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A Game-Theoretic Explanation on Legislative
Inefficiency in Korea
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Legislative inefficiency, which is being magnified in Korea, is phenomenologically
characterized by two noticeable features: (i) rapid increase of the number of bills introduced
by the government in the narrow sense and (ii) sharp decline of the approval rate by the
legislature during the same period. Based on this observation, we examine the role of
incomplete information in the revelation of legislative inefficiency through a standard
signaling game. We might understand legislative inefficiency as a shift to a Semi-separating
equilibrium under incomplete information from a Separating equilibrium under complete
information, and explain why this understanding is persuasive by examining institutional
changes and their effects in Korea.
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I. Introduction

Recently the issue of “legislative inefficiency” is being magnified in Korea and the
nation’s major newspapers' give a good deal of space to the problem and report it.
To sum the stories up, legislative inefficiency is, as shown Figure 1, criticized and

characterized by two noticeable features: (i) sharp increase of the number of bills
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introduced by the government’ in the narrow sense and (ii) rapid decline of the
approval rate by the legislature during the same period. Although government’s
participation in the legislative process is regarded as a global trend and although we
fully admit the increased needs for legislation as a result of complexity of the society,
such a sharp increase of bill introduction combined with such a sudden decrease of
approval rate remain unanswered. This motivates our research and this paper tries
to answer why and how this phenomenon happens.

At a glance, it seems that there exists a structural change in the movement of two
variables in Figure 1 from the early 2000s. In particular, Figure 1 says that one side,
the government, tries to increase the numbers of laws and the other side, the
legislature, tries to block them under the system of constitutional checks and
balances. We deduce that the graphical trend of two variables reflects a state of
tension on the intent of the bills and, therefore, reveals the change of relationship
between the government and the legislature that conventionally stand in the

relation of principal-agent.

[Figure 1] Legislative Inefficiency
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On top of this we observe that there was a crucial institutional change in Korea

? The introduction of bill by the government in the narrow sense is an outcome of Korea’s typical
political system. Institutionally there are two representative political systems: the parliamentary system
and the presidential system. In the parliamentary system most bills are introduced into legislator by the
government, given that the legislator and the government share the same roots so they share the same
objectives. In the presidential system specified in the Constitution of the United States, the
government is formally separated from the legislature and all the bills must originate from the
legislature and are therefore all proposed by members of the legislature. Korean presidential system is a
mixture of both the parliamentary and the presidential system, where the premier (or, prime minister)
is responsible to the president rather than to the legislature. On top of this, 1) unlike the US
presidential system, the bills can be actively introduced into the legislature by the government,
although 2) the legislature and the government may have their own objectives independently.
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during the late 1990s and early 2000s, which was the introduction of the Open
Career System (OCS hereafter).” Also there was a tremendous change in Korea’s
political history, which is the establishment of the principle of separation of powers.
Our premise is that the degree of incomplete information on the type of the
government have deepened since introduction of the OCS and hence damaged job
security in the middle of the political change.

Armed with this deduction we model the legislative process in the signaling game
and study how incomplete information (or information asymmetry) plays a role in
the issue of legislative inefficiency. We simplify the model as a game of two players,
the government (in the narrow sense) and the legislature, and consider legislation
process as a two-stage game in which, the government first decides whether to
introduce the bill and the legislature who, after observing the government’s bill
introduction, chooses whether or not to approve the bill. The type of the
government is private information." We assume that the political-type government
complies with the social preference and therefore maximizes the voters’ utility,
whereas the bureaucratic-type government does not care about the voters’ interest
and fulfills whatever goals have been assigned to for its own purpose. The
legislature is a political organization almost by definition so that it maximizes the
voters’ interest. Finally we show in the model that legislative inefficiency can be
interpreted as a shift to a Semi-separating equilibrium under incomplete
information from a Separating equilibrium under complete information.

