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Abstract

This paper aims to place Hayek’s evolutionary approach in the context of South Korea,
focusing on South Korea’s socioeconomic development in recent decades. On reviewing his
perspective in broad outline, this paper points out some of its weaknesses as regards the
following issues: order and rules; units of agency and being; motivation; institutions and rules;
knowledge; leadership.

This paper aims to place Hayek’s evolutionary approach in the context of South Korea,
focusing on South Korea’s socioeconomic development in recent decades. In order to set the
stage for this exploration, it, first, summarizes Hayek’s perspective in broad outlines, and
describes basic features of socioeconomic system of South Korea. Second, it examines whether
or not and the extent to which his perspective accounts for these features. This paper points out
some weaknesses of his perspective as regards the following issues: order and rules; units of
agency and being; motivation; institutions and rules; knowledge; leadership.

1. Hayek’s perspective and features of the socioeconomic system of South Korea

Hayek is distinguished from other contemporary economists by the fact that he diverged from
general equilibrium system and developed an evolutionary perspective (Hayek, 1933[1928],
1931; Hayek. 1960). His evolutionary perspective is based on the idea of cultural or social
evolution in which rules or institutions fittest for survival are selected. For this reason, he adopts
gradualism as part of his social philosophy. From this perspective the market order is
spontaneous. In his account the market order is composed of price mechanism and a few
fundamental rules such as contract law, protection of private property and tort(, which are to be
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enforced by the government). He is adamant that market order has made civilization possible
and the human kind populous and prosperous (Hayek, 1988).

Since an evolutionary process is open-ended, the formation and reproduction/transformation
of a spontaneous order as a self-organizing system entails unintended results of human action
and emergent properties. For this reason, aggregate consequences of the system are neither
entirely predictable nor entirely controllable. For this reason, he conceives a spontaneous order
as lying between ‘instinct and reason’ (Hayek, 1988, chap. 1). And its rules could be understood
as a mediator between physis and nomos or as being socially natural or naturally social (Hong,
2002a; Bouraoui, 2009, p. 1338). At the same time, it is the unintended results and the emergent
properties which allegedly constitute objects of research for the social sciences including
economics (Hayek, 1967; Lewis, 2012).

Turning to the Korean peninsula, South Korea had recorded rapid economic growth during the
1970’s and 1980’s, in spite of, or because of, its confrontation with North Korea (Amsden, 1989).
Moreover, it recovered its democracy in 1987 which was nipped in the bud by the military coup
d’état in 1961. Characteristics of the socioeconomic development of South Korea in this era
could be roughly summarized as: state-led economic development; collective/group orientation;
embeddedness in social relationships; reliance on intrinsic motivation; significance of tacit
knowledge; importance of informal rules and organizations; charismatic leadership and elitism
(Hong, 2012).

Now, it is to be examined whether or not and to what extent Hayek’s viewpoint meshes with
these features.

2. Order and rules: spontaneous or designed

East Asia in general and Korea in particular have adopted thoughts and institutions from
Western society throughout the last century. Democracy and market economy would be two
important examples. For this reason, a number of social reforms which both North Korea and
South Korea have experienced were imported from outside and implanted by their governments
and their elites. Although an evolutionary process does not exclude the imitation of rules and
technology from outside, it is irreconcilable with reforms imposed by a centralized power.
Therefore many social changes and economic reforms in Korea can be hardly interpreted as
spontaneous, which does not harmonize with Hayek’s position.

To illustrate, the constitution of the Republic of Korea was not the result of a long
evolutionary process, but first drafted in 1948 in imitation of those of advanced Western
countries. A more recent case in point are the neoliberal institutional reforms such as outside



directorship for major firms which were implemented after the outbreak of the economic crisis of
1997. In fact, ideologies including democracy, capitalism and socialism were not endogenously
generated. These bear witness to the argument that the substantial part of the Korean politico-
socio-economic order was not spontaneous but constructed, contrary to Hayek’s viewpoint.

On the same ground the role of immanent critique that Hayek advocates is to be discounted
(Bellamy, 1994, p. 433). Hayek’s tenet of spontaneous order coheres with the English common-
law tradition, but not with the continental or French civil-law tradition. On his view, in the
former, it is not the legislative power of the parliament but immanent critique which is the way to
apply and improve the law (Hayek, 1979; Mahoney, 2001). However, during the last few
decades the Korean government, legislative or administrative, has frequently taken the initiative
of introducing rules and regulations, often in imitation of those already in force in other countries.
Since the Korean legal system tends to be a mixture of a few legal traditions, it does not have a
sufficient level of consistency to allow for immanent critique in all cases.

