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Abstract

South Korea enjoyed high rates of economic growth until the mid-1990s.  However in mid-1997 the country went into a severe economic crisis which ultimately resulted in a request for an IMF bailout.  Leading up to the crisis, the government had embarked upon democratic liberalization but not much economic liberalization. This research explores why the government would lay the foundation for political reform without creating institutions capable of imposing economic reform on the politically powerful business sector. The absence of such institutions put the government in a position where it could not respond to the emerging economic crisis.  The government’s inability to act eroded its own position of power and governance.  From this perspective, the government’s inattention to economic reform appears irrational as it led to a weakening of its own position.  We build a model of political and economic liberalization showing that the government was engaged in nested games (i.e., games in multiple arenas) with the political opposition, the labor unions and the powerful business sector.  We develop an argument that strong, anti-liberal economic actors create incentive for the government in a democratizing state to refrain from economic liberalization, even while moving forward with democratic liberalization. 

INTRODUCTION

From the early 1960s to the mid-1990s Korea enjoyed phenomenal economic growth (Root, 1999). However growth eventually slowed and in 1997 South Korea was wracked by a foreign exchange crisis that forced it to request an International Monetary Fund (IMF) bailout. The crisis led a dozen international banks to extend the terms of $15 billion in short-term loans to Korean financial institutions (Digital Chosun Ilbo, December 30, 1997). The most immediate cause of the crisis was the excessive dollar denominated short-term loans and the shortage of foreign exchange reserves (New York Times, January 8, 1998).  The long term foreign debt increased by $2.4 billion to $46.1 billion, while the short term debt jumped by $3.2 billion to $64.2 billion from December, 1996 to March, 1997 (Digital Chosun Ilbo, October 1,1997). 

The financial aid packages and loan restructuring appear to have ended the crisis though the consolidation of economic and financial reform are still of concern. Prior to the economic collapse, South Korea had embarked upon several democratic reforms aimed at political liberalization (MacDonald and Clark, 1996). For instance the government had allowed labor to unionize, relaxed restrictions on speech and allowed the press greater freedom.  Direct popular election of the president and a system of local autonomy were also adopted.
 


But this wave of democratic liberalization brought about negative economic side effects, such as labor activism, rising wages, inconsistent and inflationary macroeconomic policy and pressures from interest groups for selective government benefits and programs (Cheng and Krause, 1991; Moon and Kim, 1994). Thus Mo and Moon (1999a) contend that the formal and informal rules commensurate with the effective functioning of democracy had not yet fully developed in South Korea and that is one of the reasons behind the financial crisis.  In other words, the incompleteness of democratization undermined the government’s ability to manage the economy. 

Looking at the crisis from a slightly different perspective, Root (1999) states that South Korea had not made adequate institutional and policy adjustments in response to the changing global economic environment of interdependence.  This lack of economic liberalization and openness led to the inadequate government response.  Mo (2001) similarly points to the failure of the government to carry out economic reform as the root cause of the financial crisis. 
As Haggard and Kaufman (1995) point out, however, these political and economic reforms are closely related. In this paper we establish that South Korea suffered greatly in the Asian Financial Crisis of 1997 because of a lack of economic liberalization, which was a result of incomplete democratization.  In order to support our position we develop a model of democratic/economic liberalization relevant to transition states.  We base our model on the concept of “nested games” as developed by Tsebelis (1990).  The model captures the government’s interaction with the political opposition (i.e., the game of political liberalization), the government’s involvement with the business sector and the government's negotiations with the labor unions (i.e., the game of economic liberalization).  In particular we highlight the monetary support of the ruling party by the business sector and its interest in hindering any significant economic liberalization that might undermine its dominant position in the South Korean economy. This is an important line of inquiry as South Korea continues to straddle the dilemma posed by the potentially conflicting goals of democratic consolidation and economic reform (Mo and Moon 1999b: 152).

This paper makes two broad contributions: we provide a compelling explanation of the failure of economic liberalization in South Korea.  Second, we refine the use of nested game model building in the study of the political economy of democratizing states. We organize the article into four sections.  The first section contains a description of the financial and economic crisis.  The second section develops nested games models of liberalization in a transition state.  The third section compares the model’s predictions with the empirical realities in South Korea.  In the last section we discuss the implications of our model.

DEVELOPMENT OF THE FINANCIAL CRISIS IN SOUTH KOREA

The South Korean economy had started showing signs of economic decline in 1996.
  Industrial output growth slowed from an annual growth rate of 14 percent in 1995 to 10 percent in 1996.  The growth of manufacturing sales declined from 20 percent in 1995 to 10 percent in 1996 (Smith 1998:67).  In 1996, 20 of the 30 largest chaebols (dominant businesses) showed poor profitability (Corsetti et al., 1998:6). In 1996 alone, the stock market fell by 35 percent (Smith, 1998:67).  The share of short-term loans in the total foreign debt went up by 59 percent in a year (Dongailbo, February 4, 1998).  The current account deficit in 1996 also increased to US $23.1 billion, or 4.8 percent of GDP (Smith 1998:67).
 In January 1997, the Hanbo Steel Manufacturing Company collapsed under US $6 billion in debt.  This was followed by the collapse of Sami Steel Corporation and Kia Motor’s request for bankruptcy protection.  On July 2, 1997, the Bank of Thailand announced a managed float of the baht and called on the IMF for technical assistance.  In October, the Hong Kong stock market crashed (Digital Chosun Ilbo, April 10, 1998).  These external shocks added to the impact on South Korean share markets for three reasons.  First, South Korean financial organizations had lent a total of US $173 million to Thailand’s finance companies by the end of August 1997 and US $92 million could not be guaranteed by the Thai Government (Digital Chosun Ilbo, October 1, 1997). Second, since 34 percent of South Korean exports went to Southeast Asian countries, a significant decline in exports was expected (Digital Chosun Ilbo, June 4, 1999) and investors started selling their stocks.  Third, foreign investors were concerned about the fallout from the export and financial relations with Southeast Asia (Digital Chosun Ilbo, April 10, 1998).
In terms of politics, since 1987 South Korea made much progress in procedural democratization (Steinberg, 1998).  For example, the government had legalized labor unions and allowed labor strikes.  Despite that labor costs in South Korea began to exceed productivity gains, wage increases continued (Root, 1999).  During the 1960s and 1970s, the authoritarian South Korean government maintained a relatively stable political system and focused on economic development.  By 1997, however, increasing political instability had reduced economic performance in South Korea to the lowest of 24 OECD countries (Digital Chosun Ilbo, October 13, 1997). Thus, the key question here is how democratization affected economic performance in South Korea before the crisis broke out. 

