs  in archipelagos are not just high–they 
are discriminatory, systematically excluding pe-
ripheral regions from national markets and glob-
al value chains” 1.

Empirical data confirms that  in  Indonesia, 
“the costs of logistics… account for some 24 % of 
GDP, higher than  in neighbouring countries” 2. 
Specific cost gaps  illustrate this systemic failure: 
“the transportation cost for a 40‑foot container 
from Padang in West Sumatra to Jakarta is USD 
600, which is more than three times higher than 
the shipping cost between Singapore and Jakarta, 
despite the shorter distance” (Sandee, 2017).

Similarly, “from Jakarta to Medan on Suma-
tra  Island, road transportation required 4.7 days 
and cost USD 320, and maritime transportation 
cost USD 500  and required 1,9  days” (Malisan, 
2013). Thus, the cost of shipping between islands 
can be several times higher than the cost of  in-
ternational shipping, creating an insurmountable 
barrier to the development of manufacturing out-
side dominant centres such as Java (Abe & Wil-
son, 2008).

This basic economic  inefficiency trans-
lates  into a deep structural problem–chronic  in-

1 World Bank. (2015). Improving  Indonesia’s freight lo-
gistics: A plan for action. Retrieved from: https://docu-
ments1.worldbank.org/curated/en/617051540584814484/pdf/
WP-PUBLIC‑2015‑WBG-Improving-Freight-Logistics.pdf 
(date of access: 22.01.2026).

2 World Bank. (2013). High logistics costs impede higher 
economic growth for Indonesia. Retrieved from: https://www.
worldbank.org/en/news/press-release/2013/09/06/high-lo-
gistics-costs-impede-higher-economic-growth-for-indonesia 
(date of access: 10.01.2026).

terregional differentiation. Evidence from  Indo-
nesia (Hill, 2014; Alisjahbana & Akita, 2020) and 
the Philippines (Balisacan, 2007; Pede et al., 2012) 
indicates that disparities  in GDP per capita be-
tween the capital region and outlying island prov-
inces have persisted and, in some cases, increased 
despite decentralization reforms.

The literature reveals two competing perspec-
tives. The first, rooted in classical economic geog-
raphy (Krugman, 1991), views hyperconcentra-
tion as a self-reinforcing but potentially revers-
ible outcome of economies of scale and transport 
costs. From this perspective, infrastructure  in-
vestment and trade liberalization should eventu-
ally disperse economic activity. The second per-
spective, emerging from empirical studies of 
archipelagos (Hill, 2014; Baldacchino, 2006), sug-
gests that fragmentation creates a fundamentally 
different equilibrium: not temporary concentra-
tion but permanent duality between core and pe-
riphery. These approaches disagree on three key 
points: (a) whether logistics costs are a temporary 
or permanent barrier, (b) whether decentraliza-
tion can reduce  inequality, and (c) whether dig-
italization constitutes a genuine leapfrogging op-
portunity. The literature has not resolved this dis-
agreement because existing studies remain within 
continental paradigms, treating archipelagos as 
anomalous rather than analytically distinct.

The convergence hypothesis, key to neoclas-
sical growth models, collapses  in the archipela-
go context. As Hill polemically notes, “the Indo-
nesian economy has long been characterized by 
a sharp ‘Java/Outer Islands’ divide… Java and the 
Outer Islands are not a single national economy, 
but rather a core and an internal periphery, linked 
by a relationship of raw material exchange” (Hill, 
2014, p. 112). Over 70 percent of Indonesia’s man-
ufacturing industry is concentrated on a single is-
land 3, forming a stable equilibrium rather than 
a reversible pattern of concentration that market 
forces might eventually correct, as  in Krugman 
(1991) for continental spaces, a finding consistent 
with Samosir and Rajagukguk (2017).

The  institutional response to these chal-
lenges  is presented  in the literature primarily 
through the lens of decentralization. Smith (2008) 

3 BPS — Statistics Indonesia. (2022). Statistical yearbook 
of  Indonesia 2022. Retrieved from: https://www.bps.go.id/en/
publication/2022/02/25/0a2afea4fab72a5d052cb315/statis-
tik-indonesia‑2022.html (date of access: 15.01.2026).
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views  Indonesia’s large-scale decentralization of 
2001  as a “natural experiment” i. e., a rapid, na-
tionwide policy change allowing comparative ob-
servation of governance outcomes across geo-
graphically diverse regions.

However, subsequent research (Hadiz & Rob-
ison, 2013) points to paradoxical outcomes: devo-
lution often strengthened local political-econom-
ic cliques, or “oligarchies”, without improving the 
quality of public services and while redistributing 
rather than reducing corruption risks. Thus, de-
centralization mitigated the risk of separatism but 
did not address persistent economic  inequality 
and institutional gaps. The literature instead high-
lights a shift from a simple “center versus periph-
ery” dynamic toward the problem of multiple iso-
lated peripheries, each characterized by distinct 
barriers and distorted incentives.