This does not imply that this kind of enforced imitation always produces mechanical
duplications of foreign institutions and technology. Rather, it requires reinterpretations and
reformulations on the part of Korean elites and assimilations and distortions on the part of
Korean citizens. As a result, it tends to bring about incoherence between stipulated or codified
rules and actually working rules or between concepts and practices. On the other hand,
institutions and rules, once adopted, tend to be rigid and to be transformed into dogma or myths.
This explains, in part, why the ideological confrontation on the peninsula is resilient enough to
have survived the end of the Cold War and the meltdown of the communist system.

This kind of institutional or cultural inertia or delay is not without precedent in Korean history.
Confucianism, once imported, has ruled the society more thoroughly and much longer in the Lee
Dynasty (1392-1910) than in its country of origin. Even in the 20™ century, many institutions and
thoughts, once adopted, have persisted with little modification despite their widening divergence
from reality with time.

In broad terms, Hayek himself cannot rule out constructivism when it comes to forming or
reforming market order (Hodgson, 1995, pp. 204-205). He would suggest that drastic reforms
could be allowed if they are designed to facilitate a move towards a market order. This was
actually the case with economic reforms of transitional economies in Eastern Europe after the
meltdown and in South Korea after the breakout of economic crisis in 1997. They were
implemented with the intervention of IMF or the World Bank. The point is that these reforms
must not be spontaneous contrary to Hayek’s doctrine of evolution.

The foregoing is not intended to suggest that the evolutionary perspective of Hayek is of no
use. Since it is held that spontaneous order can grow on rules which are designed and imposed
from outside, his perspective may remain useful (Harper & Endres, 2012, p. 365). But it is to be
taken into account that the evolutionary process may not be entirely endogenously generated but,



from time to time, initiated, accelerated, prevented or delayed, by powers exercised from outside
and from above. In light of this consideration, one may propose a dual structure where a limited

extent of spontaneity and autonomy on the part of people in their everyday practices coexist and
interact with imposition of rules and discretion on the part of elites.

3. Unit of agency and being: individuals or social relations and groups

Hayek lays stress on unintended consequences of human action and the emergent properties of
spontaneous orders (Hayek, 1967). For the same reason, he highlights interdependences between
parts and interactions among agents (Hodgson, 1995, p. 205). His sensory order rests on
connections of stimuli and relations of neurons (Hayek. 1952). In similar vein, the value of a
capital good is not determined by its physical properties but by its relation with other capital
goods and its position within the overall capital structure as an ordered whole (Hayek, 1941;
Hong & Hwang, 2008; Hong, 2009; Harper & Endres, 2010).

Moreover, he has many reservations about neoclassical variant of methodological
individualism (Caldwell, 2001). For this reason, one may claim that norms and sociality are
internalized or embodied into Hayekian agents (Hodgson, 1989, 2004). A step further, some
scholars go so far as to credit Hayek with what they call ‘reconstitutive downward causation’
which runs from the whole to its parts (Lewis, 2012, pp. 374-376).

Nevertheless Hayek seems to be a methodological individualist (Lawson, 1996, pp. 978-979).2
Among other things, he does not view an individual’s beliefs and preferences as being amenable
to analysis. Moreover, attribution of reconstitutive downward causation to Hayek does not seem
to find solid textual evidence in his works. Furthermore, the group selection he propounds does
not seem to contradict his conception of individual actors (Vanberg, 1986, pp. 80-89; Butos &
Koppl, 1997, pp. 340- 341; Witt, 2008). The net result is that he remains a methodological
individualist, although he does not endorse the methodological atomism of neoclassical
economics (Zwirn, 2007).2

Due to his individualism, Hayek treats producers, like consumers, as if they were individuals.
There are two aspects to this view. First, Hayek seems to view a firm as an individual producer
rather than as a hierarchical organization (Hodgson, 1995, p. 206). This is in line with the finding
that he downgrades the role of organizations in the reproduction of a socioeconomic system. For
the same reason, he takes little note of the production process in a firm and a factory.

2 For the definition of methodological individualism refer to Elster (1982, p. 453).

® Despite their disagreements Caldwell and Hodgson agree that Hayek’s methodological individualism is
different from that of neoclassical economics in that Hayek does not endorse perfect rationality and
perfect information. Moreover, Hayek departs more and more from methodological individualism with
the maturity of his ideas. However, these points do not lead them to deny that he is a methodological
individualist.



Second, he regards producers or firms as coequal and takes them as competing or cooperating
with each other on an equal footing in the market. For this reason, it comes as no surprise that
differences between big firms and small firms in terms of power, resources and information are
not highlighted in Hayekian market economy. Simply put, he does not make distinction between
an automaker and a family-owned restaurant in a small town. In this regard, he seems to keep
company with neoclassical economists such as Milton Friedman.