We show that, contrary to a complete information setting, only a pooling
equilibrium can be sustained in the model where both types of government choose
to introduce the bill and the legislature responds by approving the bill if the
probability of facing a political-type government is sufficiently large. Otherwise,
only a semi-separating equilibrium exists where the bureaucratic-type government
randomizes between introduction and no introduction of the bill, and the
legislature also responds by choosing a mixed strategy after observing the
introduction. The latter equilibrium well explains what happened in the legislation
process which results in “legislative inefficiency”: an increase of bill introduction by
the government and low approval rate by the legislature.

This paper made some contribution from policy-related aspects. First, this paper

’ Government personnel system is largely classified into the Closed Career System (CCS) and the
Open Career System (OCS). In the Closed Career System recruitment of new employees is restricted
at the entry level only, and upper level positions are filled in entirely from within and lateral entry is
discouraged. Germany, Belgium, Ireland, Japan, and France basically employ the CCS. In the OCS,
on the other hand, entrance is permitted at any or all levels. United States, United Kingdom, Australia,
New Zealand, Sweden, Norway, and the Netherlands have the OCS.

* Readers might think, as a referee pointed out, that the game is played whenever there is a person in
the government who considers introducing a bill. Then it will be clearer to think about the type of a
person in the government who is entitled to propose a bill rather than to talk about the type of the
government.
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deals with a current issue of Korean society and tries to explain its cause and effect.
The paper examines why and how legislative inefficiency emerges using a simple
signaling model and explains inefficiency as an equilibrium phenomenon. We
should admit that legislative inefficiency is quite a complicated problem so that a
wide range of factors should be considered. Nevertheless we adopt a simple
signaling game approach based on the traditional principal-agent relation, and
suggest that information asymmetry between the government and the legislature
aggravates in the early 2000s and this result in the shape of equilibrium shift.

Second, by analyzing a theoretic possibility that the OCS introduced to
strengthen the level of competitiveness of government may produce unintended
legislative inefficiency as side effects, the paper assures policy makers of the law of
unintended consequences. The law of “unintended consequences,” developed by a
distinguished sociologist Robert Merton (1910~2003), is an adage that an
intervention in a complex system always creates unanticipated and often
undesirable outcomes. We think this paper adds another example of the law of
unintended consequences. The paper calls attention to governmental policy change.
Also, this paper calls for cautions in the empirical researches that try to identify the
causes of legislative inefficiency. Our result says that institutional change and hence
the change of incentives by the players should be importantly considered.

The paper is organized as follows. The next section describes the model under
incomplete information. Section III characterizes the set of equilibria, and section
IV discusses the Korea’s legislative inefficiency in terms of institutional changes and

hence players’ behavioral change. Section V concludes.

II. The Model

We simplify the legislation model as a two-stage game with two players:
Government (in the narrow sense) and Legislature. The specific time structure of
the game is as follows:

As a standard signaling game, first, Nature selects the type of the government
which is privately observed by itself but not by the legislature. For simplicity,
assume that the type of the government is either political, P, or bureaucratic, B,
with associated probabilities p and 1—p respectively. We assume that the
political-type government complies with the social preference and therefore

maximizes the voters’ utility, whereas the bureaucratic-type government does not

° The use of plastic helmets is a good example. In the 1940s professional and amateur football
players started wearing plastic helmets, which provided more protection than leather padding. But
players then used their plastic-encased heads like battering rams, sometimes causing severe injuries not
only to opponents but also to themselves. Although the rules of football now prohibit “spearing” with
the helmet, the practice is still widespread.
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care about the voters’ interest and fulfills whatever goals have been assigned to for
its own purpose. In this paper, assume that the legislature is a political organization
so that it maximizes the voters’ interest.

After observing its type, the government introduces a bill to the legislature. If the
government does not introduce the bill, the game ends.

If the government introduces the bill, the legislature chooses to approve or not to
approve the bill, given its posterior beliefs about the type of the government. If the
legislature responds by not approving, the game ends. We further assume that the
effects of the bill on the voters are not verifiable in advance before its
implementation.

If the bill is passed by the legislature, the government implements the bill.