The contradiction between Smith (2008) and 
Hadiz & Robison (2013) suggests that decentral-
ization in archipelagos produces ambiguous out-
comes: it reduces separatist risks but fails to nar-
row economic gaps. However, the literature has 
not explained why the same institutional reform 
yields such divergent assessments, partly because 
scholars apply uniform metrics (e. g., Gini coeffi-
cient, fiscal autonomy) without distinguishing be-
tween core and peripheral islands.

The role of digitalization as a technologi-
cal solution has been actively explored over the 
past decade. Reports by Google, Temasek, and 
Bain 4 optimistically point to the explosive growth 
of digital transactions on remote  islands, inter-
preting these developments as an opportunity to 
“leapfrog” traditional stages of  industrialization. 
However, critics (e. g., Herie, 2024) rightly point 
out that the archipelago’s digital economy risks re-
producing and even exacerbating existing imbal-
ances by concentrating platform capital and ven-
ture capital funding  in the same metropolitan 
areas (Jakarta, Manila), creating a new kind of de-
pendency — digital.

Despite the extensive literature on logistics, re-
gional inequality, and decentralization in archipe-
lagic states, four specific gaps remain unaddressed.

First, no comprehensive theory explains why 
hyperconcentration  in archipelagos represents 

4 Google, Temasek, & Bain. (2023). e‑Conomy SEA 
2023  report. Retrieved from: https://www.temasek.com.sg/
en/news-and-resources/news-room/news/2023/e‑Cono-
my-SEA‑2023‑report (date of access: 15.01.2026).

not a transient pathology but a stable equilibrium, 
which we term “island capitalism”. Existing work 
documents spatial concentration but does not 
model its self-reinforcing dynamics under condi-
tions of extreme fragmentation.

Second, the concept of a “liquid state”, under-
stood as a networked and hybrid form of sover-
eignty that delegates authority to local elites, cor-
porations, and digital platforms, has not been fully 
developed. The literature describes fragmentation 
but lacks a corresponding governance model.

Third, systematic comparative analysis be-
tween archipelagic and continental ASEAN states 
(e. g., Thailand and Vietnam) remains limited. As 
a result, it is unclear whether archipelagic gover-
nance instruments are idiosyncratic or constitute 
a distinct institutional type.

Fourth, the  integration of economic geogra-
phy, institutional economics, and political science 
perspectives remains underdeveloped. Logistics 
studies are rarely connected to research on decen-
tralization, while analyses of digitalization often 
neglect spatial theory.

This study addresses these gaps by construct-
ing an integrated model linking geographic frag-
mentation, island capitalism, and the liquid state 
as a causal sequence.

Data and methods
This study employs a qualitative comparative 

case study methodology (Yin, 2018). Indonesia 
and the Philippines are selected as representative 
cases of large archipelagic developing states. This 
design allows identification of structural patterns 
common to archipelagic states while controlling 
for idiosyncratic national factors.

The analysis proceeds in four stages.
First, we compile and compare second-

ary data on inter-island logistics costs (as a per-
centage of GDP), regional GDP concentration 
(core versus periphery), and sectoral specializa-
tion patterns.

Second, we review decentralization legisla-
tion (Indonesia, 2001; Philippines, 1991), special 
autonomy arrangements (e. g., Papua and Bang-
samoro), and major infrastructure programs (in-
cluding the Sea Tollway, Palapa Ring, and RORO 
systems), with a focus on governance instruments 
designed to manage territorial fragmentation.

Third, based on the empirical patterns iden-
tified, we develop two theoretical constructs, “is-
land capitalism” and “liquid state”. These con-

http://r-economy.com
https://www.temasek.com.sg/en/news-and-resources/news-room/news/2023/e-Conomy-SEA-2023-report
https://www.temasek.com.sg/en/news-and-resources/news-room/news/2023/e-Conomy-SEA-2023-report
https://www.temasek.com.sg/en/news-and-resources/news-room/news/2023/e-Conomy-SEA-2023-report


Online ISSN 2412-0731

136 r-economy.com

R-ECONOMY, 2026, 12(2), 130–144 doi 10.15826/recon.2026.12.2.008

structs are derived inductively from observed reg-
ularities rather than imposed a priori.

Fourth, the findings from Indonesia and the 
Philippines are compared with those from conti-
nental ASEAN states (Thailand and Vietnam) in 
order to identify governance features that are spe-
cific to archipelagic conditions.