In terms of the democratization-growth nexus, some (e.g. Feng, 1997; Leblang, 1996; Sirowy and Inkeles, 1990) argue that democratization enhances growth because of improved property rights and market competition.  In contrast, democratization may hinder economic growth because of distributive politics, such as interest groups’ pursuing private benefits against majority gains (e.g. Cheng and Krause, 1991; Olson, 1982).  Sirowy and Inkeles (1990) also note that immature democracy may slow economic growth due to its ineffective policy implementation and inability of state involvement in the developmental process.  Some studies, on the other hand, report the lack of empirical evidence for either claim (Heo and Tan, 2001; Przeworski and Limongi, 1993).  

In South Korea, democratization has brought up a number of negative side effects, at least in the short run, such as labor activism, rising wages, and pressures from interest groups for selective government benefits and programs (Cheng and Krause, 1991; Heo, 2001; Heo and Kim, 2000; Moon and Kim, 1994). For instance, from 1990 to 1996 the average number of lost workdays from strikes was seventh in the world (Digital Chosun Ilbo, April 5, 1998).  Labor strikes caused real earnings in the manufacturing sector to increase almost eight percent from 1992 to 1996 (Smith, 1998).  Increased earnings inflated the cost of exports and reduced international competitiveness. Since Korea depended on cheap yet high-quality labor for its economic success, these labor problems were critical. 

In addition, the efforts of interest groups pursuing private benefits often made it difficult for the government to provide market confidence.  The indecisiveness the government displayed during the Kia bankruptcy eventually lead investors to believe that the South Korean government did not have a capability to deal with the crisis (Heo and Kim, 2000).   

MODELING LIBERALIZATION USING NESTED GAMES


Why did the South Korean government lay the foundation for democratic liberalization in the political arena, without creating comparable economic institutions?  It appears prima facie that the government put itself in a position where it opened itself up to increased criticism from the opposition and the media but hindered its ability to respond to the emerging financial and economic crisis.  From this perspective, the government’s behavior appears irrational and leads to a sub-optimal outcome.


However, we argue that the dilemma confronting the South Korean government is a good example of a nested game (Tsebelis, 1990) faced by all states in transition.  Nested games are a valuable heuristic in helping to explain apparently sub-optimal or counterintuitive behavior.
 Tsebelis (1990:7) shows that sub-optimal behavior is often a case of “disagreement between actor and observer” in which if “an actor’s choices appear to be sub-optimal, it is because the observer’s perspective is incomplete.”  The observer fails to recognize that the principal arena of action is not the only one in which the actor is involved.  When the observer considers the other arenas in which the actor participates, he sees that the choice now appears optimal.

Tsebelis (1990: 7-8) created the concept of games in multiple arenas where an actor can be involved in a network of games. The actor tries to optimize outcomes in all games or “arenas.”  The actor is involved in the principal arena and also in “a game about the rules of the game”.  These games can lead to apparently sub-optimal outcomes as the observer fails to see the other arenas that provide context for the game in the principal arena. Several studies use Tsebelis’ theory to explain political party behavior, budget negotiations, electoral systems, public policy and parliamentary oversight in the European Union (e.g., Koelble, 1992; Lehman and McCoy, 1992; Bawn, 1993; McGinnis and Williams, 1993; Pahre, 1997). We specify the nested game of economic liberalization. 

Liberalization in South Korea is one example of the broader trend of recent democratization.  With the collapse of the communist states in the late 1980's to early 1990's, comparative research on democratization has come into its own.  Initially, Samuel Huntington (1991a, 1991b) suggests that there have been three waves of democratization, of which the last wave began in the demise of authoritarian regimes in the 1970's.  This wave continued with democratization in Latin America and Eastern Europe.  Huntington warns that democratic transitions are not irreversible.  Scholars since have broadened the study of "third-wave" democratization including cross-national approaches (e.g., Diamond, Linz and Lipset, 1995), political economic approaches (e.g, Haggard and Kaufman, 1995) and other approaches or extensions of previous work (e.g., Dawisha and Parrott, 1997; Huntingon, 1997; Linz and Stepan, 1996, 1997).  Diamond (1999) points out that the South Korean democracy has made steady progress since the late 1980's.

In this article, we focus on the work of Haggard and Kaufman (1995).  They outline the processes of market reform and the consolidation of democracy.  They posit that the consolidation of economic reforms and political reforms “have different political foundations” (Haggard and Kaufman, 1995:16). They explain (pg. 16) that, “democratic consolidation depends not only on economic performance, but on how representative institutions structure distributive outcomes.” This is because the “initiation and consolidation of economic reform … also depends on the way new democratic institutions aggregate the preferences of contending social groups and empower executives to act” (pg.163).  The ability of the government to act successfully depends on the existence of empowering institutions and the resistance of interest groups.


Haggard and Kaufman point to a key factor in the motivation of the government.  In most instances only a single party has ruled prior to liberalization.  This ruling party develops an interest in maintaining a continuity of rule and power.  It has a vested interest in modernization because it fears revolt or economic collapse, but it also seeks to hold on to power for as long as possible.  Its hegemonic position may rely on more than just domination of the political loci of power; it may also depend on its domination of the economic producers.  They (1995:157) assert that “the costs of reform tend to be concentrated, while benefits are diffuse, producing perverse organizational incentives; losers are well organized, while prospective winners face daunting collective action problems and are not.”  If the ruling party relies on these “losers” for its control over the economy, any concentrated interest group will be a political barrier to economic reform.  Furthermore, besides the “strong bloc of beneficiaries” current economic conditions in non-crisis democracies
 create “a diffuse public support that favors maintaining the broad outlines of the prevailing economic model” (pg. 229). 

The implication of the above argument is that the government in a transitional democracy is involved in both arenas (i.e., economic and democratic liberalization) but faces different adversaries in each arena.  In the process of democratic reform, the ruling party seeks to provide greater equity and distribution while maintaining its continuity of governance.  The dilemma facing the ruling party is how to initiate enough reform to silence its critics but not so much as to upset key supporting interests.

The outcome of the nested games depends upon the importance the ruling party invests in each arena.  Tsebelis shows that in consociational democracies, political party leaders are involved in two separate games: one with their own supporters and one with the leaders of other parties.  When both games do not allow the party leader to pursue the same strategy in both, the leader must choose which arena on which to place an emphasis.  The leader chooses to optimize the outcome in one game even though the outcome in the other may be sub-optimal.

