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1 Yoon Young-ho, “Cho�ng Tae-su wa ko�mu�n ton” (Chung Tae-soo and black money), Shin-
donga (March 1, 1997): 201.

2 From a businessman close to the investigation, March 1997.
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The Puzzle and the Theory

I am convinced, therefore, that Korean politics will not be reformed unless 
the standards of the people are raised, a change of generations is promoted, the
contents of elections are studied, and an open system for the procurement of 
political funds is worked out by means of consistent policies.

– Park Chung-hee

Have we earned the right to continue to demand . . . continued trust and confi-
dence in us? Unless we can confidently answer these questions, we dare not
proceed. . . . Now is the time to cut off the infected parts of society from active
public life, before they endanger the entire body politic.

– Ferdinand Marcos

When the Hanbo Steel Company of South Korea went bankrupt in early
1997, an inquest discovered that at least two billion dollars had evaporated
from its accounts, most likely ending up in the pockets of political or busi-
ness elites.1 Upon his arrest for bribery, Hanbo’s chairman, Chung Tae-
soo, privately let it be known that if the government pressed its case against
him too vigorously he would unleash an “atomic bomb” ( poktan) and
implicate bankers and politicians who had been involved with Hanbo over
the years.2 Chung was convicted, although the case was not pursued with
particular vigor. While numerous observers professed to be shocked –
Shocked! – at the revelations, in reality such scandals are a recurrent theme
in Korean political history, and the exchange of money for political influ-
ence has been not just an open secret, it has been common knowledge.
Since independence in 1948, Korea has seen a seemingly endless flow of
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Crony Capitalism

corruption scandals bring down scores of elites. Among those who have
served time in jail or been exiled are former presidents Chun Doo-hwan
and Roh Tae-woo, members of many presidential staffs, and a slew of 
military officers, politicians, bureaucrats, bankers, businessmen, and tax 
collectors.3

For decades the scholarly literature largely ignored the prevalence 
of money politics as inconsequential or as peripheral to the “real story” 
of South Korea: economic growth led by meritocratic technocrats and
austere military generals. Growth was so spectacular that the reality of 
corruption was concealed or was dismissed out of hand. The rapid growth
of the Asian economies evoked a mixture of wonder and fear. Sometimes
called miracles, or Tigers, countries such as Korea, Taiwan, Singapore, and
Hong Kong leapt from poverty to riches within a generation. And until
late November 1997 and the stunning fall of the Korean won, observers
argued that better government in Asia was a prime reason for that region’s
spectacular growth. This perspective held up Asia’s seemingly neutral
bureaucracies, effective politicians, and hardworking businessmen as
central factors in economic growth.4

In contrast, scholars have held up the Philippines as the paradigmatic
corrupt state, typified by its former president Ferdinand Marcos. The
Philippines failed to develop rapidly because of government meddling,
powerful business sectors that reaped windfall gains from government
largess, and incompetent civil servants. The entire world knows about
Imelda Marcos’s 2,000 pairs of shoes and about the abuses that occurred
at the Malacañang presidential palace. The Philippines, to this day, has a
public image of cronyism, corruption, and bad government retarding its
development.

The Asian financial crisis of late 1997 abruptly changed the West’s view
of Asia. Overnight, Korea was lumped in with the Philippines and roundly
criticized for cozy government-business relationships that – in the pierc-

2

3 For good overviews of the 1995 scandals, see Ahn Byoung-yong, “pichagu�m kwa taekwo�n
yoku�i chuakhan janch’i” (The disgusting feast of illicit funds and presidential hunger for
power), Shindonga (December 1995): 112; and Kim Yong-suh, “No Tae-u kusokgwa YS u�i
so�ntaek” (The detention of Roh Tae-woo and Kim Young-sam’s choices), Sisa Wolgan
(December 1995): 56–65.