The study relies exclusively on publicly avail-
able secondary data from international organiza-
tions (the World Bank for logistics performance 
and regional inequality indicators, the Asian De-
velopment Bank for Southeast Asian econom-
ic data, and the  International Monetary Fund 
for GDP statistics), national statistical agencies 
(BPS–Statistics Indonesia and the Philippine Sta-
tistics Authority), peer-reviewed journals in eco-
nomic geography, institutional economics, and 
Southeast Asian studies (2010–2025), as well as 
policy and industry reports.

Several limitations should be acknowledged. 
First, the study  is qualitative and does not test 
causal claims using econometric methods; the 
proposed causal chain (fragmentation → island 
capitalism → liquid state) remains a theoretical 
framework requiring future empirical validation. 
Second, the analysis relies exclusively on second-
ary data. Third, the focus on two cases limits the 
external validity of the findings. Fourth, the study 
provides a cross-sectional rather than longitudi-
nal perspective. Although long-term panel data 
on regional convergence and divergence would 
strengthen claims regarding stable equilibrium, 
such data are not consistently available across In-
donesian and Philippine provinces.

Despite these limitations, the study offers 
a  theoretically novel framework for understand-
ing archipelagic development, with potential im-
plications for governance in an increasingly frag-
mented global economy.

Results
“Island Capitalism” as a Consequence  
of the Collapse of the Industrial Paradigm

The economic development of the classi-
cal nation-state  in the 19th and 20th centuries 
was  inextricably linked to the  industrialization 
project, which envisioned the creation of an inte-
grated production system in a coherent territory 
(Polanyi, 1944). For archipelagic states, this mod-
el proved utopian from the outset, giving rise, in-
stead of a diversified economy, to a phenomenon 
that can be defined as “island capitalism” — a sys-

tem where geographic fragmentation predeter-
mines an insurmountable hyper concentration of 
capital and economic activity in one or two hubs 
and the chronic peripheralization of the rest of the 
world for raw materials (Wallerstein, 1974). This 
phenomenon, as researchers note, is often charac-
terized by extreme dependence on external mar-
kets: “Island capitalism  is often characterized by 
an extreme form of openness and dependency, 
where the ‘island’ becomes a spatial platform for 
specific global functions–be it tourism, finance, or 
resource extraction — leading to a fractured do-
mestic economy” (Baldacchino, 2006).

Statistics demonstrate this concentration with 
alarming clarity. In  Indonesia, the fourth-most 
populous country in the world, the island of Java, 
while occupying only 6,7 % of the land area, gen-
erates 58,5 % of GDP, houses approximately 56 % 
of the population, and — most tellingly — con-
tains over 70 % of the country’s manufacturing in-
dustry 5. The economic power of the Jakarta met-
ropolitan area is such that its GDP is comparable 
to that of all of Malaysia.

In continental Thailand, manufacturing  is 
relatively dispersed, with the Eastern region ac-
counting for 34 % and Bangkok for 28 % (a ra-
tio of approximately 1.2:1). In Indonesia, by con-
trast, the distribution between Java and Suma-
tra is much more uneven, at approximately 70 % 
versus 15 % (a ratio of about 4.7:1). This diver-
gence reflects a key structural difference: in ar-
chipelagic settings, industrial activity  is far less 
able to spatially disperse even when services can. 
Peripheral  islands tend to remain locked  into 
raw-material production, as value-added manu-
facturing is unable to offset high inter-island lo-
gistics costs.

In the Philippines, the imbalance is even more 
acute: the National Capital Region (NCR), with 
0,21 % of the country’s land area, produces 37,5 % 
of  its GDP 6. The per capita GDP gap between 
the NCR and the Bangsamoro Autonomous Re-
gion in Mindanao reaches a ratio of 6:1, one of the 
highest rates of regional inequality in Asia.

5 BPS — Statistics Indonesia. (2022). Statistical yearbook 
of  Indonesia 2022. Retrieved from: https://www.bps.go.id/en/
publication/2022/02/25/0a2afea4fab72a5d052cb315/statis-
tik-indonesia‑2022.html (date of access: 19.01.2026).

6 PSA (2022). 2022  Gross Regional Domestic Product. 
Philippines statistic Authority. Retrieved from: https://rsso11.
psa.gov.ph/2022‑gross-regional-domestic-product (date of ac-
cess: 10.01.2026).
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Attempts to overcome this concentration 
through periphery  industrialization policies en-
counter an  insurmountable economic barrier  — 
extreme logistical costs. World Bank research es-
timates average logistics costs in Indonesia almost 
twice as high as  in mainland Thailand (~13 %) 7. 
This figure is not abstract. It is embodied in con-
crete costs: shipping a 40‑foot container from 
Surabaya (East Java) to Ambon (Maluku Prov-
ince) costs approximately $2500, while shipping 
the same container from Surabaya to Singapore 
(twice the maritime distance) costs only $400–500 
(Sariguna & Kennedy, 2019).

