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Abstract:

A new traditional economy combines elements of traditional culture, such as Confucianism, with a modern, technologically advanced economy, while a new institutional economy minimizes transactions costs through its institutional structure.  South Korea has enhanced its competitive edge by drawing on Confucian elements such as respect for education and the search for family-like harmony in chaebol corporations that can reduce transactions costs (despite problems) in an open system.  Despite also  emphasizing respect for education, North Korea has drawn on anti-mercantile elements of the Confucian tradition such as the excessive authoritarianism of its command socialism and the hermit-like closure induced by its juche policy of self-reliance.
Introduction

The economy of the Republic of Korea (ROK, aka South Korea) has been among the more successful of the rising “Tiger” economies of East Asia.  Caught between the contesting larger powers of China and Japan, Korea has always had a hard time maintaining its independence and been under pressure to keep up economically with these larger countries.  It has also at times served as a cultural conduit between the countries, with both Confucianism and Buddhism arguably passing to Japan from China via Korea as an intermediary.  While it has played this important international role, at times it has reacted to the external pressures from these neighboring powers by turning inwards and fending off the outside world to be the “Hermit Kingdom” as it was called in the nineteenth century when the European and American powers (as well as Japan) began seriously to attempt to penetrate it.  While useful in the short run defensively, these periods of isolationism weakened the economic dynamism of Korea, making it ultimately more vulnerable to outside interventions, with the Japanese being able to conquer it at the end of this period.


The growth of the South Korean economy from 1960 onwards can be explained largely by its high rate of capital investment.  But why and how this high rate of investment proved to be effective in developing industries that have been highly competitive in exporting to the world economy raises deeper questions regarding the sources of this successful effort.  Are there institutional or cultural factors that have been and are at work in reinforcing this generally favorable outcome (which is not to say that all has been perfect in the Korean economy, as its vulnerability in the 1997 East Asian financial crisis showed).

Indeed, we wish to explore a new theoretical proposition in order to explore this matter of deeper roots.  We propose to combine ideas coming from new institutional economics with those associated with the new traditional economy.  In its formulation due to Oliver Williamson (1985) who drew on the seminal work of Coase (1937), the institutional structure of an economy develops in a way that tends to minimize transactions costs.  The new traditional economy idea emphasizes how technologically advanced and modern economies integrated into the world economy may nevertheless have parts of their character crucially dependent on a traditional socio-cultural pattern or structure, often associated with a traditional religion (Rosser and Rosser, 1996).  It has been argued that both Islam and Confucianism have served as foundations for such new traditional economies (Rosser and Rosser, 1998), as well as Hinduism (Rosser and Rosser, 1995).

This new proposal argues that these two elements may interact to bring about the essential character of an economy.  This can be linked to the argument of Kuran (2009) regarding the economics of civilizations in which religion, culture, and law can interact to determine institutions and practices in an economy in distinctive ways, and which can be viewed as a unifying concept here..  Transactions cost minimization will operate through the constructs strongly influenced by the cultural and civilizational foundations of a society and economy.

The religious and cultural heritage of Korea is quite complicated, reflecting not only influences from both China and Japan, but also many brought in from much further away, such as from the United States and Europe, with Korea having one of the highest percentages of its population being Christian (about a quarter) of any East Asian nation, only surpassed in that by the Philippines.  As in both China and Japan, there is also a tradition of a local native religion, the Sinkyo (Osgood, 1951) as well as a considerable tradition of Buddhism.
  However, in terms of influencing social behavior, arguably the most important influence in all three nations has been Confucianism, and there have been many careful observers who have argued that at least in the nineteenth century, if not more broadly, that Korea has been the most Confucianist of all of these countries: “A Korean is more Confucianist than Confucius himself” (Whigham, 1904, p. 185).