4 For representative views, see Peter Evans, Embedded Autonomy (Princeton: Princeton Uni-
versity Press, 1995); Alice Amsden, Asia’s Next Giant (Cambridge: Cambridge University
Press, 1989); and Chalmers Johnson, “Institutions and Economic Performance in South
Korea and Taiwan,” in The Political Economy of the New Asian Industrialism, edited by 
Frederic Deyo (Ithaca: Cornell University Press, 1987), pp. 152–155.
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The Puzzle and the Theory

ing hindsight of instant experts – were obviously corrupt, inefficient, and
backward. Focused only on explaining successful outcomes, the conven-
tional model provided no analytic way to make sense of the 1997 crisis.
Countries previously regarded as miracles now were nothing more than
havens for crony capitalists who got rich the easy way. The result was a
scramble to reinterpret the newly industrializing countries. But the pen-
dulum may have swung too far – from excessive praise for the Asian jug-
gernaut in the 1980s to excessive contempt for Asian business practices in
the 1990s.

How can we reconcile rapid growth in East Asia before 1997 with
reports of extensive money politics in those same countries in 1998 and
1999? How do we explain extensive money politics in Asia? How does
money politics affect our understanding of the developmental state?

I. The Argument

Politics is central to the answer. In this study I make two arguments. First,
both Korea and the Philippines experienced significant corruption
throughout the postindependence era. Second, political – not economic –
considerations dominated policy making in both countries. Focusing on
the exchange of favors for bribes between state and business, I argue that
politics drove policy choices, that bureaucrats were not autonomous from
political interference in setting policy, and that business and political elites
wrestled with each other over who would reap the rents to be had. Even
in Korea, corruption was far greater than the conventional wisdom allows
– so rampant was corruption that we cannot dismiss it; rather, we need to
explain it.

Although money politics – corruption and cronyism – is generally seen
as inhibiting economic growth, there are certain conditions in which it can
actually be beneficial. Developing countries typically have weak institu-
tional structures. In that case, if there is a balance of power among a small and
stable set of government and business elites, money politics can actually reduce
transaction costs and make long-term agreements and investments more effi-
cient, even while enriching those fortunate few who collude together.5

3

5 For overviews of transaction costs, see David C. Kang, “South Korean and Taiwanese
Development and the New Institutional Economics,” International Organization 49, no. 3
(Summer 1995): 555–587; Oliver E. Williamson, The Economic Institutions of Capitalism
(New York: The Free Press, 1985); Douglass North, “A Transaction Cost Theory of 
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Crony Capitalism

This political hypothesis can differentiate Korea and the Philippines
while also bridging the boom years and the crisis.6 For too long scholars
have focused on bureaucrats and on outcomes. To understand the con-
trasting economic outcomes of Korea and the Philippines, one must
directly address corruption and politics.

The crisis was not caused overnight, and the historical structures that
led to the crisis will endure long after the events of 1997 have faded from
memory. Using Korea and the Philippines as case studies, I explore the
politics of the developmental state by focusing on the interplay of institu-
tions and money politics. In both countries, growth and corruption existed
side by side for decades. Even in the period of rapid Korean growth, a
political calculus, not economic efficiency, was the crucial factor in deter-
mining economic policy. But the configuration of actors that facilitated
rapid growth in Korea in the 1960s was undermined by its very success
and eventually led to the crisis of 1997. In the Philippines, a different con-
figuration of actors retarded development for decades. It seems finally to
have altered, and perhaps the strong growth of the 1990s is the beginning
of an upward trend.

The political hypothesis advanced in this study suggests a new direc-
tion for our research about the developmental state. Situated at the inter-
section of international relations and comparative politics, and comprising
a set of ideas about institutional arrangements and policy choices, the
developmental-state perspective held up Asia’s seemingly neutral bureau-
cracies, effective politicians, and consistent trade policies as central factors
in economic growth.7

4

Politics,” Journal of Theoretical Politics 2, no. 4 (1990): 355–367; and Barry Weingast, “Con-
stitutions as Governance Structures: The Political Foundations of Secure Markets,” Journal
of Institutional and Theoretical Economics 149 (March 1993): 286–311.