For a manufacturing company whose com-
petitiveness depends on razor-thin margins, such 
a difference spells economic death. As a result, in-
vestment  in  industry outside the dominant cen-
ters is of a targeted, raw materials-oriented nature: 
nickel plants in Sulawesi or oil palm plantations in 
Kalimantan, whose products (ore, oil) have a high 
unit value and low frequency of shipments, which 
partially offsets transportation costs.

Thus, “island capitalism” is not a temporary 
anomaly but a stable equilibrium arising  in re-
sponse to objective geographic constants. The ar-
chipelago’s national economy is divided into two 
qualitatively different zones:

1. The economics core (Java, Luzon): A zone 
of classical industrialization and the development 
of a highly productive service sector, integrat-
ed into global supply chains.

2. The resource periphery: A zone of ex-
tractive and plantation economies, doomed to the 
role of a supplier of raw materials and low-skilled 
labor for the core, with chronically limited access 
to high-quality public goods and  investment  in 
human capital.

This  internal duality  is a direct consequence 
of the economic cost of distance, which, in archi-
pelagic settings, reaches a critical magnitude that 
physical distance alone does not capture.

Forced to exist  in conditions where classi-
cal  industrialization  is economically  irrational, 
the archipelago’s periphery develops  its own, of-
ten  informal and hybrid, adaptation strategies. 
These strategies do not follow a linear “from raw 

7 World Bank. (2013). High logistics costs impede higher 
economic growth for Indonesia. Retrieved from: https://www.
worldbank.org/en/news/press-release/2013/09/06/high-lo-
gistics-costs-impede-higher-economic-growth-for-indonesia 
(date of access: 10.01.2026)

materials to high-tech” model but represent mar-
ket improvisation aimed at maximizing rent from 
limited local assets while minimizing dependence 
on expensive material logistics (Andadari, 2017) 
(Table 1). The economies of peripheral  islands 
are becoming “access points” to unique resourc-
es–natural, recreational, even legal — leading to 
the formation of three main types of regional eco-
nomic models.

First, hyper-specialization  is occurring  in 
high-margin niches of agriculture and aquacul-
ture oriented not toward domestic consump-
tion but toward global premium markets, includ-
ing products such as palm oil, coffee, and organic 
shrimp (Li, 2015; Fold & Pritchard, 2005; Neil-
son & Shonk, 2014; Montefrio & Sonnenfeld, 
2019). This strategy is essentially geographic arbi-
trage: the unique natural capital of the periphery 
(clean water, special climate, endemic species) al-
lows products to be sold at a price that absorbs ex-
treme logistical costs comparing with mass prod-
ucts. However, as Harvey rightly notes, “the abil-
ity of certain producers to command a monopoly 
rent based on the unique qualities of a particu-
lar location (terroir) is always precarious… It de-
pends on the ability to maintain the distinctive-
ness of the product  in the face of global compe-
tition and the power of intermediaries to capture 
that rent” (Harvey, 2001, p. 402).

Second, a paradoxical model of the “digi-
tal enclave” emerges. The completion of large-
scale  infrastructure projects, such as  Indonesia’s 
Palapa Ring (connecting over 500 cities with a fi-
bre-optic network), has created the technical ca-
pacity to overcome physical  isolation. However, 
as statistics show, digitalization does not elimi-
nate but rather transforms hierarchies. The Phil-
ippines has become a global hub for outsourc-
ing (Bodwell & Errighi, 2016), but employment 
there  is concentrated  in relatively low-wage call 
center and basic IT support sectors. In Indonesia, 
the explosive growth of platform employment in 
the regions is not a sign of a tech boom but rather 
a shortage of quality jobs in the formal sector. The 
periphery gains access to earnings but not to capi-
tal, platform ownership, or the ability to influence 
the rules of the digital economy dictated by Jakar-
ta and Silicon Valley.

Thirdly, a monocultural economy based on 
premium tourism has developed (Priatmoko et 
al., 2021). This sector most clearly demonstrates 
how geographic isolation, a liability for manufac-
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turing, is transformed into a marketable asset for 
high-end tourism, albeit with significant system-
ic costs. The success of destinations such as Bali 
or Boracay generates a strong gravitational effect: 
capital, infrastructure (including airports, roads, 
and power grids), and human resources become 
concentrated in these locations, effectively creat-
ing oases of development within a broader con-
text of regional stagnation (Hariyani, 2018). This 
outcome  is not geographically predetermined; 
neighboring  islands with similar physical en-
dowments often remain underdeveloped due to 
path-dependent  investment patterns and policy 
choices. The “tourist shadow” thus reflects cumu-
lative causation rather than physical determinism.