In the model the only dimension of asymmetry is the type of the government. Let
U, (85,8, ;0) where i= {G(government), L(legislature)} and ¢={P,B} ,
represent z-type agent 7’s utility from the legislation outcome with a @ -type
counterpart, where S, ={I,NI} denotes the strategy set of the government
(Introduce or Not Introduce, respectively) and S, ={A4, NA, ¢} denotes the
strategy set of the legislature (Approve, Not approve, or empty, respectively). Recall
that the legislature is political-type in this paper. For instance, let U, (NI, ¢ ; P)
denote the government’s utility where the government does not submit the bill,
since the legislature’s action is empty. In addition, (P|I) and g(P|NI) denote
the legislature’s posterior belief about the government’s type being political, after
observing that the government introduced the bill or that it did not, respectively. All
these words can be translated into the following succinct game tree.

[Figure 2] Game Tree
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Government’s utility: When the government introduces the bill but the
legislature responds by not approving, the government’s payoft is U, (I, NA; P).
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In this case, the legislation is not successful, and the final outcomes coincide with
those under no introduction. Nonetheless, the political-type government gets some
utility from introducing the bill. Voters’ criticism is toward the legislature’s
irresponsibility, and the government benefits from self-contentment to perform its
duty for a great cause as well as enhanced public image. Therefore,
Ugp(I, NA; P)>U, (NI, ¢; P) . The bureaucratic-type government, however,
does not benefit from the submission of the failed legislation, imposing only a
negotiation cost. Hence, the bureaucratic government does not submit the bill and
avoids the negotiation process when it anticipates the non-approval of the bill, i.e.,
U, s(NI,¢; P)>U, y(I, NA; P). We measure the government’s negotiation cost by
Ug (NI, @; P)=U, (I, NA; P). When the legislature responds by approving the
bill, the government’s payoff becomes U, (I, A;P) for all z. U, (I, A;P)>
U, p(I,NA; P) since its duty is fully performed when the bill is signed by the
legislature than when it is not. Therefore, the political-type government prefers to
present a bill regardless of the legislature’s response. That is,

UG,P(I) A4; P)> U(;,P(I,NAQ P)> UG,P(N19¢; P).

The bureaucratic-type government also obtains benefits from the pass of the bill
after its introduction, since its assignment is successfully fulfilled, therefore,

U, (I, 4; P)> U, y (NI, $; P)> U, (I, NA; P).

Legislature’s utility: The legislature obtains a payoff of U, ,(NI,#;6) when the
government does not move. If; instead, the government introduces the bill but the
legislature responds by not approving, its payoft is U, ,(I,NA;0) . If the legislature
responds by approving the bill its payoff is U, ,(I,4;0). In order to make the
legislature’s legislative decision interesting, let us assume that, after receiving the
bill introduced by the government, the legislature chooses to approve when the
government is political-type so that pursues voters’ interest, i.e., U, ,(I,4;P)>
U, p(I,NA;P). In contrast, the legislature does not approve the bill when the
government is bureaucratic-type so that it pursues the goal of its organization, i.e.,
U, »(1,4;B)<U, ,(I,NA;B). Therefore, the legislature’s benefit from the approval
of a bill with a @ -type government, AB, ,(0)=U, ,(I,4;0)— U, ,(I,NA;0), is
positive when the government is political-type i.e., highly-concerned about voters’
interest, AB, ,(P)>0, but negative otherwise, AB, ,(B)<0. In addition, assume
| AB, ,(P)|>| AB, ,(B)| i.c., the benefit from good legislation is higher than the
loss from bad legislation.