Mo (2001: 489) identifies a "concentrated, triad structure consisting of chaebol, the unions and the state in which each acts as a powerful vested interest against economic reform".  Mo explains that each member of this triad engages in negotiation and bargaining with each other.  Mo distinguishes between the unions/labor and the parliamentary opposition to the government.  While the opposition has always maintained strength in the unions and labor movements, its interests diverge from that of the unions in some cases.  For instance, the opposition leader Kim Dae-jung, once champion of the downtrodden, took a centrist/pro-business position in the presidential election campaign in 1997 (Oh, 1999: 197). Based on this discussion, Figure 1 depicts the nested games in which the four actors find themselves. The figure condenses the complicated set of relationships into six separate arenas (labeled I-VI):

I. Parliamentary Arena: Government versus Opposition.

II. State/Industry Arena: Government versus Chaebol
III. State/Labor Arena: Government versus Unions/Labor

IV. Industry/Opposition Arena: Opposition versus Chaebol
V. Management/Labor Arena: Unions/Labor versus Chaebol
VI. Labor/Opposition Arena: Unions/Labor versus Opposition

[Figure 1 about here]

First, there is the parliamentary game of democratic reform.  The ruling party and the parliamentary opposition contest this game.  Each vies for control of the state, with the ruling party seeking the preservation of its hegemonic position and the opposition seeking liberal reforms.  The ruling party and the dominant business sector(s) contest the second game.  The ruling party relies on its institutionalized contacts, either formal or informal, with the business sector for funding, while the business sector obtains lax government regulation of its activities.  There is ample evidence that such a relationship exists in South Korea (Haggard, 1998; Kim, 1998; Klitgaard, 1988; Lee, 1992; Moon, 1994; Moon and Lim, 2001; Oh, 1999; Rhee, 1994).  The importance of this game is that the business sector may either resist the government attempts at liberalization or support them.  The third game is between the government and the unions/organized labor.  This game is similar to the second game.  Labor can either support or hinder the government's effort at liberalization.  The pattern prior to 1997 was that organized labor strongly opposed to governmental efforts of labor reform and economic liberalization.  This arena is crucial as labor reform was a key principle in the IMF conditionalities to South Korea in the wake of the financial crisis (Mo, 2001).
The fourth game represents the struggle between the business sector and the opposition.  It is clear from the request for bankruptcy protection by Kia with strong support from the opposition party in 1997 that the opposition party was also deeply involved with the interests of the business sector.  The fifth game represents the direct negotiations between business and labor. Mo (2001) identifies that labor reform prior to 1996 existed outside of the formal government institutions.  He states (pgs. 485-87) that "culture-induced gridlock" between business and labor hindered the development of meaningful labor reform.  The final game represents the influence of organized labor on the policies of the opposition and vice versa.  There is a close relationship between the two in South Korea prior to the crisis (Oh, 1999: 197).  

a. The Games
The first three games involve the direct participation of the government; the second three games do not involve any direct governmental participation.  In the nested game framework the three latter games shape the actions available to actors that then interact with the government.  For example, if business and labor cannot agree on a positive-sum labor reform, then neither is in a position to make concessions to the government's attempts at liberalization of the economy.  In this way the three nested games (i.e., those in which the government is not a direct participant) are an important element in the government's calculus of the costs and benefits of democratic and economic reform.  While a few scholars have begun to recognize the layered nature of these games (e.g., Mo and Moon, 1999a; Mo, 2001) as of yet none have incorporated them into a parsimonious model of the South Korean transition.

b. The Actors


Game theory requires that actors be fully established. The non-governing parties in the Parliament all oppose the governing party, at least in their desire to replace the government.  Thus the opposition can be thought of as a unitary actor.  Another actor that is well defined is labor/unions (Mo, 2001).  The worker organizations operate with one goal in mind: improving the working conditions and wages.  While the unions represent a myriad of workers in diverse economic sectors it is not incredible to think of them as having a centralized decision-making process.


Another actor to consider is the government (Mo, 2001). In the political culture of South Korea individual leadership plays the key role in political parties.  Presidents essentially control the government and the ruling party (Kim, 1998: 145; Mo, 2001).  Thus, we can apply the unitary actor assumption in our representation of the actions of the government.  The chaebol is the final actor. Mo and Moon (1999b: 154; see also Mo 2001) claim that the "the organization [of the chaebol] is highly centralized".  They highlight the concentration of economic power and the small number of owner-managers who make most of the decisions.

The Nested Arenas: Industry/Opposition, Management/Labor and Opposition/Labor


We begin our discussion of the arenas by considering the three nested games.  The game between business and the opposition is not as simple as it may first appear.  The opposition in South Korea generally supported labor interests over business interests until mid-1990s (Oh, 1999).  However, there are links between the opposition party and some important and powerful corporations.  This complicated relationship insures that the opposition does not press the chaebol directly for economic reform because of its vested interest in the continued success of certain economic sectors and/or businesses.


Organized labor and the chaebol hotly contest the Management/Labor arena.  In particular, the two have divergent viewpoints on labor costs and reform.  Both insist that the other must make concessions in order to make the economy more efficient (Mo, 1996).  As labor had been exploited under the military dictatorship from the 1960s to the 1980s, unionized labor continuously demanded salary increase and work condition improvement whereas management became concerned about the price of their exports (Heo, 2001; Smith, 1998).  The end result of the tug-of-war between labor and management is that neither is willing to pay the larger share of the costs of economic reform.  As such, in their relationship with the government both will push for the government to install a top-down model of reform on the other actor.  Yet, both the chaebol and the unions will resist any government effort to force them to make concessions (Haggard and Mo, 2000; Mo, 2001).  Labor has another ally though, that of the opposition parties.


  We now turn toward the last of the nested games, the relationship between the opposition and organized labor.  The two are linked at both a cultural and organizational level (Oh, 1999).  Labor presses the opposition parties to make its demands for reform of business practices to the government in addition to it direct request. The opposition parties are receptive to this request for two reasons: the unions provide a strong support of the opposition party and the opposition sees reform as an instrument in its campaign to dislodge the current government.  Even when the opposition does not agree with the reforms that labor desires, the opposition parties would support them if that move gives political advantage over the government.


These three nested games produce two results.  First, the opposition and organized labor are in a position to demand economic reform from the government.  Second, the chaebol would like the government to back its resistance against both the labor unions and economic reform.  The nested games thus make it certain that the government will hear competing demands: one for reform and the other against reform.  In this way the nested games make it difficult for the government to develop a comprehensive and cohesive liberalization policy that would satisfy all actors.

a. The Principal Arena: Parliament

The principal arena in a state in transition is the parliamentary battle between the institutionalized ruling party and the growing opposition.  The ruling party has as its primary objective to maintain its electoral dominance and thus its parliamentary majority.  In this parliamentary game, the ruling party finds incentives to give concessions to opposition parties (and their supporters) in exchange for support of the government during transition (Geddes, 1994). Accepting Kia’s request for protection for bankruptcy due to the opposition party’s support is a good example of that (Heo and Kim, 2000).