These three strategies share a common mech-
anism: each monetizes a local asset that cannot 
be easily relocated (soil, bandwidth, scenery). 
However, each has a hard quantitative boundary. 
Agro-exports work only when product value ex-
ceeds $15–20/kg; below this threshold, logistics 
costs consume all profit. Digital enclaves pro-
vide  income but not capital ownership  — 82 % 
of platform equity remains  in Jakarta. Tourism 
monocultures generate high revenue per visitor 
but low employment multipliers (Boracay: 25 % 
of receipts, 8 % of jobs). None of the three strat-
egies leads to  industrial convergence because 
none addresses the root cause: inter-island logis-

tics costs that make manufacturing unprofitable 
outside the core.

Thus, the adaptation of the periphery within 
the framework of “island capitalism” in Indonesia 
and the Philippines is not a path to convergence 
with the center but a path to sustainable diver-
gence based on a different economic logic. While 
the core  is developing according to the model 
of industrial-service capitalism, the periphery ex-
ists as a rent-based, resource-driven, platform-de-
pendent enclave economy. The state, attempt-
ing to manage this system, is confronted not with 
a unified economic space but with a conglomer-
ate of heterogeneous, loosely interconnected eco-
nomic systems: the plantation economy, the digi-
tal precariat, and tourist reservations.

This situation requires a fundamentally differ-
ent approach to regulation, one that goes beyond 
standard instruments of fiscal equalization or in-
dustrial policy. The center can no longer dictate 
uniform rules; it is forced to negotiate and create 
hybrid forms of governance, which leads us to the 
next thesis: the emergence of a “liquid state”.

The “Liquid State” as a Response to Territorial 
Fragmentation

The classic model of the Weberian state suf-
fers structural collapse  in the archipelago con-
text, as  it monopolizes the provision of public 

Table 1
Peripheral Adaptation Strategies in the Context of “Island Capitalism”

Economic Logic Key Examples
Hyperspecialization in premium agro-/aquatic exports

The strategy involves maximizing the 
rent from a unique territory and by-
passing national logistics by direct-
ly integrating into global value chains

Indonesia: Export of wild tuna from the Maluku Islands. The province of Malu-
ku exported $324 million worth of seafood in 2024, the majority directly to Japan 
and the United States.
Philippines: Export of blue-legged crab (Portunus pelagicus) from the Sulu Ar-
chipelago. As one of the world’s leading suppliers, up to 80 % of the catch goes to 
auctions in Hong Kong and Singapore

Formation of a “digital enclave”

The strategy involves monetizing dig-
ital connectivity and human capital to 
generate revenue from the global de-
mand for remote services that require 
minimal physical supply

Indonesia: Platform Economy. The number of Gojek/Grab drivers in second-ti-
er cities (e. g., Makassar, Mataram) increased by 145 % from 2019 to 2023, almost 
double the growth in Jakarta.
Philippines: Business process outsourcing (BPO) industry. In 2022, the sector 
employed 1,6 million people and generated $32,5 billion in revenue, accounting 
for ~7,5 % of the country’s GDP. The hubs on the islands of Cebu and Bohol are 
growing faster than the capital

Premium Tourism Monoculture
Rent extraction occurs due to geo-
graphic isolation, which is marketed as 
exclusivity, leading to a concentration 
of infrastructure in specific “hotspots”

Indonesia: Bali receives 40 % of the country’s total influx, generating over 60 % of 
the country’s international tourism revenue.
Philippines: Boracay, Cebu, and Palawan account for over 70 % of all tourist re-
ceipts from foreign visitors, with Boracay accounting for 25 %

Source: compiled by the authors.
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Table 2
The Archipelago’s “Liquid State”: Features, Instruments, and Comparison with Continental Models

Manifestation in archipe-
lagic states (Indonesia and 

the Philippines)

Contrast with continental ASEAN 
countries

(Thailand, Vietnam)
Examples and statistics

1. Decentralization as a delegation of sovereignty

The devolution of powers 
leads not to unification but 
to a patchwork regulatory 
map and the strengthening 
of local oligarchies. The cen-
ter buys loyalty rather than 
governs directly

Decentralization is often adminis-
trative and technical in nature with-
in the rigid vertical power structure 
of a single party or bureaucracy. Re-
gions function primarily as admin-
istrative extensions of the central ex-
ecutive, lacking institutional political 
agency at the national policy-mak-
ing level

Indonesia: After the 2001 reform, the share of lo-
cal expenditures in the state budget increased from 
10 % to ~40 %. However, the Gini coefficient between 
provinces remains consistently high (~0,39) 1.