Yong-Ju Lee: A Game-Theoretic Explanation on Legislative Inefficiency in Korea 299

III. Equilibrium under Incomplete Information

According to the above specification, in a complete information setting, the
legislature chooses to approve a bill after the introduction of the bill by the
government when the government is political-type, but to not approve the bill when
the government is bureaucratic-type. Hence the political-type government chooses
to introduce the bill but the bureaucratic-type chooses not to. This complete
information environment, therefore, leads to the standard “purified” result in which
the bills are not introduced unless both agents share the same political concerns. By
adding incomplete information into the context, however, we next demonstrate that
the bills are introduced with positive probability even though their political
concerns are different. Let us first show that there is only one Perfect Bayesian
Equilibrium (PBE) involving pure strategies

Proposition 1. In the signaling game of legislation, only a pooling strategy profile can be
sustained as a PBE in pure strategies for any p2p, where

p= _ABL,P (B)/(ABL,P P)- ABL,P (B))

, and it survives the Cho and Kreps’ (1987) Intuitive Criterion.
Proof of Proposition 1

Separating equilibrium: Let us first show that the separating strategy profile in
which the government chooses to introduce (not introduce) the bill when its type is
political (bureaucratic, respectively) cannot be supported as a PBE of the game.
Under such strategy profile, the legislature’s beliefs are updated according to Bayes’
rule and become w(P|I)=1 and (P |NI)=0. Given these posterior beliefs, the
legislature  pass the legislation since U, ,(I,4;P)>U, ,(I,NA;P) . As a
consequence, the government chooses to present the bill both when its type are
political and bureaucratic, since U, (I, 4; P)>UG,Z(NI,¢; P) for both type f.
But this strategy profile for the government contradicts the separating strategy
described above, and therefore it cannot be sustained as a PBE of the game.

Pooling equilibrium: Let us next demonstrate that the pooling strategy profile,
where the government introduces the bill regardless of its type, can be part of a PBE
under certain condition. In this strategy, the legislature’s posterior beliefs cannot be
updated and thus coincide with its priors, i.e., g(P|I)=p and puB|I)=1-p.
(Note that oft-the-equilibrium beliefs do not play a role in this pooling equilibrium.
In particular, after observing the off-the-equilibrium action of no introduction the
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legislature has, by definition, an empty action space. Therefore, off-the-equilibrium
beliefs cannot affect the legislature’s response and, as a consequence, do not affect
the government decision either.) Given these beliefs, the legislature chooses to not
pass the legislation if

pxU, (I, A;P)+ (1= p)xU, ,(I,A;B) < pxU, ,(I,NA;P)
+(1-p)xU, ,(I,NA;B),
—WU,,(,4;B)-U, ,(/,NA;B)]
(U, p (I, 4;P)=U, p(I,NA;P)|=[U, » (I, 4;B)=U, p(I,NA;B)]

p<

or, more compactly, p<-AB, , (B)/(ABL‘P (P)—A4B, ;(B))=p where p>0
since the legislature’s payofts satisfy AB, ,(B)<0 and AB, ,(P)—AB, ,(B)>0
by definition, and p <1 given that AB, ,(P)>0. Let us next analyze equilibrium
strategies for the government, for different priors p.

1. Low priors, p < p. In this case the legislature responds by not approving the bill.
Since U, (I, NA; P)>U, (NI, ¢; P) and U, (NI, $; P)>U,; z(I, NA; P), the
government introduces the bill when it is political-type, but does not when it is
bureaucratic-type. This, however, contradicts the definition of the pooling strategy
profile. Thus, this pooling strategy profile cannot be supported as a PBE of the
game when p<p.

2. High priors, p2p . In this case the legislature approves the bill. Since
Usp(I, A; P)> U, (NI, ¢; P) and Uy s, 4;P)>U, (NI, §; P), the
government introduces the bill both when its type is political and bureaucratic.
Hence, the pooling strategy profile can be supported as PBE of the game
whenp2>p.

Finally, in a similar way we can show that the other pooling strategy profile,
where the government does not present the bill regardless of its type, cannot be
sustained as part of a PBE.