This consideration raises doubts about his doctrine of general, universal and abstract rules of
just conduct (Bellamy, 1994, pp. 431-432). In real world politics, rules may be easily distorted
and invented in accordance with interests of differentially positioned organizations and groups.
Hayek, like Weber, could be criticized for his glorification of formal equality to the neglect of
substantive equality (Lewis, 1975).

Overall, although Hayek focuses on dynamic interactions between agents in the market, he
tends to neglect the significance of organizations and of production process and power relations
between firms. This does not mean that he is unaware of the existence of organizations in general.
But he is adamant about the dichotomy between market order and organization. In accordance
with this dichotomy, market order is conceived as spontaneous, complex and full of uncertainty,
whereas organization is understood as constructed, simple and immune from uncertainty.
Consequently he accords neither spontaneity nor emergence to organization.

However, in refutation of his conflation of spontaneity with emergence, a number of studies
show that spontaneity does not necessarily go together with emergence and thus organizations
could be as complex as markets (Coase, 1992; Simon, 1996; Williamson, 2000; Bouraoui, 2009,
pp. 1353-1354). It is widely held that emergent properties can also arise within a firm or even
within an apparently technical production process (Harper & Endres, 2012, pp. 363-365).*
Moreover, the finding that an informal organization emerges from a formal organization lends
support to spontaneity and complexity within an organization (Selznick, 1943, 1947, pp. 26-27).

These points must be faced by any endeavor to apply a Hayekian perspective to South Korea
as well as to other countries. Besides, there are additional reasons why Hayek’s view engenders a
misleading description of the Korean economy in particular. As regards a unit of production, it is
well known that state-led and export-oriented economic growth of South Korea has spawned
several conglomerates of firms which have now become dominant powers in the Korean
economy.

* Schumpeter has the insight of conceptualizing innovation as a new combination wherever it takes place
(Schumpeter, 1955, pp. 14-15). This can be interpreted as the emergence of a higher-level entity as low-
level entities are combined. The so-called reverse engineering which less developed countries including
preindustrial Korea used to resort to as a method of adopting technology takes the opposite direction of
attempting to decompose the higher entity into its parts.
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Since a firm within a Chaebol group commands tens of thousands of employees and has solid
networks or linkages with other firms within the same group, it exceeds independent firms in size
and bargaining power. Thus if rules are applied equally to these unequally conditioned firms, fair
competition would not ensue. More important, this kind of group of interlinked firms deals a
blow to the conventional dichotomy between market and government which economists
including Hayek endorse. The reason is that the group of firms, especially under the charismatic
leadership of their chairmen, must be as centralized and powerful as is any local government.”
Given that, it is not obvious that initiatives and innovations on the part of a group of firms
contribute more to creating and maintaining spontaneous order than does a local government.

The significance of groups of firms also dilutes the Hayekian distinction between market and
organization (as well as the Coasean one). On the one hand, firms within a group provide each
other with internal markets for goods, labor and capital. On the other, the existence of groups of
firms makes the Korean market economy more ‘organized’, as Hilferding aptly put it (Hong &
Hwang, 2008). The existence of groups of firms amidst the market gives credence to the
conjecture that the Korean economy is dual and decoupled (which means that it is segmented
into two or more nearly independently functioning sectors). These points contribute to
discounting Hayek’s presupposition that individual agents compete and interact among
themselves on an equal footing in the market.

Equally as regards the unit of human agency or being, it is widely held that East Asians are
embedded in social relationships and their self is interdependent rather than independent
(Hofstede & Bond, 1988; Triandis, 1989; Triandis & Gelfand, 1998; Markus & Kitayama, 1991,
2010). Moreover, it is very often claimed that they rely heavily on diverse groups. In South
Korean society three major types of ties, that is, regional ties, family ties and school ties, provide
the basis for social relationships and groups. Needless to say, these are at odds with Hayek’s
methodological individualism.®

It is to be forewarned that social relationships which are prevalent in the Korean society are to
be distinguished from relationships which come into being in individualist societies (as well as,
partly, from social relations a la Marx). The former is more than a repeated game of short-term
choices and must be ‘thick’ in many senses.

Foremost, the three kinds of ties tend to complement and reinforce each other. They combine
to bring about Hakbol and Chaebol. Hakbol stands for close-knit associations of alumni, whereas

® For the same reason the attempt to interpret the balance of power in international politics as spontaneous
order is futile (van de Haar, 2011).

® This partly accounts for the alleged role of clans in the East Asian governance structure (Ouchi, 1980;
Boisot & Child, 1988, 1996). Although Hayek allows for various kinds of rules, he does not seem to go so
far as to highlight informal rules embedded in personal relations.
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Chaebol means a group of firms interlinked in terms of sale and purchase and investment.” They
differ in their composing units, as they are individuals for the former and firms for the latter. But
they have the commonality of relying on interrelated and interdependent, not independent, units
and on collectives. Both have persisted for several decades with little change in their basic
structures. Of more significance, Hakbol has contributed towards formation of Chaebol, not to
mention that of the elitist bureaucracy of South Korea.