The opposition seeks to become the government.  The opposition realizes that the current ruling party props up its government authority by draining resources from the state and by soliciting resources from the dominant business sector (Haggard, 1998; Kim, 1998; Klitgaard, 1988; Lee, 1992; Moon, 1994; Moon and Lim, 2001; Oh, 1999; Rhee, 1994).  The opposition seeks to break the ruling party's link with the dominant business sector.  To do so the opposition pushes for liberalization of the current economic and financial system. 
[ Table 1 about here ]


Table 1 illustrates the game between the ruling party and the opposition.
  The ruling party (Actor I) has two broad options: initiate reform or maintain the status quo.  The game depicts these options as the two rows of the table.  The parliamentary opposition (Actor II) can either demand reforms or withhold its demands.  The columns of Table 1 represent the two options of the opposition.

The combination of the choices made by the actors determines the outcome of the game.  The game represents the outcomes of each intersection of choices as an ordered pair (x,y) where x is the outcome for Actor I and y is the outcome for Actor II.  Each outcome is a cardinal number from 1 to 4, where 1 is the most preferred outcome, 2 the second most preferred, 3 the next preferred and 4 the least preferred.

The set <x,y> contains the “game,” or all ordered pairs, (x,y).  In game theory, each actor attempts to obtain the greatest return. For instance, Actor I seeks to obtain the ordered pair (x,y) such that x is the best possible outcome.  Actor II does the same, but seeks to optimize y.  The intersection of this optimization produces an outcome, often called the “social choice,” as it results from the social interaction of two actors.
 The social choice often is a Nash equilibrium in which neither actor can choose unilaterally a different strategy and obtain a better outcome.
  Each actor’s strategy is the best response to the other actor’s strategies. 

The ordered pairs in Table 1 represent the interaction between the ruling party and the opposition.
  The ruling party prefers to maintain the status quo if the opposition withholds demands for reform.  However, if the opposition is adamant on reform, maintaining the status quo is the worst possible outcome for the ruling party.  The ruling party could not both maintain its rule and maintain the status quo in the face of prolonged and determined opposition demands. Between these two extremes, the ruling party’s second preference is to give in to opposition demands for reform and its third preference is to provide reforms without opposition demands.  The latter seems counterintuitive, but it would maintain the dominant position of the ruling party in the parliament with the cost being that of economic restructuring.

The opposition’s most preferred outcome is to force the ruling party into reform through an aggressive campaign of demands.  In this instance, the opposition could take credit for forcing the reforms and possibly take control of the parliament.  The opposition then prefers government led reform, an unsuccessful campaign of demands and no action by either actor, in that order.  

The combination of these incentive structures in Table 1 leads to a pure Nash equilibrium in that only one ordered pair (x,y) is the social choice. The opposition has a dominant strategy to make demands for liberalization.  In other words, no matter what strategy the ruling party picks, the opposition has an incentive to choose “demand” over “no demands.”  The position of the opposition in the other nested games (Arena IV and VI) gives the opposition many benefits for pursuing a strategy of reform, especially from organized labor.

Given the certainty of the opposition pursuing a strong campaign of demand, the ruling party must take the opposition’s action into account in making its own choice.  The ruling party cannot select to maintain the status quo, as this entails a minority government and possible eventual loss of its oligarchic position, i.e., the worst possible outcome for the ruling party.  It thus chooses to make concessions and initiate economic reform, which it views as a method to maintain political control. 


If opposition demands alone were enough to force an institutionalized, oligarchic ruling party into economic reform, economic liberalization would be a simple matter indeed.  It is common knowledge that most ruling parties resist giving in to the opposition and that the most common outcome is that the opposition makes demands, but the ruling party maintains the status quo (the lower left cell).  This outcome appears to be sub-optimal for the ruling party as it is the worst possible outcome and may lead to the destabilization of the government.  We argue that this apparently sub-optimal behavior is due to a nested game.

b. The State/Industry Arena: Economic Liberalization and Resistance

The ruling party must decide whether to press for implementation of financial and economic reforms.  In this arena it must consider the interests of the business sector.  The government sees the benefit of reform as providing for a long-term improvement in the economy. However, it sees the costs of reform as a short-term economic downturn and perhaps more importantly, a break-up of the oligarchic position of its political benefactor.   Liberalization would likely force the government to confront and clean up the corrupt and inefficient practices of the powerful business sector.  This would induce severe political costs for the ruling party as this large interest group could refrain from contributing finances (Oh, 1999).


The business sector has the option of unilaterally complying with the liberal reforms or resisting them in the hopes of maintaining the status quo.  While reform would bring long-term economic prosperity, it is not clear that business would benefit directly from such growth.  In fact, they could see liberalization as providing opportunities for competition (both domestic and international) which could undercut its hegemonic position.  Maintaining the status quo would preserve its economic dominance but force it to resist any government actions and possibly confront government regulatory institutions. A good example of this was the resistance of business to the governmental reform after the IMF bail out.

[ Table 2 about here ]


Table 2 illustrates the game between the ruling party and the business sector.  The ruling party has the same options as it did in Table 1; it can either press for economic reform or maintain the status quo.  Business has the same options: initiate reform or maintain the status quo.  As Chung-in Moon has noted, the ruling party anticipates costs to initiating reform in the form of upsetting the economy, so it prefers the status quo to reform (New York Times, September 3, 1999).  At the same time, it would welcome the business taking unilateral action to initiate reform.  The business sector has a more complex set of preferences.  It prefers to maintain the status quo (e.g. Daewoo in 1999) and its dominant position in the economy and resists self-liberalization (e.g. the corporations do not willingly give up generous government subsidies) especially if the ruling party makes no move towards economic liberalization (New York Times, September 3, 1999).  

As in the prisoners’ dilemma, both actors have dominant strategies.  In Table 2, both seek to maintain the status quo.  The game is one of pure equilibrium with the result in the lower right cell.  However in this instance one actor obtains his most preferred outcome while the other does not: a sub-optimal outcome for the ruling party but the best possible outcome for the dominant business sector.  The government does not seek to enact liberal economic reforms and business maintains the status quo.  Neither actor can arrive at a more preferable outcome through unilateral action.  In this way, neither is forced to directly confront the other and the reciprocal, political relationship can be maintained at the cost of economic liberalization.

c. The State/Labor Arena: Labor Market Liberalization and Resistance

As noted, the labor unions seek concessions from the chaebol but at the same time resist any liberalization of the labor markets.  Union workers have virtual lifelong employment and they are hesitant to let any of their benefits slip away (Heo, 2001; Heo and Kim, 2000; Smith, 1998).  On occasion the labor unions actually stood in the way of government-led reform.  For instance, in 1997, when the ruling New Korea Party passed a labor reform bill, labor unions responded with nationwide strikes (Mo, 2001). 