Intuitive Criterion: The pooling strategy profile described above survives the Cho
and Kreps’ (1987) Intuitive Criterion. First, there is no action for the legislature
when the government takes the off-the-equilibrium strategy, and thus the
legislature’s off-the-equilibrium belief is immaterial. Second, here the Intuitive
Criterion is satisfied trivially because it does not apply(“NI” is equilibrium-
dominated for both types). m

This result could be intuitively anticipated. First, the government cannot choose

a type-dependent strategy, where he introduces (does not introduce) the bill when
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its type is political (bureaucratic, respectively). Otherwise, the legislature could infer
his type by observing his action, and therefore respond as in the complete
information case, where the legislature passes the bill submitted by the government.
Hence, this implies that the bureaucratic government also has incentives to submit
a bill. As a consequence, no separating equilibrium exists in which only the
political-type government introduces the bill. In contrast, a pooling equilibrium can
be supported when the probability of facing a political-type government is
sufficiently large. In this case, the legislature responds by approving the bill, and
both types of government prefer to submit as well. Furthermore, note that, for a
given AB, ;(B), an increase in AB, ,(P) expands the set of priors under which
the legislature chooses to pass the bill in this pooling equilibrium. Intuitively, the
bill becomes more attractive for the legislature when the benefits from approving the
bill increase, thus inducing the legislature to sign.

Proposition 1 says that under the influence of incomplete information both types
of government submit the bill and the legislature approves all the bills introduced.
Note that this pooling equilibrium can explain the increased number of bills
introduced, but cannot explain the decreased approval rate. So Proposition 1 is not
enough for a game theoretic description of legislative inefficiency mentioned before.

Then what happens when p<p? When the probability of facing a political-
type government is low, i.e., p < p, the legislature does not approve the bill and the
former pooling equilibrium cannot be sustained in the game. In the following
proposition, we describe mixed strategy profile in the incomplete information

context.

Proposition 2. A semi-separating strategy profile can be sustained as a PBE of the
signaling game of legislation, when p <p, in which:

1. The government submits the bill with probability p, = LL_ €(0,1) when

l-pl=p
it is a bureaucratic-type, and submits the bill with probability one when it is
political-type, i.e., p, =1; and
2. The legislature responds by approving the bill with probability y €(0,1) where its
Uy (NI, ¢; P)=U, x(I, NA; P)
U s, A;P)=U, (I, NA; P)

posterior beliefis (P |I1)=p, where y

Proof of Proposition 2

Let us first analyze the legislature’s strategy. This player must be mixing.
Otherwise, the government could anticipate the legislature’s action and play pure
strategies as in any of the strategy profiles described in Proposition 1, which are not
PBE of the signaling game when p < p. Hence, the legislature must be indifferent
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between approving and not approving the bill, that is,

ﬂ(P | I)XUL‘P(I,A;P)-F(I—IU(P | I))XUL,P(IyA;B>
= p(P | I)xU, ,(I, NA;P) +(1— u(P | I))x U, ,(I,NA; B)

or u(P|I)=7p.We can next use the legislature’s posterior beliefs in order to find

the probability with which the government randomizes when it is bureaucratic-type,

Pg, by using Bayes’ rule,

(1= p)x py
(I=p)xpg)+(px pp)

=p=uP|I)
where p, =1. Solving for p,, we obtain

pe=—L—L_c,).
l—pl-p

In addition, pgz<1 for all p satisfying p<l—p. Since |ABL‘P(P) | >
| AB, ,(B) |, cutoff p satisfies p <1/2, which implies p<1—p is satisfied for
all priors, because p<p by assumption.

Finally, note that if the government mixes with probability p, €(0,1), it must be
that the legislature makes it indifferent between approving and not approving the

bill.

yxUg (I, A; P)+(1=y)xU, (I, NA; P)=U, (NI, $; P), or
Us (NI, ¢; P)=U, x(I, NA; P)
U, (I, 4; P)=U, 4 (I, NA; P)

7

where 7 denotes the probability with which the legislature mixes between
approving and not approving the bill. This probability is positive given that the
bureaucratic-type government’s payoffs satisty, U, (NI, @; P)> U, 5(I, NA; P)
and U, (I, A;P)>U, 3(I, NA;P) , and 7 is less than one since
Uy s(NI,p; P)<U, x(I, A;P). m

Thus, both types of government submit the bill with a strictly positive probability
and the legislature approves a part of bills introduced. This result well explains a
form of legislative inefficiency mentioned above since, under incomplete

information, the sheer possibility that the government might be highly concerned
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about voters’ interest induces the legislature to approve the bill with positive
probability, and this make the bureaucratic-type introduce the bill with some
probability. Now there remains to argue why p is small. It is a very hard question
and belongs to the realm of empirical study. Instead here we quote an opinion of

Gordon Tullock on the bureaucrats and the government as a whole.