Moreover, the persistence and stability of social relations entails that they are internalized into
the minds of agents. As a consequence, an agent does not function as an individual who later
enters into a relationship with another person. Instead, the agent functions as he or she
externalizes his or her internal relationships. Furthermore, they get agglomerated into a
hierarchical structure such as a group, an organization or a collective (cf., Granovetter, 1973). It
is equally important to note that most social relationships and groups are founded on ties that
exist prior to individuals. In other words, regardless of their choices or volitions, Koreans are
already embedded in specific relations or groups. These imply that the conception of individuals
as units of social being is not so convincing for Korea as for the West.

It is thus quite likely that Korea’s rapid economic growth is based on social relationships and
group orientation. Analogous to downward causation from the whole to its parts, social
relationships and groups can be conceived not merely as constraining, but as constructing,
preferences, cognitions, and behaviors of Koreans by means of ingraining habits (Hodgson, 2002,
pp. 168-172). This has the implication that the identity of Koreans may be understood as having
three layers: personal, relational and collective (Brewer & Gardner, 1996). It should be
emphasized that the concept of identity is fundamental for economic agents and citizens, since
changes in their identity entail changes in their utility functions and preferences (Akerlof &
Kranton, 2000, 2010; Ainslie, 1992).

It follows that not only Koreans’ personal ego, but also their relational ego and collective ego
must have been mobilized during the decades of Korea’s rapid economic growth. This could be
more fundamental than labor mobilization to which its economic growth has often been
attributed (Krugman, 1994; Young 1995). This is illustrated by the episode that in 1983 the
engineers of 64K DRAM team of Samsung Semiconductor walked 64km in the mountains as a
means of enhancing their collective spirit (Song, 2012, p. 118).

It goes without saying that these formal or informal relationships and organizations have
merits as well as demerits. Externalities, moral hazard, the ‘too big to fail’ phenomenon, crony
capitalism and so on are enumerated as their demerits (Lin & Si, 2010). In any case, it is a far cry
from Hayek’s evolutionary system, as it is supposed to work smoothly on its own as a result of
interactions between rational individuals with little constraint of personal social relations or

" Take note that Hakbol(£*[#]) and Chaebol(}f[#]) have the common second character of Bol([]), while
the first characters Hak(%#*) and Chae(!4) represent ‘learning’ and ‘property’, respectively.
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informal groups. This reinforces doubts about the relevance of Hayek in the context of South
Korea.

From the foregoing it is not to be deduced that Hayek pays little attention to interdependence
among parts of a system and interactions between agents. On the contrary, his sensory order and
the value of capital goods rest on relations and structure of its elements. Allowance for the
evolution of relations and structure among material kinds, however, does not lead Hayek to deny
the primacy of individuals as human agents over social relations or groups of individuals. To put
this another way, he does not concede possibly emergent properties to a collective of individuals,
in contrast with his wide acceptance of emergent properties in respect of a collection of things
(Harper & Endres, 2012). In this regard, the argument to the contrary, which claims that he takes
into account internalized relations between humans, must be far-fetched (Lawson, 1997; Zwirn,
2007).

Needless to say, Hayek is seriously concerned with the origins and the consequences of rules,
which are, in general, social in their nature. However, from this it does not necessarily follow
that he is fully aware of sociality of human agents. Acknowledging the significance of rules or
even accounting for the emergence of rules is not equivalent to going so far as to allow for the
role of social structure and social relations. In this regard, take note that Friedman, a Chicago
economist, lays stress on the importance of rules in a market economy, although he is not
interested in the origins of rules.

4. Motivation: intrinsic or extrinsic

Hayek, like neoclassical economists, tends to lay one-sided stress on extrinsic motivation or
monetary incentives, as is evidenced by his emphasis on cash nexus. In disagreement with his
view, recent studies show that people are more productive and creative and feel happier when
they are intrinsically motivated than when they are extrinsically motivated (Deci, 1971; lyengar
& Lepper, 1999; Frey, 1994; Bénabou & Tirole, 2003). People (e.g., wage laborers) are
extrinsically motivated if they work or study in return for money or for the sake of various types
of reward. By contrast people (e.g., Mozart or warriors) are intrinsically motivated if they do it
for its own sake either because they like it or because they are devoted or committed to the task.