As such, the relationship between the government and organized labor is similar to that of the government and business.  Table 2 portrays not only the outcome of the State/Industry Arena, but also that of the State/Labor Arena.  The incentives for organized labor are the same as for the chaebol.  Labor has a dominant interest to maintain the status quo and protect worker benefits.  Given the resistance of organized labor, the government tends to maintain the status quo.

d. The Government Dilemma: The Impact of Nested Games
The three games in which the government participates directly provide diverging incentives to the ruling party.  Because the other three actors (i.e., the opposition, the chaebol, and organized labor) have clear dominant strategies, the government finds itself with little choice of action.  In the Parliamentary Arena the ruling party has an incentive to launch economic liberalization.  But in both the State/Industry and State/Labor Arenas the ruling party has an incentive to maintain the status quo.

Figure 2 depicts the incentives that the nested games foist onto the ruling party.  It is clear that the nested games determine the incentives of the three non-governmental actors (i.e., opposition, the chaebol, and organized labor) and shape the demands that they make on the government.   The government has pressure to both liberalize and modernize the economy through economic, financial and labor reforms and also to not liberalize the economy in order to maintain its dominant position and not displease either the dominant business sector nor organized labor.
  However, it cannot simultaneously liberalize and maintain the status quo.
  It must choose one or the other and it must perform the same action in all games.  The difficulty for the ruling party is to determine which action is more costly.

Tsebelis’ (1990) analysis of consociationalism in Belgium shows that party leaders often are torn between compromising with other leaders and refusing to compromise to gain the support of their party rank and file.  He finds that this dissonance between the incentives in each game elicits the party leaders to make determinations about the importance of each game.  In other words, each leader must decide how much emphasis to place on each game, where more emphasis on one leads to less on the other.

In our model of economic liberalization, the three games provide the ruling party with divergent incentives to both liberalize and maintain the status quo.  The ruling party must decide how much emphasis to place on each game.  The ruling party determines its emphasis by looking at two factors: in each game the payoff to the ruling party and the determination of the other party in enforcing its most preferred outcome.  We represent this logic through the following equation (similar to Tsebelis, 1990: 166):

PO = kPO(1) + lPO(2) + (1-k-l)PO(3)




(1)

Where PO equals the total payoff to the ruling party, PO(1) the payoff in game one, PO(2) the payoff in game two and PO(3) the payoff in game three.  The three games represent the first three Arenas in respective order.  The parameters k and l represent the emphasis (or weight) that the ruling party puts on each game.  Because the emphasis that the ruling party can distribute is finite the relative weights sum to one (i.e., creating the multinominal equation above).  In equation (1), as k increases, the weight of the payoff to the ruling party in game one becomes a larger part of PO, while as k decreases the weight of the payoff in game one decreases and the weight of the payoff in game three increases.


Thus, it is appropriate to examine k and l, the emphasis the ruling party puts on each game.  The ruling party arrives at a value for k and l through an examination of two factors: its ability to force/persuade another actor into accepting a less-preferred outcome and the ruling party’s willingness to incur short-term costs.  For example, if the ruling party places a complete emphasis on game one (i.e., k = 1, l = 0) than it would seek economic liberalization.  This would move the outcome in game two to the upper right corner.  The ruling party thus incurs a cost to reform and the business sector resists and possibly punishes the ruling party.  If the ruling party believes that it can incur these costs for a short time and/or that the penalties that the business sector inflicts will be bearable, it might pursue this action.  However, if the passage of time increases the reluctance or resilience of business, the ruling party will have to shift its emphasis and pull back on economic reforms.


To summarize, we find that the ruling party is torn between advancing economic reforms to appease the opposition while maintaining the status quo for the business sector and the labor unions.  The ruling party cannot simultaneously win all games.  It thus decides upon which game to place its emphasis and tries to minimize the short-term costs in the other two games.  The overall result of economic liberalization depends on the ability of the ruling party to distance itself from the dominant business interests that have supported the government in the past and have an institutionalized control over the economy.  At the same time the ruling party must do this without providing the parliamentary opposition or labor unions with enough influence to erode its position in government.

A Shock to the Economy

We must keep in mind that the games in our model represent a non-crisis transition from authoritarian rule to democratic rule.  If the economy were to enter a period of crisis, the games might change in a significant manner.  In particular, any severe economic shock would destabilize the position of the business sector as their fortunes declined. Business defections could have an impact upon the ruling party, as it would not receive as much support as it had in the past.  Also, in a period of intense economic hardship the labor unions might seek government help to keep employment high.  External pressures also might fragment the ruling coalition of factions and interests (Haggard and Kaufman, 1995).

Table 3 shows what happens to the game between the ruling party and business when there is a severe economic/financial shock.  Such a shock increases the costs of maintaining the status quo to both actors.  We represent this shock by transforming the game.  The payoffs in the lower right box reflect the increased cost of mutual inaction.  Both actors now have two other outcomes that they prefer to mutual inaction: mutual reform and reform initiated by the other actor.

[ Table 3 about here ]

The game is now a prisoners’ dilemma, with the payoffs to mutual defection (i.e., maintaining the status quo) decreasing in preference to both actors from Table 2 (see Ordeshook, 1986; Rasmussen, 1989; Tsebelis, 1990).  The equilibrium in this game is due to the mutually held dominant strategy of maintaining the status quo.  However, both actors would prefer a different outcome: mutual action towards economic liberalization.


This sub-optimal outcome is one dilemma of non-cooperative games.  Game theorists (e.g. Tsebelis, 1990) and non-game theorists (e.g. Lijphart, 1977; Knight, 1992) note that institutions are the catalyst needed to obtain an optimal outcome.  We can define an institution as a set of formal rules that act as a constraint upon the behavior of political actors (Shepsle, 1986; Tsebelis, 1990).  Most often, they act as a binding agreement between actors that induces each to pursue an action that they would not undertake unilaterally.  Therefore, institutions produce preferred outcomes to those the actors obtain through unrestrained action.


Because the mutually optimal outcome cannot be reached by a change in behavior of any single actor, an institution is necessary to constrain action.  What is needed is an institution that would force both the ruling party and business to choose liberal economic reform.  If each actor knew that an institution constrained the other actor into the preferable course of action, then both could safely choose to enact liberal reforms.  Institutional mechanisms to produce this constraint on action include the facilitating of communication and monitoring and the permitting of binding contracts.  The institution solves the coordination problem by acting as a self-enforcing agreement between the two actors.  It leads to a more “efficient” outcome in that all actors involved in the game benefit.