“...if bureaucrats are ordinary men, they will make most of (not all) their decisions
in terms of what benefits them, not society as a whole. Like other men, they
occasionally sacrifice their own well-being for the wider good, but we should expect

this to be exceptional behavior.”

To summarize, Propositions 1 and 2 imply two sides of the coin. On one hand,
the existence of bureaucratic-type prevents the emergence of separating equilibrium,
which is the key factor in legislative inefficiency. On the other hand, the possibility
that the government might be politically concerned about voters’ interest, even
though the probability of being political-type very low, induces the uninformed
legislature to pass the bill with positive probability.’

From a policy perspective, our results suggest that an interested third party like a
beneficiary of the law have incentives to either strategically distribute or conceal
information in order to promote the legislative process. First, if the interested party
holds information about the government being highly political, it might choose to
distribute this information to the members of the legislature involved in legislation.
In the context of our model, this ensures that the legislature chooses to pass the bill,
and thus the pooling equilibrium is sustained. If, in contrast, legislature is unsure
about the government’s true type (and assign a small probability to the government
being political-type) the semi-separating equilibrium emerges. Importantly, since
legislation are less likely to be successful in the semi-separating than in the pooling
equilibrium, policies that increase the likelihood of the pooling equilibrium are
efficiency enhancing. Second, we show that if the government is bureaucratic-type,
an interested third party can improve legislative efficiency by “planting seeds of
doubt” about the government’s type. In terms of our model, this modifies
equilibrium predictions from one where the legislature fails the bill (because it
assigns full probability to the government being bureaucratic-type) to one in which
the legislature responds by randomizing its decision (since it now assigns a positive

® Our conclusions have flavor of those of Kreps et al. (1982), who consider the role of informational
asymmetries about players’ types in the Prisoner’s Dilemma game. Specifically, in their model players
assign some probability to his opponent playing a conditionally cooperative, tit-for-tat strategy. They
show that there is a sequential equilibrium in which players choose to cooperate with positive
probability. Similarly, in this paper, we demonstrate that the presence of incomplete information about
the type of the bureaucrat may lead to cooperation in situations where such equilibrium outcome
would not exist among perfectly informed countries.



304 The Korean Economic Review Volume 27, Number 2, Winter 2011

probability to the government being political-type). Importantly, above discussion
suggests that an interested party has incentives to distribute information about the
government being political-type irrespective of its true types. This implies, however,
that public announcements from the interested party stating that the government is
highly concerned about the voters’ interest become uninformative. Let us next

conduct some comparative statics of our previous result.

Corollary 1. The government’s probability of introducing the bill when he is
bureaucratic-type, py, is: (1) increasing in the probability p ; and (2) increasing in the
legislature’s cost of approving the bill with the bureaucratic-type government,
| AB L»(B) |. Furthermore, the legislature’s probability of approving the bill, 7, is: (1)
increasing in the government’s negotiation cost, U 5(NI,§; P)—U,; 5 (I, NA; P); and
(2) decreasing in the benefits that the bureaucratic-type government obtains when the
legislature approves the bill, U, y(I, A; P)=U,; z(I, NA; P).