Philippines: The Local Government Act of 
1991 transferred control over the police, health care, 
and social services to the regions but strengthened 
clan control

2. Asymmetrical autonomy as a tool of containment

Granting special political 
and fiscal status to separat-
ist/conflict regions. This is 
not development but rath-
er the payment of politi-
cal rents

Asymmetrical autonomy is extreme-
ly rare. The center prefers a strict as-
similation policy or the suppression 
of separatism (for example, in south-
ern Thailand)

Indonesia: Special Autonomous Status for Pap-
ua. The province receives additional transfers of 
$135 million annually, which is 8–10 times more per 
capita than the average province of Java. Philippines: 
The Bangsamoro Autonomous Region has its own 
parliament and Sharia courts and receives an annual 
block grant of $1.3 billion from the national budget

3. Infrastructure as Sovereignty

The largest infrastructure 
projects are geopolitical 
tools for “stitching” territo-
ries together. Their goal is to 
demonstrate presence, not 
profitability

Infrastructure projects (highways in 
Thailand and Vietnam) primarily 
serve the goals of economic integra-
tion and growth, linking the periph-
ery with the center to strengthen the 
single market

Indonesia: Sea Tollway Program. The state subsidiz-
es scheduled flights to 92 of the most remote islands 
where private carriers do not operate. In 2022, more 
than 2,000 subsidized flights were operated 2.

Philippines: Roll-on/Roll-off (RORO) Program. A 
network of 140 routes connects more than 478 ports. 
RORO traffic grew by over 500 % from 2003 to 2023 
(Robert, 2023)

4. Hybrid Regimes and Elite Co-optation 

The state shares power with 
transnational corporations 
(mining, plantation) and lo-
cal security forces (private 
armies, militias) in the pe-
riphery. We use “power” in 
the Weberian sense: the ca-
pacity to enforce rules, allo-
cate resources, and exercise 
legitimate coercion

The state seeks to maintain a mo-
nopoly on power and violence.
Private security forces and contrac-
tual relationships with corporations 
for territorial control are rare in con-
tinental ASEAN states; where they 
occur outside state oversight, they 
signal central weakness.
In Indonesia and the Philippines, 
such arrangements operate with lim-
ited state control, indicating gaps in 
the state’s monopoly on force

Indonesia: In Papua and parts of Kalimantan, com-
panies like Freeport-McMoRan and PT KalTim ef-
fectively provide infrastructure and security on their 
concessions, performing quasi-governmental func-
tions.
Philippines: In Mindanao, the central government 
has long relied on agreements with local armed clans 
to maintain a minimum of order in exchange for 
non-interference in their affairs

5. Digital Integration as Compensation for Physical Absence

Digital projects are an at-
tempt to create virtual unity 
where physical unity is im-
possible. The focus is on 
connectivity, not content or 
services

Digitalization aims to improve the 
efficiency of public administration 
and services (e‑government) in an 
already integrated space

Indonesia: The Palapa Ring project is a 35000 km 
submarine fiber-optic cable connecting 514 cities. 
By 2023, 4G coverage in eastern Indonesia increased 
from 35 % to 85 % 3.

Philippines: The “Free Internet in Public Places Act” 
(2022) mandates Wi-Fi access in remote barangays 
(villages), but speeds are often insufficient for real 
government services

Source: compiled by the authors; 1Asian Development Bank. (2022). Southeast Asia rising from the pandemic. Retrieved 
from: https://www.adb.org/sites/default/files/publication/779416/southeast-asia-rising-pandemic.pdf (date of access: 
12.01.2026); 2Business Indonesia. Sea toll, maritime initiatives continue to drive Indonesia’s shipbuilding sector. 2024, 
January 15. Retrieved from: https://business-indonesia.org/news/sea-toll-maritime-initiatives-continue-to-drive-
indonesia-s‑shipbuilding-sector (date of access: 16.01.2026); 3Palapa Ring. (2025). Palapa Ring Barat. Retrieved from: 
https://palaparing.id/ (date of access: 16.01.2026).
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goods within a clearly defined territory. The cen-
tral government’s need to undergo a radical trans-
formation arises from the physical  impossibility 
of maintaining a uniform presence across thou-
sands of islands and the economic heterogeneity 
of “island capitalism”. It gradually abandons  its 
role as an all-seeing orchestrator and embraces 
that of network architect, manager of hybrid re-
gimes, and provider of key  infrastructure (Aspi-
nall & Berenschot, 2019).