At first glance, the Korean socio-economic system seems to have depended almost entirely on
extrinsic motivation. But, on closer examination, it turns out that it has resorted to intrinsic
motivation in the form of group motivation. As mentioned, most Koreans are prone to identify
themselves with a collective, such as a family, a firm or a group of firms, a university, a church
or a country. Thus Koreans get strongly motivated by becoming part of a collective and thereby
display ‘selfless work and devotion’, which is also observed in Japanese economic growth (Sen,
1993, p. 50).



For this reason, targets in the form of exports or income used to be proposed more often at the
level of a collective than at the level of an individual. It is the government of South Korea that
used to set the annual target level of exports for the whole country and to assign its portions to
big firms as their goals (Heath et al., 1999). Winners in this export contest were rewarded with
medals and bank credit by the government under financial control, as was reported by the World
Bank (World Bank, 1993).

There are several aspects in which a goal for a group or a collective is more appealing to
Koreans than is a goal for an individual. Generally speaking, the process of economic
development at its initial stage tends to give rise to conflicts between adherence to traditional
values and pursuit of material interests. The reason is that pursuit of material gains such as
exports or income does not look as virtuous or other-regarding as personal maturity, temperance
or harmony.

However, if it were not material gain of a an individual but the survival of the whole family,
the entire firm or the entire country that is conceivably at stake, then export drive and profit
making would look nobler. Moreover, in this case, those who are engaged in commerce or
production look less selfish. This argument is consonant with the observation that, in Korea,
winning a contract in an international market used to be depicted by the government and mass
media as a patriotic act rather than as the pursuit of material gains.

Given this background, one may conjecture that targets in terms of export or income, although
they per se constitute extrinsic motivation, may be transformed into intrinsic motivation for an
individual, if the target is not offered as one for an individual but offered as one for the entire
collective of which he (or she) is a member. If one thinks of oneself as part of a group and the
goal is set for the entire group, one can adopt the goal more easily than otherwise. Put another
way, goals or extrinsic incentives for a group may have turned into intrinsic motivations for its
group members and may have inspired their devotion and commitment to their tasks.

In Aristotle’s terms production (poesis) aims at an end which is external to itself, whereas
action (praxis) has its end within itself and thus is done for its own sake (Hong, 2011). It follows
then that, for Koreans, production is transformed into action, if it is carried out for the whole
collective or community. This, in combination with oppressive methods of exploitation or
sophisticated techniques of management, might have contributed towards extracting effort or
labor necessary for economic growth.

This does not necessarily imply that an incentive or a target is ‘really’ set at the level of a
collective. In some cases it may be sufficient that an incentive or a goal is ‘framed’ or
‘contextualized’ as one for the entire group to which people belong rather than for an individual
(cf., Kahneman & Tversky, 1984). This contextualization takes place through a socio-political
process of self-deception and ideological reproduction where manipulation has been triggered by
political and business leaders and magnified by major channels of mass media (Anderson, 1993,



pp. 22-26; Sunstein, 2003). A recent example is found in the nationwide movement of “gold
collection” which was staged, nationwide, by more than three million participants after the
outbreak of the economic crisis in 1997 (Hangere 21, May 21, 1998).

Needless to say, besides ideology for collectivity, other types of ideology have also been
prevalent in Korea. Among others, market ideology, nationalism and anti-communism have also
been reproduced from the period of economic growth onwards. Unlike nationalism or anti-
communism, market ideology has often run into conflict with the ideology of collectivity,
because it basically upholds individualism and liberalism. Due to the possible conflict between
market ideology and collectivity, slogans concerning market economy have been interpreted and
transmitted in a selective way that is more compatible with the Korean emphasis on collectivity
and social relations. In particular, they have been framed in terms of livelihood, survival and
national wealth rather than in terms of gains, profits and pleasure on the part of individuals. This
history has molded Koreans’ outlook on economic activity to such an extent that even now there
are few Korean business leaders who openly proclaim that all they do is make profits.

5. Institutions and rules: formal or informal

Although Hayek seems to disregard the role of informal institutions and rules, it is commonly
argued that most formal organizations or systems are not self-sufficient but dependent on
informal associations or personal relationships which arise spontaneously from formal ones
(Selznick, 1943, 1947, pp. 26-27; Diefenbach & Sillince, 2011). Moreover, informal social
relationships feed back into formal relationships (Uzzi, 1997, pp. 41-42).

Some scholars go to some lengths to argue that a community which is based on informal
organizations serves as a third organizational mode between market and hierarchy. Admittedly,
community, as it enhances trust, takes the forms of relational contracting, high-trust hybrid firms
(M-form, keiretsu-type) or even clans (Ouchi, 1980; Adler, 2001, pp. 217-219). Thus informal
organizations and rules, sometimes, complement, and, at other times, substitute for, formal rules
or organizations (Gulati & Puranam, 2009).