Let us briefly examine intuitions behind the corollary. First, an increase in the
probability of the government being political-type raises the legislature’s incentives
to approve the bill, and this, as a result, increases the bureaucratic-type
government’s probability to submit the bill to the legislature. Second, an increase of
the cost of approving the bill with a bureaucratic-type government (that is,
AB, ;(B) becoming more negative) reduces the set of beliefs for which the
legislature responds by approving the bill. Hence, in order to be perceived as a
political-type, the government submits the bill with a higher probability p,. An
increase in the government’s negotiation cost, Uy 5 (NI,¢; P)—U, (I, NA; P),
makes the approval of the bill more costly, reducing the likelihood that the bill
originates from the bureaucratic-type. As a consequence, it is more likely to face a
political-type government, raising the probability 7 with which the legislature
approves the bill. In contrast, an increase in the benefit that the bureaucratic-type
government obtains from the legislature’s approval of the bill, U, y(I, A; P)—
U, g(I, NA; P), raises the government’s incentive to submit the bill. Therefore, the
likelihood of facing the bureaucratic-type increases, and ultimately reduces the

legislature’s probability of signing the bill.

IV. Interpretation: A Case of Legislative
Inefficiency in Korea

We understand legislative inefficiency as a shift to a Semi-separating equilibrium
under incomplete information from a Separating equilibrium under complete

information. In this section we explain how legislative inefficiency can be
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understood as an equilibrium shift and show why this interpretation is persuasive
by examining institutional changes and their effects in Korea at the time of
equilibrium shift.

In the previous sections we observe in the graph that legislative efficiency severely
deteriorates in Korea from the early 2000s. And the Open Career System (OCS) was
introduced during the late 1990s and early 2000s. Also we have a view that the
principle of separation of powers was substantially established during the same
period. Based on these factors we model the legislative process in the framework of
signaling game. Our premise is that the degree of incomplete information on the
type of the government have deepened due to the introduction of the OCS and
hence damaged job security, and the check and balance mechanism have actually
worked due to the principle of separation of powers.”

What happened in the government after introduction of the OCS? Korean
government personnel system has been based on the Career Civil Service System
(CCSS), and job security was guaranteed throughout the period of service. The
system with guaranteed job security and “the principle of seniority” couldn’t
function well in increasing the competitiveness in the public sector. Based on that
recognition, the Korean government carried out drastic reforms in the human
resource management system and promulgated the OCS by enactment of a
Presidential decree named “the regulations affecting the operation of OCS” in
February 2000 after several years of introductive process. The introduction of OCS
was partial and gradual within the limit of 20% of the positions of Grade 1~3 at
each central department. (Government Organization Act, Clause 2.) Challenge and
resistance, however, was severe. The civil servants were afraid of losing their job and
opportunities by fierce competition with the private sector. And, from the very
beginning of the reform there was a concern that government officials might
strategically react by organizational selfishness as Parkinson’s law illustrates or by
rent-seeking behavior to compensate weakened job security in the public service.
Concerned about this, therefore, the legislature as a principal might strengthen
checks and controls even in the realm of legislation. This is our key supposition and
interpretation on how incomplete information worsens.

Now let us think about the view that the principle of separation of powers was
substantially established during the late 1990s and early 2000s. Before President
Kim Dae-jung administration (1998~2003), the ruling party, which turns out the
President, have coincided with the majority party of the National Assembly, which
means that they have the same root and share the same objective. Therefore, the
legislature, to some extent, was able to understand the purpose of legislation, and

7 Readers might think that the increased information asymmetry on the government’s type is not
responsible for the increased legislative inefficiency in Korea. Instead, the increased conflicts between
the congress and the government are more responsible. The author think that this point of view is
already accommodated in the strengthened principle of separation of power.
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the degree of incomplete information was insignificant. On the contrary, in
President Kim Dae-jung administration (1998~2003) and the early part of Roh
Moo-hyun administration (2003~2008), the ruling party and the majority party
were different. This aggravates information asymmetry between both sides and the
inference of the type of the government was hard to make. That is, the legislature
faces uncertainty where it can not perfectly observe the government’s type and check
and balance mechanism actually worked.

With these discussions in mind, let us reinterpret “legislative inefficiency”
depicted in Figure. As mentioned above we interpret the change of two variables
before and after 2000 as the transition of equilibrium. There is a small amount of
bill introduction (by the government) and the high approval rate (by the legislature)
until the National Assembly’s term of 1992~1996. Superficially this can be regarded
as a separating equilibrium outcome under the complete information, where only
the political-type government introduces the bills (which explains a small amount
of bill introduction), and the bills are almost approved by the legislature (which
describes the high approval rate).