6 For a study with the same goal as mine but for Japan, see Robert Bullock, “Politicizing the
Developmental State: Agriculture and the Conservative Coalition in Postwar Japan” (MS,
U.C. Riverside, 2001).

7 The focus on state institutions includes Weberian bureaucracies that are autonomous from
political and social interference. Among many who hold this view, Peter Evans has argued
that “highly selective meritocratic recruitment and long-term career rewards create com-
mitment and a sense of corporate coherence.” Evans, Embedded Autonomy, p. 12. Alice
Amsden also writes that “economic success in Korea challenges the assumption . . . that
government intervention degenerates into ‘rent-seeking.’ ” Amsden, Asia’s Next Giant, p.
327. For other specific instances, see Karl Fields, “Strong States and Business Organiza-
tion in Korea and Taiwan,” in Business and the State in Developing Countries, edited by Sylvia
Maxfield and Ben Ross Schneider (Ithaca: Cornell University Press,1997), p. 126; Johnson,
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The Puzzle and the Theory

However, the literature on the developmental state led us down the
wrong analytic path. This literature implied that corruption and growth
simply cannot coexist. As a result, our view of Asia has become excessively
focused on explaining either why these countries were not corrupt or why
growth was not as spectacular as popularly believed.8 South Korea has
reported phenomenal growth over the past thirty-five years; the Philip-
pines has not. Working backward from successful economic outcomes, one
easily falls into the presumption that Korea must have had less corruption
and better government than the Philippines merely because it had such
rapid growth.9

This is not to argue that there has been no scholarship on Asian cor-
ruption. Especially in the wake of the 1997 financial crisis, the past few
years have seen a number of studies that have begun to address the issue
of corruption in Asia. These works, however, have tended to concentrate
on two areas of research that have generally not responded to each other.
The first area has focused on explaining different types of corruption, with
only passing reference to how this affects our understanding of economic
growth.10 The second area has largely been focused on assessing whether
and to what extent corruption was a factor contributing to the 1997 

5

“Institutions and Economic Performance in South Korea and Taiwan,” p. 152; and Ziya
Önis, “The Logic of the Developmental State,” Comparative Politics 24 (1991): 114. The
major policy focus is on export-oriented industrialization, with a state that “in direct
exchange for subsidies . . . exacts performance standards from firms.” Amsden, Asia’s Next
Giant, p. 146.

8 On rent seeking, see James Buchanan, Robert Tollison, and Gordon Tullock, eds., Towards
a Theory of the Rent-Seeking Society (College Station: Texas A&M University Press, 1980);
and Anne O. Krueger, “The Political Economy of the Rent-Seeking Society,” American
Economic Review 64 (1974): 291–303. For a revisionist view of Asian growth, see Alwyn
Young, Lessons from the East Asian NICS: A Contrarian View (NBER Working Paper 4482,
1993).

9 “If H, then I. I is true, therefore H is true.” Carl Hempel, Philosophy of Natural Science
(Englewood Cliffs, NJ: Prentice-Hall, 1966), p. 7. On selection bias, see Gary King,
Robert Keohane, and Sidney Verba, Designing Social Inquiry (Princeton: Princeton 
University Press, 1994).