The resilience of informal rules and institutions derives from their flexibility or malleability. It
is widely known that formal organizations, especially of a bureaucratic kind, are prone to be
rigid. This holds to a stronger extent in Korea than in other advanced counties. The reason for the
rigidity of rules in Korea may be traced to the aforementioned history that many codified rules
which range from constitutions down to traffic regulations have not derived from everyday social
practices but have been either introduced via Japan during the colonial period or imported
directly from the Western world after its independence. Since they have not been rooted in
everyday social practices, there have been persistent conflicts between rules and practices which
they are supposed to govern.
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This situation results in strict adherence to the letter of a specified rule, on the one hand, and in
employment of ad hoc devices in the application of the rule, on the other. This kind of
decoupling has been so pervasive in Korean society ever since the end of 19" century that it has
created the dual structure of its socioeconomic system (Meyer & Rowan, 1977). This also is
conducive to widening the room for the formation and intervention of various informal
relationships and organizations and reinforces the persistence of informal relationships.

Organizations in Korea find their specificity in being provided with informal relationships out
of preexisting school ties as well as family ties and regional ties.? These ties lay the foundation
for informal hierarchy and social relationships in most organizations. Korea’s school ties, not to
mention its family ties and regional ties, are imbued with naturalistic determination and remain
informal, personal and imperfectly rationalized (cf., Adler, 2012, p. 251, 254). Therefore at the
initial stage of economic development, these ties must have played the critical role of building
trust and have thus helped pave, accelerate, or even provide ready-made, the process towards
forming business relationships. Moreover, they would make transactions more heuristic-based
than calculative (Uzzi, 1997, p. 44).

6. Knowledge: explicit or tacit

Hayek draws heavily on his idea of knowledge to buttress his tenets (Hayek, 1945). For the
purpose of demonstrating the impossibility of centralizing knowledge, he places emphasis on the
dispersion of knowledge among individual agents. Furthermore, he seems to make a distinction
between information and knowledge, as he allows for the role of subjective interpretation in
obtaining knowledge (Boisot & Canals, 2004).

More specifically, Hayekian agents, unlike neoclassical agents, are imperfectly rational due
to the following reasons: lack of complete knowledge and information about their environment
and about their interacting partners at their time of decision-making; imperfect knowledge and
mere pattern prediction about the aggregate consequences of their decisions and actions;
unawareness or invisibility of the rules they abide by (Hong, 2002b; Bouraoui, 2009, p. 1344).

It is also noteworthy that Hayek, following Michael Polanyi (1958), distinguishes from
explicit knowledge tacit knowledge as unarticulated and uncodifiable. The emphasis on tacit
knowledge is not specific to Hayek. This concept is not only crucial for evolutionary economics
(Nelson & Winter, 1982) but also responsible for the recent proliferation of knowledge
management literature (Nonaka, 2007; Lamm, 2000). Moreover, it constitutes one of the building
blocks in the theory of an embedded economy (Karl Polanyi, 1944; Maskell & Malmberg, 1999

8 Even linkages between university and industry with respect to technical change have been mostly
informal, which corroborates the prevalence of informal relationships or elite networks in Korea (Lee &
Yoo, 2007, p. 460; Sohn & Kenney. 2007, p. 996).
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The fact that the role of tacit knowledge is specific neither to Hayek nor to evolutionary theory
in general opens up the possibility that the existence of tacit knowledge does not necessarily lend
support to Hayek’s liberalism. Especially, tacit knowledge which constitutes local knowledge for
an embedded economy would transform or delay the process of globalization, as the process
presupposes standardized, codified and abstract knowledge (Adler, 2007). Since globalization of
market order must also be the basic tenet of Hayek, the importance of local and tacit knowledge
may conflict with his perspective.

It is, however, encouraging to find that knowledge in the East Asian society apparently has
not been codified to a sufficient degree, as emphasized by Boisot and Child (1988, 1996). Still.
the distinction between the types of knowledge has to be reinterpreted to be applicable in the
Korean context. Western ideas and institutions which have been adopted by the Koreans have
supposedly been grafted onto the historical and cultural tradition of Korea. It is thus suspected
that Western ideas constitute explicit knowledge of Koreans which may have pushed the
traditional perspective into the backyard of tacit knowledge. As a result, for Koreans, Western
knowledge and the East Asian perspective correspond to explicit and tacit knowledge,
respectively. For this reason, Koreans may have suffered from a chasm between explicit
knowledge and tacit knowledge. In common parlance, there is a wider gulf between what is
taught at schools and what is employed in everyday practices in South Korea than there is in the
Western societies.