This poses a challenge.  Traditional Confucianism in many ways did not support economic growth or dynamism.  Commercial activity was looked down upon, and an inward looking perspective was favored.  Thus, it is often argued that the height of Confucianist influence in Korea was the nineteenth century, when the highly Confucianist yangban elites studied ancient scripts while avoiding business activity and maintaining Korea in its isolationist Hermit Kingdom state.  At the same time, the emphasis on family and education and respect for hierarchy have been argued to support economic growth.  It can be argued that these competing impulses within Confucianism can be seen within Korea itself, with the more pro-growth aspect being emphasized in South Korea, while the older, more anti-growth version manifests itself in the isolationist juche policy found in North Korea, the Democratic Peoples’ Republic of Korea (DPRK).  Needless to say, it is in the more economically successful ROK economy that we may find a more efficient fusion of new institutionalism and new traditionalism.

This paper will explore these themes in more detail.  We shall review the basic ideas of new institutionalism and the new traditional economy.  We shall then consider how Confucianism fits into this discussion.  Then we shall apply these arguments to the Korean economy, both in the South and the North, which have contrasted sharply in their respective economic performances, but which also continue to share certain deep similarities arising from their common cultural heritage.

New Institutional Economics

Broadly speaking, the new institutional economics can be viewed as an attempt to reconcile the old institutional economics with conventional neoclassical economic theory.  The split between old institutional economics and neoclassical theory is an old one, arguably dating to the Methodenstreit of the late nineteenth century among German-speaking economists, which would be later reproduced within American economics during the first half of the twentieth century, resulting in a victory by neoclassical economics by the 1950s.  The earlier debate pitted the German Historical School, led by Gustav von Schmoller (1900-04), against the nascent neoclassical school, led in the German language tradition at the time by Carl Menger (1871), more known now as the founder of the Austrian School whose modern adherents now ironically view themselves as in opposition to the neoclassical approach.  However at that time Menger’s role as an advocate of the use of marginal analysis and the idea that rational economizing agents would engage in marginal calculations to optimize was more important than other elements in Menger’s analysis such as his emphasis on self-organization (Menger, 1892; Rosser, 2009).

In contrast to the emphasis on optimizing behavior by rational agents through the use of marginal analysis, the keystone of the neoclassical approach, the German Historical School and the later (old) Institutionalist School in the United States, emphasized the importance of the evolution in history of customs, laws, rules of conduct, organizations, and institutions.  This coincided with a deep skepticism about the ability of humans to engage in such precise, rational calculations in general, even if some individuals probably do, although the more formal defense of this view would only come much later with the bounded rationality theory of Herbert Simon (1957).  There were a variety of strands within this old institutionalism (Hodgson, 2004), but among its leaders in the US were Thorstein Veblen (1898), John R. Commons (1931), and Karl Polanyi (1944).  However, they would come to lose their position of dominance in American economics by the end of the 1950s due to the rising emphasis on using mathematics in economics, which was championed by such leading neoclassicals as Paul Samuelson (1947), while the old institutionalists tended to eschew this as unrealistic.

In more or less creating the new institutionalism, Oliver Williamson was influenced by both of his main teachers, the advocate of bounded rationality, Herbert Simon, and the arch-neoclassical theorist of general equilibrium, Kenneth Arrow.  Arguably he set out to combine their approaches, to argue that boundedly rational people nevertheless sought to optimize in creating institutions within the economy.  In this he drew upon the long-neglected paper by Ronald Coase  (1937) in which he argued that firm sizes arose from rational managers seeking to minimize transactions costs when they decide whether to carry out an activity within the firm or to outsource it to another firm.  While some have complained that the concept of transactions costs is poorly defined and too broad, this idea has become the main centerpiece of this approach, which has become widely influential.  While there are debates over just what constitute “institutions” and whether an organization is one or if institutions are more deeply defined (North, 2005), a variety of economists have come to argue along new institutionalist lines (Platteau, 2000; Aoki, 2001; Greif, 2006).  It should be noted that many of these figures are concerned with questions of economic history and the evolution of institutions, with their otherwise apparently self-organizing aspect seen as reflecting pressures to minimize transactions costs as technological and other changes in the economic environment alter them.
The New Traditional Economy

The idea of the new traditional economy was initially introduced by Rosser and Rosser (1996).  They developed it as an extension of the division of economic systems due to the old institutionalist, Karl Polanyi (1944) into the three categories of decisionmaking approaches: tradition, market, and command.  In the first, generally identified with earlier, more “primitive” economies, decisions were based on what was done in the past, on custom, with this symbolized by labor market decisions, with people doing what their parents did, as in European feudalism or the Hindu caste system.