10 See Byeong-Seog Park, “Political Corruption in South Korea: Concentrating on the
Dynamics of Party Politics,” Asian Perspective 19 (Spring/Summer 1995): 163–193; Bea-
trice Weder, Model, Myth, or Miracle: Reassessing the Role of Governments in the East Asian
Experience (New York: United Nations University Press, 1999); Richard Mitchell, Political
Bribery in Japan (Honolulu: University of Hawaii Press, 1996); and Jeffrey A. Winters,
“Suharto’s Indonesia: Prosperity and Freedom for the Few,” Current History 94 (1995):
420–424.
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Crony Capitalism

financial crisis.11 For example, Stephan Haggard writes that “in Western
commentary, these [causes] are frequently reduced to corruption, crony-
ism, and nepotism . . . but the sources of vulnerability . . . sprang from the
political commitments of governments.”12 But this body of literature tends
not to explore how the Asian countries experienced rapid growth in the
first place. Whereas both strands of research are important, an extended
dialogue about the relationship between money politics and Asian devel-
opment has only begun to occur, and a comprehensive treatment of the
issue has yet to appear.13

The Korean and Philippine experiences suggest broader implications
for the study of government-business relations in developing countries.
Most important, a model of politics is central to understanding the devel-
opmental state. We cannot assume benevolence on the part of the devel-
opmental state. A “hard” view of the developmental state – that the state
is neutral, picks winners, and provides public goods because the civil
service is insulated from social influences – is difficult to sustain empiri-
cally. However, even the “soft” view – that governments can have a bene-
ficial effect however government action is attained – needs a political
explanation. The Korean state was developmental – it provided public
goods, fostered investment, and created infrastructure. But this study
shows that this was not necessarily intentional. Corruption was rampant
in Korea, and the state intervened in the way that it did because its doing
so was in the interests of a small group of business and political elites. The
production of public goods was often the fortunate by-product of actors’
competing to gain the private benefits of state resources.

6

11 On cronyism and corruption as causes of the financial crisis, see Giancarlo Corsetti, “Paper
Tigers? A Model of the Asian Crisis,” European Economic Review 43, no. 7 (June 1999):
1211–1236; Gerald Segal and Davis Goodman, eds., Towards Recovery in Pacific Asia
(London: Routledge, 2000); Callum Henderson, Asia Falling: Making Sense of the Asian
Crisis and Its Aftermath (New York: McGraw-Hill, 1998); and T. J. Pempel, ed., The Poli-
tics of the Asian Financial Crisis (Ithaca: Cornell University Press, 1999). For a counterar-
gument, see Ha-joon Chang, “The Hazard of Moral Hazard: Untangling the Asian Crisis,”
World Development 28, no. 4 (April 2000): 775–788.

12 Stephan Haggard, The Political Economy of the Asian Financial Crisis (Washington, DC:
Institute for International Economics, 2000), p. 10.

13 Two good works in this vein are Richard Doner and Ansil Ramsey, “Thailand: From 
Economic Miracle to Economic Crisis,” in Asian Contagion: The Causes and Consequences 
of a Financial Crisis, edited by Karl D. Jackson (Boulder, CO: Westview Press, 1998); 
and Andrew Wedeman, “Looters, Rent-scrapers, and Dividend-collectors: Corruption and
Growth in Zaire, South Korea, and the Philippines,” Journal of Developing Areas 31
(Summer 1997): 457–478.
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The Puzzle and the Theory

It is unwise to focus on individual policy choices (for example, export-
oriented industrialization, or EOI) or specific institutional arrangements
(the bureaucracy) as isolated issues. Institutions and policies are interven-
ing variables, and the larger institutional environment – in this instance
the government-business relationship – affects any specific issue.14 Both
institutions and policies comprise a wide range of issues. Institutions are
more than just the organization of the state – they can be legal or corpo-
rate as well – whereas policies comprise trade, regulatory and financial
policies. A distorted picture will emerge if we focus mainly on state insti-
tutions and ignore industrial organization, or if we focus on trade policy
and ignore lax regulatory and financial policies. The case studies in this
book show that political and economic entrepreneurs are quite resource-
ful and that institutional design or policy choices are subject to manipula-
tion, evasion, and modification.15

Additionally, transaction costs – the costs of making, monitoring, and
enforcing agreements between actors – are affected by the larger institu-
tional environment. This study shows that certain configurations of gov-
ernment and business elites (what I call “mutual hostages”) can reduce
transaction costs and actually promote growth. The argument that follows
suggests that to understand policy making in developing countries, one
must first understand, for each country, the particular political challenges
faced by individual leaders, and their close supporters, and the manner in
which business attempts to influence policies. The strategic allocation of
economic policy and benefits is an important political resource. The rela-
tionship between government and business elites differs in each country,
and another source of constraints is the international system. Different
countries face different international pressures, and not all countries race
from the same starting line nor run under similar conditions. Most impor-
tant in the international system are the external threats that can cause
leaders to pay more attention to growth and efficiency.