At the same time it is to be noted that several cultural-psychological studies show that Western
ways of thoughts are analytic, whereas those of East Asians are holistic (Peng & Nisbett, 1999).
At a more concrete level, literature in the area of knowledge management conveys the message
that knowledge creation is dependent on a holistic perspective as well as on social relationships
and community of practices, especially in the East Asian society (Nonaka, 2007). Taken together,
it follows that cognition on the part of Koreans which lays the groundwork for institutional and
innovational system of Korea are based on explicit and analytical knowledge, on the one hand,
and tacit and holistic perspective, on the other.

7. Leadership: transactional or transformational

Hayek does not explicitly discuss leadership, but his case for spontaneous order implicitly
presupposes a specific type of leadership. It is most likely to be democratic, laissez-faire, or
transactional leadership. By contrast, most successful political leaders including the Presidents
and business leaders in Korea have proved to be transformational or charismatic. On the surface,
the three kinds of leadership, i.e., traditional, bureaucratic-legal and charismatic, as classified by
Weber, have existed side by side in Korean society. However, it is charismatic leadership which
seems to be most salient during the 1970°s and 80’s, as compared to modern Western leadership.
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According to recent organizational studies, charismatic leadership exerts “transformational’
effects on its followers by means of: appeals to self-sacrifice for the interests of a collective and
to the importance of a goal as a basis of group identity; prioritization of moral value over
material incentives; heightening of valence of effort; enhancement of self-esteem; intrinsic
motivation and unconditional personal commitment; the display of confidence on the part of
leaders and followers; and frame alignment (Shamir et al., 1993).

The charismatic leader is understood as ‘transforming followers from an individual-oriented,
hedonistic, rational-economic mode of operation to a collective, moral and value-oriented mode
of operation’ (Shamir et al, 1993, p. 579). This transformational leader, in contrast with a
transactional leader or a laissez-faire leader, inspires his followers to transcend their self-interest
for the sake of the common goal or mission by impacting their self-concept (Bass, 1990, 1997).
This impact intrinsically motivates and empowers the followers, which, in its turn, reacts on the
leader and empowers him (Howell & Shamir, 2005, pp. 105-106). Among three levels of the self,
this impact relates more to the relational and the collective self than to the personal self (Kark &
Shamir, 2002; Howell & Shamir, 2005, pp. 99-100). This transformation could be understood as
the process of reducing the gap between individuals and groups and of alleviating the problem of
free-riding in the works of Hayek.’

Charismatic leadership, once combined with group orientation and dependence on social
relationships, tends to generate a unified sense of goal and a strong intrinsic motivation for
people, all of which may have resulted in high level of economic growth. In fact, Korean leaders
have relied on family ties, regional ties and school ties.® Moreover, the era of economic growth
was inundated with such slogans as: ‘Modernization of Our Fatherland’; ‘The Historical Duty of
the Revival of the Nation’. These slogans are characterized by: the dominance of the nation over
individuals; the superiority of morality and patriotism to material interests; the glorification of
labor and effort for export promotion. These aimed to enhance or reinforce collective identity
and self-esteem of the Korean people in line with charismatic leadership (Shamir et al., 1998, p.
389)."

One of the major arguments advanced in the previous section was that setting a goal for the
group tends creates intrinsic motivation for Koreans. Consonant with this hypothesis it is here

% After making it clear that Hayek’s tenet of cultural evolution relies on invisible hand explanation and
methodological individualism, Vanberg (1986) points out the gap between Hayek’s methodological
individualism and his concept of group selection. In order to overcome a functionalist fallacy and to
account for the free-rider problem, Vanberg rightly claims that Hayek needs a process which connects
the one to the other, which cannot rule out deliberative sanctions or organized enforcement (p. 96).

19 Steve Jobs must be understood as a charismatic leader (Lashinsky, 2012). Nevertheless Jobs seems to
differ from a typical Korean business leader in that he and his organization Apple had rarely relied on
social relations and collectives. Moreover, neither has Apple held informal meetings on a regular basis
to resolve organizational conflicts nor has it developed informal rules alongside official regulations.

' This must be easier than transforming followers entirely down from an individual-oriented, hedonistic,

rational-economic mode of operation up to a collective, moral and value-oriented mode of operation.
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suggested that transformational leaders of Korea have ‘transformed’ extrinsic motivation into
intrinsic motivation for their followers by means of appealing to their relational or collective self.

Due to its reliance on social relations and groups and charismatic leadership, efforts to achieve
Korean economic growth are nearly analogous to preparations for a war in that they require
common goals and teamwork not only at the level of the firm but also at the national level. This
state of affairs has been reinforced by the military standoff on the peninsula which has provided
the hotbed for competition between the two Koreas not only in military terms but also in
economic terms.