In the market system decisions are carried out mostly on the basis of market forces, the law of supply and demand.  In the command economy, decisions are made on the basis of orders by some authority, usually the state as in the command socialist economy of the DPRK.  Polanyi actually saw these forms as having their origins within the more primitive economies, with the truly traditional economy being mostly about household sharing, with reciprocal exchanges being the foundation of market economies, and the early model of command being the redistributive systems sometimes associated with the Big Man systems.  This would lead to a controversy within economic anthropology (Rosser and Rosser, 1995) between substantivists who followed Polanyi’s view or variations on it and the formalists (LeClair and Schneider, 1974) who argued that all economies could analyzed as market economies that could be using standard neoclassical tools.

In their formulation of the new traditional concept, the element of familistic groupism as an important part of an economy was emphasized.  Polanyi emphasized the matter of embeddedness: what is the dominant institutional structure in an economy within which decisions are embedded?  Are markets embedded within some traditional system of past patterns or are social patterns embedded within market forces (or either within a state-run command system)?  In a new traditional economy, market forces become at least somewhat embedded within some traditional structure, most likely based on a traditional religion, but also usually emphasizing familistic groupism, which is encouraged by most great world religions.  However, in contrast with the old traditional economy of Polanyi, the new traditional economy also uses modern technologies and is integrated into the broader world economy.  
Rosser and Rosser (1996, 1998) have argued that there are new traditional elements within the Japanese economy that draw upon its Confucianist heritage.  Taiwan under Chiang Kai-Shek openly proclaimed a Confucian orientation, and advocacy of a Confucian perspective has reappeared in mainland China as well.  Kahn (1979) was the first to argue that a version of Confucianism could be consistent with economic growth, particularly its emphasis on education.  More generally Confucianism has emphasized harmony and hierarchy, with supposedly mutual relatioins within the hierarchy.  So, while those below should obey those above (ultimately the emperor in traditionally Confucianist China), those above were to work for the interests of those below.  These relations were to be reproduced in the family, with the husband and father in charge.  Within an east Asian economy dominated by family firms, this familistic groupism can be seen as consistent with a Confucianist version of the new traditional economy.
The Economics of Civilizations as a Synthesis   

We are arguing that the emergence of a new traditional economy may well also involve new institutional processes in that the emergent forms and organizations may also involve moves to minimize transactions costs.  This can be seen in general in the concept of the familistic groupist firm.  A large literature suggests that high levels of trust are conducive to economic growth (Fukuyama, 1995; Zak and Knack, 2001).  There is also considerable evidence that in many east Asian nations trust is more likely to be associated with close social relations (Buchan and Croson, 2004; Carpenter, Daniere, and Takahashi, 2004).  Such characteristics can be argued to go beyond such matters of religion or culture and to involve the broader concept of civilizations.


Kuran (2009) argues for the usefulness of the idea of the economics of civilizations.  This was first put forward by Samuel Huntington (1993, 1996), with an emphasis upon ineluctable conflict between civilizations, such as Islam and western Christianity.  However, Kuran emphasizes that civilizations are flexible and evolve over time.  There is no need for such eternal oppositions between them.

The more important aspect of this is that a civilization involves a cluster of many different aspects of a society, an idea also emphasized by Pryor (2008) in his broadened perspective on what constitutes an economic system.  At a minimum, a civilization will involve religion, culture, and law, as well as other elements.  He provides an example in the third paragraph of his paper.