What is needed for such an institution to exist is an investment on the part of both actors (Tsebelis, 1990).  Such investment involves the allocation of resources in the short-term that is costly to both actors.  The development of such an institution evolves slowly, and thus requires a steady commitment from the involved actors.  The evolutionary development of a new institution involves a change from the status quo.  This institutional change can be thought of as an alternate set of rules that replace the old rules.  The choice between institutions is always a decision under risk.  The immediate costs are easy to determine but the future gains are not as certain.  Moreover, each actor must estimate the long-term utility of the status quo institution versus the new institution.  Because of the dominant position of each actor within a separate nested game (see Figure 1), each may be hesitant to produce institutions that may have unintended consequences in the other political arena.


If a prior institutional framework were in place, the institution could enforce efficient response from both actors.  The institution would guarantee cooperation, providing reassurance to both actors that mutual cooperation would occur.  Both the ruling party and the business sector could work towards ameliorating the effects of the crisis, secure in the knowledge that neither would exploit the other.  As an example, if the government had monitoring institutions in place, it could have had effective banking oversight that could curb risky loans, or stop political corruption. It has also been suggested that the IMF applied the institutional pressure that enabled the actors to adopt reform (Mo and Moon, 1999b). 

There is congruence between the deduced findings of our model and research on democratic transitions in newly industrializing countries.  The literature on democratic transitions places an emphasis on institution building as the key to the pursuit of democracy in formerly authoritarian states (e.g., Haggard and Kaufman, 1995; Geddes, 1996; Lijphart, 1996a; 1996b).  We add to this literature by arguing that institution building is of paramount importance in the pursuit of economic liberalization and financial stability before the crisis ever occurs.  This is because institutions break down the old, oligarchic relationship between the ruling party and business that inhibits liberalization of the economy. 

SOUTH KOREA AND THE NESTED GAME

Most observers focus only on the government’s ability (or inability) to address the economic crisis as it is occurring.  In other words, most observers see the game between the government and the opposition as the principal arena.  Yet, we know that the ruling party must also interact with the operators of the economy (i.e., the chaebol and labor unions in South Korea).  This brings us to a different finding: that the actions of the government in the pre-crisis time period led to the government’s lack of control during the crisis.  The unwillingness of the ruling party to establish liberal economic institutions contributed greatly to the financial and economic crisis.


We argue that the ruling party is concerned with maintaining its oligarchic position in the parliamentary arena (Kim, 1997).  It is the parliamentary game between the ruling party and the opposition that is the principal arena.
  In this “parliamentary” level of the game, the ruling party finds incentives to give concessions to opposition parties in exchange for their support of the government. 
A good example of this arena came during the debate over the 1996 labor reform bill.  With the economic slow down in 1996, the South Korean government attempted to change the structure of the national economy by passing a number of major pieces of reform legislation to improve economic performance.  The first was a labor reform bill submitted to the National Assembly in 1996 that would have eliminated lifetime employment by allowing layoffs.  It was an attempt to restore the competitiveness of Korean companies by providing them with a more open labor market.  However, strong opposition from labor unions and the opposition party meant the bill was held up in the Assembly until the crisis broke.  The second piece of legislation was a financial reform bill submitted in August 1997.  This bill was an attempt by the government to consolidate the supervision of commercial and merchant banks that also granted the Bank of Korea more autonomy.  As with the labor legislation, it stalled in the Assembly and did not pass until the crisis had broken out (Heo and Kim, 2000).

These reform efforts are important in three different contexts.  First, the promised reforms are a sign that the ruling party was committed to the eventual liberalization of the economy.  The government recognized the need for long-term change in the state-directed economy towards a more fair and free-market economy.  Second, the reforms point to the increasingly important role of the opposition in South Korean politics.  Government policy now had to take into account the parliamentary strength of the opposition and its ability to hold up legislation.  Last, the pace of the reforms was slow and incomplete.  While the government was moving in the right direction, it did not put the promised regulatory institutions in place.  Consequently, the reform did not live up to its promise as evidenced in the lack of government intervention during the economic and financial crisis. 
The ruling party traditionally chose to pursue a strategy of maintaining electoral dominance by relying on the chaebol for economic support and campaign contributions (Kim and Leipziger, 1997).  There is evidence detailing the relationship between the parties and the chaebol.  For instance, Chung Tai-soo, former chairman of the Hanbo Group, was sentenced to prison for spending billions of won to bribe politicians. More than 20 lawmakers of both governing and opposition parties were summoned by the prosecution in 1997 on charges of having taken money from the failed Hanbo Group  (Korea Herald, February 5, 1999).  

Of course, the relationship is a reciprocal one between the ruling party and the chaebol.  The chaebol gain access to government and the policy-making apparatus.  For instance, the government retained control of the financial market through the appointment of bank executives. Moreover, the government was the largest shareholder in many banks.  Even in private banks, any personnel decisions involving top executives had to be approved by the government.  In this heavily regulated environment, there was a great deal of corruption and nepotism regarding decisions over credit allocations.  For example, chaebols contributed campaign funds to politicians, and politicians pressured the banks to give excessive loans to the chaebol without conducting proper examinations of business plans or securing collateral. This relationship between the parties and chaebol is important, long-term and institutionalized.  This relationship constitutes a game in which each side sponsors the other’s success and both seek to maintain their status quo dominance over the polity and economy.

As an example of how the structure of nested games operates, we provide an example of electoral reform in South Korea.
  Prior to the 1988 election, the Democratic Justice Party (DJP) had given in to the opposition demand for a new and more inclusive electoral system.  The DJP “was successful in creating a system deemed acceptable to the opposition, whereas the opposition . . . were able to constrain the DJP into accepting a system wherein they [the opposition] had a fair chance to achieve power” (Brady and Mo, 1992:426).  Due to this new electoral system after the 1988 elections, the ruling party found itself without a governing majority.  It now faced a situation in which the chaebol could not be of direct assistance. It needed to secure a majority from among the current distribution of seats. The ruling party had 125 of 299 seats of the seats and needed 25 more to have a majority.

The DJP’s short-term choice was between three alternatives: form a minority government, go into opposition or seek a coalition partner.  The first alternative appeared untenable.  The Korean parliament had never operated on the basis of a minority government.  Moreover, such a government would probably be ineffective at passing legislation.  Legislative gridlock could lead to a decline of support for the ruling party among the electorate. The second alternative held few rewards for the DJP.  If it were to lose its oligarchic control of the state, it would also lose the ties that held the chaebol on its side.  The loss of the chaebol would probably result in a reduction in the organizational strength of the DJP.  Moreover, the new government could even decide to launch an investigation into the outgoing government’s dealings with the chaebol.