This emerging conglomerate of institutions can 
be defined as a “liquid state” — an adaptive, decen-
tralized, and networked form of sovereignty, where 
power is not hierarchical but fluid and distributed 
among the center, local elites, corporations, and in-
ternational actors. Unlike relatively uniform and 
centralized continental ASEAN neighbors such as 
Thailand and Vietnam, where the state maintains 
tight administrative control over most territories, 
governance in Indonesia and the Philippines is ad 
hoc and contractual (Table 2).

The most striking manifestation of this “flu-
idity” is the paradoxical results of decentraliza-
tion. Devolution  in  Indonesia and the Philip-
pines has led to the fragmentation of governance 
and economic opportunities, unlike  in Thailand, 
where Bangkok maintains absolute priority in de-
cision-making.

Thus, after the 2001 reform in Indonesia, re-
source-rich provinces such as East Kalimantan 
(coal and oil) and Riau (palm oil) were able to 
dramatically  increase their own revenues, while 
poor agricultural regions such as East Nusa Teng-
gara remained critically dependent on transfers 
from the center, receiving up to 90 % of their bud-
get from Jakarta. This has created a system of fis-
cal patronage, where the center allocates resourc-
es not based on efficiency criteria, but on political 
loyalty and the need to maintain integrity (Gon-
schorek, 2023).

Decentralization buys political stability at the 
cost of economic efficiency. In resource-rich prov-
inces (East Kalimantan, Riau), local elites capture 
rents without delivering public goods. In poor 
provinces (East Nusa Tenggara), the center pays 
loyalty transfers that create dependency but not de-
velopment. The “liquid state” accepts this trade-off 
because the alternative (direct rule from Jakarta) is 
physically unenforceable across 17 000 islands.

The second key  instrument  — asymmet-
ric governance through special autonomies  — 
also demonstrates differences from  its continen-

tal neighbors. While  Vietnam harshly suppress-
es any manifestation of ethno-regional autonomy, 
Indonesia and the Philippines are forced to nego-
tiate complex agreements. The Bangsamoro au-
tonomy in the Philippines, for example, includes 
not only fiscal preferences but also the creation 
of a separate police force and the  incorporation 
of  Islamic law  into the local legal system (Son-
sri, 2021). The result  is not simply decentraliza-
tion but the creation of a state within a state based 
on treaties.

Finally, the  infrastructural sovereignty of 
the archipelagos  is  incompatible with continen-
tal logic. Indonesia’s “Motorway of the Sea” proj-
ect, which requires hundreds of millions of dol-
lars  in subsidies annually, is economically  inef-
fective but politically indispensable: it serves as a 
symbol and  instrument of unity (Negara, 2016). 
By comparison, the construction of the Ho Chi 
Minh City-Hanoi expressway in Vietnam has the 
clear goal of reducing logistics costs and stimulat-
ing domestic trade, that is, it serves economic, not 
political, integration.

Subsidized shipping (Sea Tollway) and fi-
ber-optic networks (Palapa Ring) improve con-
nectivity but do not generate self-sustaining mar-
kets. Once subsidies are withdrawn, commercial 
carriers do not fully replace these services be-
cause demand remains  insufficient. The “liquid 
state” can facilitate but does not guarantee eco-
nomic integration. This distinguishes archipelag-
ic infrastructure from continental infrastructure, 
where transport networks are more likely to be-
come commercially viable through induced trade.

Thus, the archipelago’s “liquid state” is 
not a  weak state but a state of a different kind, 
formed in the crucible of geographical coercion. 
Its strength lies not in its ability to rigidly control 
but in its ability to flexibly negotiate, engage, sub-
sidize, and distribute rents to hold together a frag-
mented whole. This forced experiment in manag-
ing complexity, born of a geographic curse, un-
expectedly becomes a strategic asset  in a world 
where globalization is in retreat and spatial frag-
mentation and hybrid forms of sovereignty are 
becoming the new norm.

Conclusions
This study addressed four objectives: measur-

ing the impact of logistics costs on industrial lo-
cation, identifying peripheral adaptation strate-
gies, conceptualizing the “liquid state”, and com-
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paring archipelagic with continental governance. 
The findings are summarized below.

Historically  viewed as  inferior, “doomed” to 
lag behind due to geographic barriers, archipelag-
ic states are today unexpectedly emerging as pio-
neers  in managing the key challenge of the 21st 
century–growing spatial and economic fragmen-
tation. Their centuries-long experience of over-
coming logistical gaps, governing asymmetric re-
gions, and creating networked forms of sover-
eignty represents not a collection of pathologies, 
but a valuable case study for the future of global 
governance. If the 19th century was the century of 
continental empires and the 20th century the era 
of nation-states, then the 21st century appears to 
be becoming the century of “new archipelagos”: 
not only geographical but also economic, digital, 
and political. In this reality, Jakarta’s and Manila’s 
experiences are as relevant as, or more than, that 
of Paris or Berlin.