Needless to say, exercises of charismatic leadership and imposition of social frames do have
their own costs. In particular, charismatic leadership has solidified authoritarianism and has left
its mark on every kind of micro-organization even after the democratization of 1987. In simpler
terms, we used to have dictatorial Presidents but now we are faced, in the course of everyday life,
with authoritarian presidents (with small p), chairmen or heads within a wide range of
organizations. Therefore, it is governance structure within an organization that is now more at
issue in Korea.'?

However, prioritizing producers over consumers or independents over dependents may run
counter to the position of Hayek, for he does not subscribe to elitism and the role of leadership as
much as socialists or conservatives do (Griffiths, 2007, p. 205). Besides, it is less justifiable to
ascribe the role of entrepreneurship to Hayek than it is to ascribe it to Mises (Kirzner, 1997, p.
67). Moreover, elites, as allegedly conceived by Hayek as well as by Nietzsche and
Schumpeter, are likely to be individuals freed from social relationships and organizations. If this
is true, Hayek’s viewpoint is not relevant for the explication of the Korean society.

More controversial is the issue whether and to what extent Hayek would endorse
authoritarianism and transitional dictatorship. For Hayek, the “opposite of liberalism is
totalitarianism . . . the opposite of democracy is authoritarianism” (Farrant et al., 2012, p. 523).
As a liberal, he is on an all-out war against totalitarianism. However, due to his reservations
about unlimited democracy, he endorses authoritarianism in some cases, in particular, where
“there are no recognized rules, rules have to be created”(op cit., p. 522).Thus he is prepared to
endorse dictatorships such as the Pinochet regime on the condition that they are necessary for the
future liberalism.

2 In contradiction to this prima facie interpretation, Romar (2008, p. 61) comes close to
uncovering transformational leaders in the work of Hayek. In his interpretation Hayek’s free
independents are similar to Nietzsche’s noble men (der Ubermensch) in that they determine and
create values for the entire society. In his interpretation there is little difference between
Hayekian businessmen and Schumpeter’s entrepreneurs, either.

3 Even Kirzner’s rendition of Mises may be ill-balanced, since Mises shows equal respect for consumers
and entrepreneurs in the market economy (Mises, 1949, pp. 270-271, 291-297, 325).
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As an extension, he would approve neoliberal reforms being imposed by elites such as the
ones for South Korea in 1997, as was mentioned in section 2. For the same reason, he may not
rule out a big bang type of reform for the road from serfdom (cf., McKinnon, 1992, p. 33). In this
account, Hayek seems to suggest that an enlightened king or a benevolent dictator has to serve as
a rule maker in a society where and when an evolutionary process is oppressed. However, he
does not point out the difficulty in making dictators step down when they become less
benevolent, as in the cases of South Korea. Regaining control over dictators would be more
difficult than it is to dismantle protective tariffs once they are instated.

8. Implications: rationality, duality and sociality

To take stock, this paper characterizes the Korean socioeconomic system as: coexistence of
personal, relational and group selves; interactions among intrinsic and extrinsic motivations;
combinations of formal and informal social relationships; combinations of formal and informal
organizations; dual economy composed of big and small firms and segmented labor market;
decoupling between official rules and daily practices; interactions between explicit and tacit
knowledge; coexistence of holistic and analytical ways of thinking. Moreover, relational self and
group self can be classified into one in distinction from personal self. In similar vein, relational
motivation and group motivation can be merged into one against personal motivation. On this
basis one can make the conjecture that it is duality of humans and society which runs through
these ideas.

This conjecture encourages us to refer to the dual system theory of psychology and
behavioral economics (Stanovich & West, 2000; Kahneman, 2003). According to this theory the
imperfect rationality of human beings is attributed to the dual system of cognition. The system |
is allegedly featured by instincts, habits and social context, whereas the system Il is governed by
rationality, as dictated by expected utility theory. In the system I, they resort to fast and frugal
heuristics, while, in the system Il, they allegedly behave and choose on the basis of cold
calculation. As people swing back and forth between the two systems, they do not always act in a
rational way, but may sometimes act instinctively and react in a semi-automatic way. The dual
system may be more relevant in the Korean context in the sense that Koreans tend to have a
multi-layered ego.

Going beyond the bounds of behavioral economics and experimental economics, researches
highlight the importance of context and interactions between humans. Studies in the fields of
social psychology and political psychology, especially, social dominance theory and system
justification theory, strongly suggest social nature of humans and opens up the possibility of a
more holistically social approach to socioeconomic phenomena (Jost & Banaji, 1994; Sidanius et
al., 2004).
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To conclude, it is true that Hayek’s evolutionary perspective is more viable than the
neoclassical concept of equilibrium and his view of human rationality is realistic and richer than
that offered by neoclassical economics. But his individualistic position does not seem to
accommodate a multi-layered personality which is historically and socially conditioned.
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