“Civilization captures more than ‘culture,’ which comes to mind as a benign alternative.  We may speak of the political culture of India, Calcutta’s commercial culture, and the musical culture of South Asia.  The concept of Indian civilization encompasses all of these, along with the mechanisms that account for their interactions.   Serving as a broader unit of analysis, it weaves together social traits and patterns studied by diverse disciplines, including ones that ‘cultural studies’ specialists typically consider outside their intellectual domain.”

In arguing for the flexibility of civilizations, Kuran goes on later in the paper to note the example of Egypt, where western-style commercial practices began to be introduced in the 1850s, but were very slow to be adopted.  In comparison with a place like New Zealand, when traffic lights were introduced, they were initially ignored, but now they are obeyed, at least much of the time.  He sees this flexibility of civilizations as key to their development and argues specifically that this has been key to the economic success of certain east Asian economies, notably Japan and South Korea.

In any case, it is easy to argue that given the long historical continuity and identity that Korea has exhibited, there is a distinct “Korean civilization” that has existed for a long time, despite sharing certain important characteristics with the neighboring Chinese and Japanese civilizations such as strong influences of Confucianism and Buddhism.  While Korean civilization has been flexible, it has also exhibited long patterns of path dependence and continuity, as argued regarding its alphabet by Choi (2008).  That its current system may involve elements of new traditionalism combining with an economizing new institutionalism is thus possible to be argued.
The South Korean Economy as a Successful neo-Confucian Economy


Even as there are and have been critics of its economic success (Eder, 1996), Noland and Weeks (2009, p. 117) declare that “Korea is arguably the premier development success story of the last half century,” strong praise indeed.  It has gone from deep poverty at the end of the Korean War to at least the lower end of upper income status in the world economy as a member of the OECD, including surviving the disruptions arising from the 1997 Asian financial crisis (Rosser and Rosser, 2004).  It has gone from a strongly state-directed economy in the 1970s to one much more market-oriented, with ongoing moves towards privatization and marketization (Mitchell, 2009).  It has also far outstripped its Communist neighbor to the north, which was ahead of it in real per capita income well into the 1960s but now faces severe economic problems (Lee, 2009).  The question is the degree to which this success can be attributed to the persistence of the Confucian tradition in the ROK, and whether or not this tradition is strong enough to qualify the nation as a “new traditional economy” or not.

     The first part of this is to answer how strong the Confucian influence is in South Korea.  Although neo-Confucianism
 had entered Korea earlier, it was with the ascension of the Choson dynasty in 1392 that it clearly became the ruling ideology in Korea over Buddhism, which had arrived earlier.  This dynasty would remain in power until 1910, when the Japanese took over, and neo-Confucianism would retain its official position throughout (Cumings, 1997; Kleiner, 2001; Chung, 2006).  Indeed, in the succeeding centuries, with Korea arguably one of the world’s technological leaders in the 1400s, the Koreans independently developed neo-Confucian doctrines out of debates between contending schools of thought (Deuchler, 1992; Chung, 1995).  This would continue even into the 1700s, culminating in the work of Tasan
 who reportedly subtly incorporated Christian influences coming in from China.  He stressed the “three bonds”: son to father, subject to king, wife to husband, and the “five moral relationships”: affection between father and son, proper order of old and young, righteousness between king and subject, proper separation of functions between husband and wife, and faithfulness among friends, all of these based on the benevolent harmony of the Confucian concept of jen  ((Deuchler, 1992).  In the 1800s, this would both ossify as Korea became more insular and backward, even as its Yangban elite emphasized its adherence to neo-Confucian doctrine, including its anti-mercantile strand, more and more.  As Reischauer and Fairbanks (1960, p. 426) put it: “Korea during this period seemed at times even more Confucian and traditionally Chinese than China itself.”