The third alternative was the best choice.  It allowed the ruling party to maintain its ties with the chaebol, avoid any investigations and avoid moving into opposition.  All of this could be gained at the expense of some liberalization of the economy.  The DJP chose a formal merger of political parties rather than a parliamentary coalition.  In January 1990, the DJP merged with the New Democratic Republican Party (NDRP) and the Reunification Democratic Party (RDP).  These three parties formed the new Democratic Liberal Party (DLP).  While the reasons for this merger are complicated (Cheng and Tallian, 1995), in general each party (and party leader) was attempting to gain greater control of the Korean government (Kim, 1997).  After the merger, the DLP began to liberalize the economy through the aforementioned policies.  


The opposition has as its aim to make government more “transparent.”  It desires a freer and open democracy with institutional reform.  Moreover, it seeks to liberalize the state control over the economy (Ahn, 1991).  In order to do this it can pursue one of two strategies.  It may demand change through democratic means (e.g., parliamentary opposition, demonstrations, strikes) or it may resort to anti-constitutional action (e.g., armed opposition).

The opposition has traditionally pursued the former (Ahn, 1991).  One reason for this is that it sees the ruling party as maintaining a “soft oligarchy” (Rose, et. al., 1998).  The definition of a soft oligarchy is one where a small group of state leaders controls a country and resists the exonerable move towards liberalization of the political system and economy.  Such an oligarchy exhibits a limited respect for the rule of law, possesses weak and/or corrupt leadership and typically maintains weak state institutions.  This latter point is crucial.  The ruling party does not strengthen state institutions so that the opposition may not use them against it.  Yet, this soft oligarchy maintains democratic trappings in order to legitimize its rule.  The opposition sees this inherent weakness and strives to undermine the regime from within rather than from without, where anti-constitutional action may actually lead to a strengthening of the government.

If the Asian financial crisis had never occurred, observers of Korean politics may well have said that this outcome is optimal for the government.  Indeed, it certainly appears that the government has acted in a rational manner and benefited from the structure of the nested games.  Keen observers however would note that the government is at a sub-optimal outcome.  If the government could gain the compliance of the chaebol for economic liberalization, a mutually optimal outcome could be reached.

As we mention in the theoretical section, institutions that force mutual compliance can solve the inherent prisoners’ dilemma involved in the game of economic liberalization.  In South Korea, neither the government nor the chaebol made an investment in governmental or non-governmental institutions aimed at a mutually beneficial compromise toward reform.  One can argue that the opposite is closer to reality.  Because of the inefficient and corrupt practices of the two actors, they discouraged institutional growth, preferring a lack of monitoring agencies.  Institutional change appears to both actors to be a high-risk undertaking that may not result in substantive gains and may produce considerable costs.

To recap, our argument is not that the government made a mistake in initiating liberalization, or that the chaebol, labor unions or opposition irrationally pursued their self-interests during a time of financial crisis.  Rather, we argue that the nested games in which the ruling party found itself discouraged the evolutionary growth of institutions that could have softened the economic and financial crisis in South Korea.

CONCLUSION

In this paper we have investigated the causes of the South Korean financial crisis in the context of the transition to democracy employing a nested game technique.  A changed political environment in the late 1980s and early 1990s led the South Korean government to adopt pre-crisis policies towards democratization and economic liberalization. However, as we have shown, democratization without economic liberalization left Korea unprepared for an external shock.  This is consistent with Mo and Moon (1999b: 152) who asserted that “compliance with the democratic imperatives of achieving compromise among conflicting interests…and political tolerance and openness can lead to delays in the reform process that may exacerbate the economic crisis”.  

The value of our approach is twofold.  First, it helps explain what on the surface appears to be an irrational plan of democratic liberalization by the government.  Upon analyzing the motives and decision processes of the key players using the nested game methodology, we explain that the government was not irrational only myopic.  Its desire to maintain a firm link to the business sector and its contributions enticed it to overlook the need for economic reform.  Moreover, the acceptance by the opposition of the pace of democratic liberalization lulled the ruling party into thinking mistakenly that it was secure.  Thus, we show that a superficial accounting of the government’s role in the crisis is likely to overlook the nested games and incorrectly lay the entire blame for the crisis at the feet of the government.

Second, we expand upon previous work exploring the dynamic relationship between democratic liberalization and economic liberalization.  Specifically, we adopt the idea of Haggard and Kaufman (1995) that the two processes do not have to coincide and that there is value in seeing the processes as separate.  Our nested games approach allows us to distinguish the interests of the government and other relevant players in these distinct processes.  From this approach we conclude that powerful interest groups can support or oppose liberalization in one arena while neglecting the process of liberalization in the other.  The government, on the other hand, must participate in both arenas.  The government’s dual participation can lead to a dilemma where in order to “win” one game, the government must concede in the other.  This can lead to sub-optimal results for the economy and the nation. This is a side effect of democratization, particularly in South Korea. 

In South Korea, however, democratization has brought about many economically negative side effects, such as labor activism, rising wages, inconsistent and inflationary macroeconomic policy and pressures from interest groups (Cheng and Krause, 1991; Moon and Kim, 1994).  The reason might be that in the short run, democratic transition requires significant adjustments to be made in both political and economic sectors.  Thus, because democratization moved forward but the government failed to regulate economic liberalization, economic performance was affected. Democratization is not a sufficient condition for economic growth; it must be coupled with economic liberalization.  This discussion seems to support the inferences from our model. 

According to Moon (1999), South Korean industrial policy under democratic government has been more coherent because of more and better information revealed through interagency and interest group negotiations.  Democratization has also provided an improved political environment favorable to implementing much-needed economic reform measures (Lew, 1999).  Therefore, in the long run, South Korea is likely to enjoy economic development as the country consolidates democratization.
  The recent financial crisis may be a short-term price that South Korea has to pay for failing to pursue economic liberalization at the same time as democratic liberalization. 

There are several important theoretical contributions that this paper makes. First, the financial crisis or the shock to the economy would have been ameliorated had better institutional structures been in place.  The lack of regulatory institutions was not the outcome of irrational choices by the ruling party but a classic case of a nested game.  The DJP sought to maintain its hegemony as South Korea moved from authoritarian rule to democratic rule.  The DJP could only maintain its positions during this sweeping period of change by maintaining the support of the chaebol.  The chaebol resisted any significant economic liberalization that would undermine its dominance of the economy.  The DJP relied on the chaebol for support, especially during campaigns.  Therefore, neither had any incentive to initiate economic liberalization.  As a result, South Korea failed to prepare itself for external shocks (i.e., foreign capital flows) over the transition period. This is an important lesson for other democratic transitions that lack the institutions to see them through economic crises. 

Second, we revealed the inability of the oligarchy to meet the demands of globalization. Since the oligarchy enjoyed growth with the government’s protection, external shocks due to financial market globalization were beyond their ability to absorb.  The crisis has shown that the lack of free and fair competition hindered the Korean economy’s ability to co-opt external shocks. 