The globalization of the 1990s and 2000s 
masked the significance of distance and territori-
al  integrity, creating an  illusion of a “flat world”. 
Today’s world is rapidly returning to the logic of 
“archipelagos”: sanctions barriers, production 
reshoring, regionalization of trading blocs, and 
cyber sovereignty are recreating the same high 
transaction costs and  institutional gaps between 
countries and regions that have always been a do-
mestic reality for Indonesia and the Philippines.

Transnational corporations, through the es-
tablishment of “friendshoring chains”, are effec-
tively establishing  isolated production clusters 
that have little connection to the local econo-
my, essentially replicating “island capitalism” on 
a global scale.

In this context, the following archipelagic ad-
aptation tools acquire universal significance:

— The policy of subsidized “sea highways” is 
a prototype for the strategic logistics of the future 
for territories that find themselves  in a new  iso-
lation. Such measures are already being dis-
cussed  in the context of supporting remote EU 
regions (for example, the Greek island territories 
and the French overseas departments) or in con-
nection with the need to ensure basic supplies to 
regions cut off by sanctions or conflicts. From a 
market perspective, economic  inefficiency trans-
lates into political and social expediency;

— The practice of granting special status to 
Papua or the Bangsamoro  is a laboratory model 
for managing profound internal diversity in the era 

of identity politics. It demonstrates that unity can 
be achieved not through unification, but through 
the  institutionalized recognition of differences 
and the creation of complex contractual structures 
that distribute power and resources. This experi-
ence is valuable for multicultural federations facing 
crises of central authority legitimacy;

— Archipelagos put  into practice what the-
orists write about  in the context of “multi-level 
governance” and “split sovereignty”. Their abili-
ty to share power with local elites, corporations, 
and international players is not a sign of weakness 
but a pragmatic adaptation to complexity. Cen-
tralized continental powers, whether the United 
States with its growing development disparity be-
tween coastal and inland regions, or China facing 
structural imbalances between its coastal megaci-
ties and the hinterland, will be forced to adopt el-
ements of this flexible, networked model.

The analysis confirms the study’s hypothesis: 
extreme fragmentation generates “island capital-
ism” and the “liquid state” as adaptive responses, 
not pathologies.

The most ambitious and revealing experi-
ment  is the relocation of  Indonesia’s capital to 
Nusantara. Behind  its urban and environmental 
rhetoric lies a profound geoeconomic reprogram-
ming of the entire national spatial matrix. The 
goal  is not simply to relieve Jakarta’s burden but 
to use political will to create a new administrative 
and economic hub within the network structure 
of the “liquid state”, artificially “grounding” some 
of its functions on the periphery. Nusantara’s key 
success metrics are not economic but geopolitical 
and structural: reducing Java’s share of large cor-
porate and government headquarters from 80 % 
to 50 % by 2045 (Praditya et al., 2023), redistribut-
ing migration flows, and, most importantly, creat-
ing a symbolic center of national unity in the ar-
chipelago’s geographic heart. This is an attempt to 
overcome “island capitalism”, not through level-
ling, but by creating a second pole of concentra-
tion, thereby changing the very geometry of inter-
nal connections.

However, this ambitious project faces sig-
nificant skepticism. Critics point to the risks of 
chronic underfunding (the  initial budget has al-
ready been cut), the environmental costs of defor-
estation in East Kalimantan, and resistance from 
local communities whose land rights could be vi-
olated. These challenges make Nusantara not only 
an experiment in geoeconomic programming but 
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also a test of the “liquid state’s” ability to  imple-
ment megaprojects amid internal complexity and 
external uncertainty.

Countries, grappling with enormous  inter-
nal  imbalances and bulging capital regions, will 
closely monitor this unprecedented $35  billion 
project.

Thus, the archipelagos offer the world not 
ready-made recipes, but a living laboratory of 
compromises. Their main lesson  is that, in con-
ditions of fundamental fragmentation, there is no 
perfect balance between efficiency, unity, and fair-
ness. Any gain in one of these areas inevitably en-

tails losses in others. Governance in such an envi-
ronment is not a search for an optimal solution but 
an ongoing process of negotiations, ad hoc deals, 
and rent-sharing to maintain a fragile whole. An-
alyzing the experiences of Indonesia and the Phil-
ippines, an outside observer should see not an ex-
otic pathology but a magnifying glass — not the 
glass itself, but the enlarged image it reveals of the 
systemic dilemmas in the future world order: how 
to manage fragmented spaces, how to combine 
unity with diversity, and what price societies are 
willing to pay for territorial integrity when integ-
rity itself is being questioned.
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