Of course the economic backwardness brought on by both this insularity and anti-mercantile attitude left Korea open to foreign conquest, and Japan took advantage of this in 1910.  While this older Confucian system was overthrown and the Japanese brought in many outside influences, it must be kept in mind that Japan itself was a strongly Confucian society still at this time, albeit one that was absorbing western influences.  This means that Confucianism was not suppressed at a deeper level.  After the defeat of the Japanese in World War II and the division of Korea into North and South, Confucianism was fully removed as an official doctrine in both parts of the country, which moved into their competition as examples of capitalism and socialism (Kim, 1992; Hwang, 1993).  However, many observers continue to see strong Confucian influences in both of these successor states (Cumings, 1997).


    In the ROK modernization has been strongly associated with moving away from the hierarchy and insularity of Confucianism, symbolized by the increase to nearly a quarter of the population that is Christian, with a strong influence of the South’s protector in the Korean War, the United States.  Its economy would follow more the pattern of that of Japan, both with strong, indicative planning (Kuznets, 1990) and with its large industrial conglomerates, the chaebol, which resemble the pre-1945 zaibatsu of Japan that the US broke up.  What then are the Confucian elements that have persisted?

The main ones are the emphasis on the importance of education and on the central role of the family.  In both the ROK and the DPRK there is an enormous emphasis on education, with both of them near the top in the world in terms of the percentage of the population that goes on to college. Unsurprisingly, many see this as a central underpinning of the success of the ROK, even as the constraints of the system in the DPRK have held back its peoples’ potential.  

Nevertheless, even as the Confucian heritage ultimately lies behind the emphasis on education, the conflict between it and western influences is intense within the education sector in South Korea (Chang, 2009).  Thus, critics see Korean education as too rigid, suppressing independent thought and creativity, with the admiration in society for education emphasizing a “shallow credentialism” rather than substance.  However, even as the problems in Korean education are attributed to the Confucian heritage, it is the Confucian heritage itself that lies behind the push for educational reform.

It is in the area of the continuing importance of the family that many see the role of Confucianism asserting itself most strongly.  However, even here there are conflicts over interpretation (Chang, 1997).  Those in South Korean society who overtly support neo-Confucianism tend to be very politically and socially conservative.  They oppose the emergence in the ROK of nuclear families of the US sort as many people have migrated from rural areas to cities, especially the mega-city of Seoul.  This breaks up the more traditional extended family that they prefer.  However, even within these nuclear families, traditional views of relations between men and women persist more strongly than in most other societies, and the idea of filial obedience retains its hold, again, Confucian influence surviving even as its more open advocates are repudiated.

This importance of the family and hierarchy shows up in the economy in the structure and functioning of the industrial chaebol.  The overwhelming majority of these are family-owned firms, and all grew out of family firms (Cumings, 1997).  The CEO of a chaebol is both a father of his “family” and the king of his company, combining two of the three bonds of traditional neo-Confucianism.  This extends to their attitudes to workers, who are supposed to be docile and obedient, although they are not always so (Koo, 2001).  As Cumings puts it (p. 327): “So these large kingdoms, [are] said to be run by men of unimpeachable morality and integrity in good Confucian fashion, expecting loyalty and distributing beneficence, even more than [in] the old court system.”


Needless to say, the chaebol have become controversial, and some of them have been broken up in the wake of the upheavals following the 1997 Asian financial  crisis, which hit the ROK hard (Chang, 2003).  Nevertheless, they remain the dominant organizations within the Korean economy, their structure representing an internalization of activity along Japanese lines.  More than any other element of the South Korean economy, they represent the confluence of the new institutionalist aspect of the economy and its new traditionalist element, a minimization of transactions costs within a hierarchically organized entity that runs itself along traditional Confucian lines within a technologically advanced economy integrated into the world economy.  