One reason that scholars have not dealt with these issues in detail has
been an overwhelming preoccupation with explaining economic outcomes.
Those analysts who are not trying to explain growth tend to paint a far

7

14 Douglass North, “The New Institutional Economics,” Journal of Theoretical and Institu-
tional Economics 142 (1986): 230–237; and Oliver Williamson, “Comparative Economic
Organization: The Analysis of Discrete Structural Alternatives,” Administrative Science
Quarterly 36 (1991): 269–296.

15 Oliver Williamson, The Economic Institutions of Capitalism (New York: Free Press, 1985).
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Crony Capitalism

darker and more abusive picture of Korean politics than those trying to
explain why what was essentially gangster rule in Korea was actually good
for growth. Mark Clifford describes Korea as a “culture of rage,” Gregory
Henderson depicts Park Chung-hee’s rule as a swirl of factions unable to
cohere, and Bruce Cumings sees a pattern of authoritarian strongmen.16

Although it may be difficult to describe Korean politics in such pejorative
terms and then explain Korea’s remarkable economic outcomes, we must
avoid falling into the trap of deciding a priori that Korean politics cannot
have been corrupt because the country experienced strong growth. 
Alternatively, we need to explain the pattern of money politics in the
Philippines, not just assert its existence.

I begin with an overview of Korea and the Philippines in which I
emphasize both similarities and differences between the two countries.
Domestic politics, the organization of society in both countries, has been
more similar than is generally recognized, and much of the early eco-
nomics in both countries was also similar. However, Korea and the Philip-
pines differ in how both colonialism and the external environment at
independence affected them. In Korea, Japanese and U.S. influences
tended to disrupt the old order, and a severe threat from North Korea pro-
vided an impetus for growth. In contrast, in the Philippines, Spanish and
American colonialism tended to reinforce traditional political and eco-
nomic patterns, and the absence of any realistic threat provided Philippine
leaders with little incentive to alter the existing arrangements.

This study next focuses on the role of the bureaucracy. One of the core
tenets of the developmental-state perspective is the important role of the
bureaucracy. However, the bureaucracy under Park Chung-hee was not
substantially more autonomous or coherent than that under Syngman
Rhee or Ferdinand Marcos. In addition, Korea did not have a “pilot 
ministry” directing development. Finally, government subsidies were not
exchanged for performance standards – the endemic overcapacity of
Korean industry is prima facie evidence that economic policy decisions
were made for political reasons. In contrast, the Philippine bureaucracy
was far more competent than is popularly believed. In both Korea and the
Philippines rulers have reigned and ruled, and the bureaucracy has not
been autonomous from political regime interests. The difference in quality

8

16 Mark Clifford, Troubled Tiger (New York: M. E. Sharpe, 1994), p. 11; Gregory Hender-
son, The Politics of the Vortex (Cambridge, MA: Harvard University Press, 1967); and Bruce
Cumings, Korea’s Place in the Sun (New York: W. W. Norton, 1997).
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The Puzzle and the Theory

between the Philippine and Korean bureaucracies is overstated. Although
the Philippines suffers from poor political leadership, the bureaucrats
themselves are well-trained and dedicated.