Third, we have demonstrated the usefulness of the rational choice approach to inquiries into the political economy of democratic transitions. As Smith (1998) points out, the signs of economic decline in South Korea appeared in 1996, prior to the financial crisis.  By employing a rational choice nested game approach, we were able to explain the longer-term causes of the crisis in the political-economic context. Since many Asian countries have similar political-economic systems, our approach is valuable in studying other countries, too.

Finally, we have provided a discussion (including the role of the opposition) on the relationship between democratization without economic liberalization and economic growth. Thus, not only this model is applicable to other countries in the similar process, but also provides policy implications and lessons to policymakers in those countries.
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Figure 2. The Constraints of the Nested Games
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� A dramatic and unexpected step in the democratization process came in 1987 when Chairman of the ruling Democratic Justice Party Roh Tae Woo demanded that President Chun Doo Hwan accept reforms such as freeing political prisoners and extending human rights protections. 


� Two schools of thought have developed to explain the Asian financial crisis. Supporters of the former school argue that large capital inflows and outflows required domestic economies to have flexible structures in order to avoid a shock. The other school of thought contends that the Asian developmental model of capitalism, typified by cooperation between government and business brought the corruption and moral hazards that eventually led to the crisis. 


� The nested games approach is used here to do much more than simply cast apparently sub-rational behavior as rational. The approach allows us to explore the behavior and decision making of several actors in a complex environment. Simple dyadic actor approaches to liberalization and democratization might obscure these dynamics.  


� Haggard and Kaufman define both crisis and non-crisis democracies in regard to nations in transition.  The former are in a period of economic collapse during their transition while the latter maintain a healthy economic environment.  South Korea is an example of a non-crisis transition.


� We believe that the inclusion of the simpler game theory tables makes it easier for the reader to understand our concluding figure (Figure 2), which does include a new insight into the politics of democratic and economic transition.


� To be a bit more precise, the social choice is an application of the axiom of choice from set theory.  The axiom of choice states that f is a choice function for A if and only if f is a function whose domain is the family of non-empty subsets of A and for every B ( A with B ( 0, f(B) ( B.  As an example posit a set A containing the first two positive integers, A = {1,2}.  From this set there are two possible social choices: B1 = {1} and B2 = {2}, with B = 0 impossible by definition of the axiom.  Thus, the social choice is a “choice function” by which an element of the set A is selected.  For more information see Suppes (1972).


� For a fuller description of Nash Equilibrium and related concepts see Rasmussen (1989) or Dixit and Skeath (1999).


� The preference orderings contained in Table 1, and subsequent tables, are established by the two actors with great uncertainty about both the short-term and long-term costs.  For instance, the government does not know for certain that economic liberalization would undermine its support among the dominant business sector in the long-run, or even the near future.  We have taken a conservative approach in our selection of the preference ordering for each actor.  We assume that the costs and benefits in the near-term are easier for the actors to estimate.  Thus, actors discount long-term results due to their relative unpredictability. 


� There are many external reasons why the government would like to liberalize the economy.  For instance, the Organization for Economic Cooperation and Development (OECD) as well as the US government criticized South Korea’s protectionist trade policies.  In addition, during the Uruguay Round, South Korea was heavily criticized for restrictions on foreign participation in the financial market and on foreign commercial borrowing (Whalley 1989).  This pressure led to structural changes in the early 1990s, such as liberalizing banking and foreign exchange regimes dramatically expanding their foreign borrowing (Moon 1999).  These press the ruling party toward economic reform in order for the South Korean economy to be more competitive on the international markets.  We represent this pressure by the arrow emerging from the top left-side of Figure 2.  


� It is possible for the ruling party to at least claim to be doing both.  It could initiate economic reforms that on the outside would accommodate opposition demands but were toothless in reality, so as to appease the business sector. It also could initiate labor reform to appear the chaebol while not really making any strenuous demands on organized labor.  Such an approach is unlikely to work in the long-run although it could have short-term benefits by appeasing some groups.


� Comparing the value of payoffs between games can be problematic.  If the payoffs in both games were in a standard unit (e.g., Korean Won, standard util, gold weight) then a comparison could be approximated.  However, even this would be suspect.  The nature of game theory is that information endogenous to the game is the sole determinant of a player’s actions.  Developing an equation that seeks to make the information in one game pertinent to the functioning of another game violates the above assumption. Thus a direct comparison of the payoffs is not appropriate.  The reader should note that studies that use ‘two-level games’ do not violate this basic assumption.  Such studies often portray the games as sequential, meaning only that prior actions constrain current options, which is permissible in game theory.


� We realize that the position of the president has effectively governed in Korea prior to 1997.  The president had always been the leader of the ruling party in parliament and the legislature typically enacted the policy wishes of the president.  In our opinion the strength of the president does not invalidate the primacy of the parliamentary arena.  Even given this asymmetrical relationship, it is quite striking that the battle for control of the parliament in 1988-1990 among four different parties is what ultimately determined who would be president (Kim, 1997).  Thus, we emphasize the relative importance of the parliament in the competition between parties and in the legislative process.


� Two scholars argue that applying rational choice theories to Korean politics is not a simple matter. Cheng and Tallian (1995) point out that the context of politics in transitional democracies imposes constraints on decision-making.  They argue that often decisions are m ade on the basis of what “should” be done rather than “how” best something can be done.  In other words, strict rational optimization of alternatives is rarely achieved.  As an example, they claim that the Democratic Justice Party decision to change the electoral system in 1988 from the two-member district system to the small-member district system was irrational.  Cheng and Tallian (1995) argue that the DJP would have been better served by an electoral system with a smaller district magnitude than the one they ultimately adopted.  They point to contextual constraints (i.e., the need to make it appear that democracy was moving forward) upon DJP decision-making. They conclude that a simple search for rationality in the actors is not sufficient. We agree and consider this as further justification for the nested games approach. See Kim (1997) for a treatment of rational choice theory and Korean politics.


� The Kim Young Sam administration investigated both Chun’s and Roh’s dealings with chaebol.  It is interesting to note that Kim Dae-jung administration (1998+) has pressured chaebol to reform and has been more successful than the Kim Dae-jung administration (1993-1998).  The dissolution of Hyundai and Daewoo as well as the debt payment of Samsung are examples of the increased pressure on business by the Dae-jung government.  Even given these successes, reviews of Dae-jung economic policy reform are mixed.


�  It is our belief that while South Korea has made many advances towards democracy, it has not yet consolidated fully its democracy.  Therefore, the process of democratization continues.  A good example of this would be the recent auditing of major newspapers that printed articles critical of the government.  Also, the continued campaign finance reform and reform of the presidential nomination process show the lengths that South Korea has come but also how much further it still has to go.
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