Nevertheless, we must admit that the ROK cannot be fully labeled a new traditional economy, despite having these significant elements.  As defined by Rosser and Rosser, such systems involve some advocacy of their own approach, as in the Islamic economy of Iran.  In South Korea we see most of the society running from this heritage, viewing it as backward and oppressive, even as central elements of the society continue to fundamentally reflect its ongoing influence.  In this regard, it could be argued that the Republic of Korea is a new traditional economy in spite of itself.
The North versus the South Redux

At this point let us reiterate the contrasting way that the two Koreas reflect their common Confucian heritage.  Certainly they are sharply contrasting in their relative economic performances, with the North in such bad shape that some observers have forecast its complete collapse (Eberstadt, 1999).
  Also, while there is widespread opposition in the ROK to any sort of official Confucianism, this opposition is even stronger in the North, with communism seen to have fully supplanted Confucianism.

Even so, the DPRK exhibits several Confucianist aspects.  We have already mentioned that it shares the obsession with education that one finds in the ROK.  Also, while there is less official emphasis on families, the emphasis on filial piety and obedience to the leader has exhibited itself in the politics of the society at its top.  Kim Jong Il succeeded his father, with all expected to obey the son as they were the father.  As Cumings puts it (1997, p.  413), “It is Neo-Confucianism in a communist bottle.”

Indeed, in at least two respects, the DPRK is more Confucianist than the ROK.  This is in both its anti-mercantile attitude and also in its insular imitation of the nineteenth century “Hermit Kingdom” with its juche policy of self-sufficiency.  These two together go along way to explain the poor economic performance of the North relative to the South.  We draw again on Cumings (ibid.) to express how this seems to careful observers.

“The resonance with Korea’s past means that the DPRK often impresses foreign visitors precisely in its cultural conservatism: a Japanese visitor old enough to remember prewar Japan remarked on the similarities he found in the ‘antiquarian atmosphere’ of North Korea…The antiquarian aspect of this regime thus extends to an elite that has the same sense of birthright and entitlement as the old yangban (and for a minority that travels abroad, a life of world-class privilege).  There is a yawning chasm between the elite prerogative and the difficult daily lives of nearly everyone else.”

We close this discussion by noting that while it may be that the chaebol of the South reflect a new institutionalist outcome that has reduced transactions costs so that the ROK has become “the premier development success story of the last half century,” the nature of the political economic system in the DPRK has suppressed any development of institutions or organizations that would reduce costs or increase efficiency as it has been managed on completely different grounds for completely different goals.

Conclusions

We have examined the hypothesis that the economy of South Korea (ROK) represents a fusion of the new institutional economy that organizes itself to minimize transactions costs within its organizations with the new traditional economy that embeds itself within a traditional social or religious structure while operating in a technologically advanced modern economy, with this fusion representing the economics of the Korean civilization.  We find this not to be fully the case as the modern Republic of Korea substantially resists its Confucian heritage in many ways.  However, the large chaebol firms have driven the export sector of the ROK economy very successfully over the last half century, while also reflecting values of familistic groupism and hierarchy, while drawing on a highly skilled labor force produced by an educational system inspired by the Confucian heritage of Korean society.  South Korea at least partially fulfills this idea.


In contrast, the economy of North Korea fails to fulfill the new institutionalist aspect of this possible fusion with its inefficient and unproductive economic structures and organizations.  Nevertheless, while its government is even more opposed to any sort of official Confucianism than that in the South, the DPRK is in some ways even more Confucianist, also admiring education, but also following the traditions of an earlier Korea in its refusal to open to the outside world, a neo-Hermit Kingdom in its poverty-stricken isolation.
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� In China the local nativist religion is Taoism, while in Japan it is Shintoism.


� Neo-Confucianism was a modified form of Confucianism that arose in China in the tenth century and combined elements of Taoism and Buddhism.


� This was the pen name of Chong Yak-Yong (1762-1836) who essentially codified Korean neo-Confucian doctrine for the later period of the Choson dynasty.


� While the North Korean economy is generally viewed as being the purest form of command planned socialism in the world, recent evidence suggests that even during its post-retrenchment period to reinforce central controls after 2005, large portions of the economy are in private markets, at least based on interviews with North Korean migrants to South Korea (Haggard and Noland, 2009).
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