I then turn to domestic politics. The relative strength of the state and
the business sector determines the form and level of money politics, which
in turn has an impact on a country’s development trajectory. I provide a
model built upon an analogy with the economic example of markets to
describe the pattern of corruption in Korea and that in the Philippines.
This highly stylized model of corruption relies on the analogy between
state/business to producers/consumers. Looking at the business sector 
as either concentrated or dispersed, and at political leadership as either
coherent or fractured, leads to a matrix that predicts levels and types of
corruption. In the most interesting combination, both state and business
are strong and concentrated, leading to a situation of “mutual hostages”
where both sides potentially benefit, and opportunism and exploitation are
constrained.

Governments engage in three generic types of economic policy: trade
policy, financial policy, and regulatory policy. In Korea, although trade
policy in the 1960s was generally supportive of exports, financial and reg-
ulatory policies tended to work at cross-purposes. State control of the
financial sector created incentives for business to focus on expansion over
efficiency, and extensive and contradictory regulatory and tax policies gave
the state discretionary power over the firms. The few dominant firms in
Korea (the chaebol ) thus nurtured their political connections as an impor-
tant component of business strategy. The coherence of the state and the
business sector prevented either from dictating events, and although
money politics existed, it was constrained.

Understanding policy decisions requires understanding the political
incentive structure within which actors make economic decisions. Politi-
cal leaders use both pork and public goods strategically: neither pork nor
policy is preordained, and both have political benefits and costs. Korea
under Park may not have been different from Korea under Syngman Rhee
in the extent to which the bureaucracy was politicized. However, whereas
Korea has plenty of corruption and politicization in public works contracts
and loan allocations, pockets of the bureaucracy were staffed with edu-
cated and trained people recruited through a competitive examination
process. Park Chung-hee created a bifurcated bureaucracy that allowed
him to meet his patronage requirements and still pursue economic effi-
ciency. Such a bifurcation allowed Park to follow both an internal agenda

9
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aimed at retaining political power and “buying off” supporters and an
external agenda focused on economic development.

Although the Philippines has exhibited some of the classic traits of 
a weak and predatory state, important distinctions also exist. The demo-
cratic era in the Philippines saw corruption, jurisdictional battles between 
the executive and the legislature, and a bureaucracy permeated by outside
interests. The state was unable to formulate consistent or coherent eco-
nomic policies. Under Marcos, however, the state became both more
coherent and more autonomous from social interest groups. The problem
under martial law was not a lack of state strength but the uses to which
such strength was put. Marcos, like Park, followed an explicit political
strategy, destroying the most potentially dangerous elite families, co-
opting others, and ignoring the rest. Marcos’s strategy temporarily suc-
ceeded; there was substantial acquiescence to his rule for the first half of
martial law. However, Philippine governmental policies always remained
subject to manipulation, with trade policies focused on import substitu-
tion, financial policies never consistently implemented, and regulatory
policies often a contradictory mix of special dispensations to favored
cronies.

The pattern of Philippine money politics swung like a pendulum from
excessive bottom-up rent seeking by society during the democratic period,
to excessive top-down predation by Marcos and his cronies under martial
law. From 1946 to 1972, particularistic demands from business over-
whelmed the ability of the state to meet them, leading to corruption and
incoherent policy making. With martial law beginning in 1972, the direc-
tion of corruption reversed, and Marcos used the power of the state to
expropriate wealth for himself and his associates. Under Marcos, the
Philippines had the potential to pursue a more disciplined developmental
path, with a coherent bureaucracy and considerable state power. But
Marcos lacked any constraint on his excesses, and as a result the Philip-
pines lost its opportunity to grow rapidly.

The patterns in both Korea and the Philippines changed significantly
with their democratic transitions in the mid-1980s. In Korea, the transi-
tion to democracy in 1987 diffused the power of the state. This led to
increased demands for political payoffs as politicians began to genuinely
compete for electoral support and to decreased ability of the state to resist
or contain the demands of the business sector. The small number of
massive Korean firms, unrestrained by any market forces because of their
size, made increasingly risky decisions. Thus “too much” democracy com-

10
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