After introduction of the Open Career System in 2000, however, the trend
changes a lot. After 2004, bill introduction dramatically increased and the approval
rate severely dropped. Superficially we regard this phenomenon as a result of a
Semi-separating equilibrium under the incomplete information. Both types
introduce the bills with a strictly positive probability and a part of the bills
introduced is approved. There are two comments in interpreting the results. First,
the increase of bill introduction in the congressional term of 1996~2000 should be
still understood as a separating equilibrium outcome, since this reflects an urgently
increased need for legislation after 1997~1998 Korean currency crisis. Korea
experienced a paradigm shift in all fields of the society during this period. Second,
we regard the term 2000~2004 as a transition period for a learning or an
experiment after a significant institutional change in 2000 since it is realistically
difficult to have a sudden change from a Separating equilibrium with complete
information to a Semi-separating equilibrium with asymmetric information. But

there is still a sign of equilibrium change in the sense that the approval rate comes
to decline in spite of a decrease in bill introduction with gradual change in p.

V. Conclusions

This paper investigates the role of incomplete information to explain the cause of
legislative inefficiency which is a current issue in Korean society. The Open Career
System (OCS) was first introduced in the Korea’s government personnel system

during the late 1990s and early 2000s, and legislative efficiency severely deteriorates



Yong-Ju Lee: A Game-Theoretic Explanation on Legislative Inefficiency in Korea 307

in Korea in the early 2000s phenomenologically. On top of these, we consider that
the principle of separation of powers was substantially established during the same
period. Based on all these factors we model the legislative process in the signaling
game. Our deduction is that the degree of incomplete information on the type of the
government have deepened due to the introduction of the OCS and damaged job
security, and the check and balance mechanism have actually worked due to the
principle of separation of powers, which results in the revelation of legislative
inefficiency.

This paper throws some implication from a policy aspect. By analyzing a
theoretic possibility that the OCS, introduced to strengthen the level of
competitiveness of government, may produce unintended legislative inefficiency as

a side effect, the paper assures policy makers of the law of unintended consequences.



308 The Korean Economic Review Volume 27, Number 2, Winter 2011

References

Akerloff, G. A. (1970), “The Market for ‘Lemons’: Quality Uncertainty and the Market
Mechanism,” Quarterly Journal of Economics, 84, 488-500.

Allesina, A. and G. Tabellini (2007), “Bureaucrats or Politicians?” American Economic
Review, 169-179.

Austen-Smith, D. and J. Banks (2002), “Costly Signaling and Cheap Talk in Models of
Political Influence,” European Journal of Political Economy, 18.

Bagwell, K. (2009), “Self-Enforcing Trade Legislations and Private Information,” NBER
Working Paper, 14812.

Baron, D. and D. Diermeier (2001), “Elections, Governments, and Legislators in
Proportional Representation Systems,” Quarterly Journal of Economics, 116 (3), 933-967.

Baron, D. and J. Ferejohn (1989), “Bargaining in Legislatures,” American Political Science
Review, 83, 1181-1206.

Barrett, S. (1994), “Self-Enforcing International Environmental Legislations,” Oxford
Economic Papers, 46, 878-894.

Battaglini, M. and S. Coate (2005), “Inefficiency in Legislative Policy-Making: A Dynamic
Analysis,” NBER working paper, No.11495.

Bennedsen, M. and S. Feldmann (2002), “Lobbying Legislatures,” Journal of Political
Economy, 110 (4), 919-46.

Besley, T. and S. Coate (1988), “Sources of Inefficiency in a Representative Democracy: A
Dynamic Analysis,” American Economic Review, 88, 139-156.

Besley, T. and S. Coate, (2003), “Elected vs. Appointed Regulators: Theory and Evidence,”
Journal of the European Economic Association, 1,1176-1206.

Cho, I. and D. Kreps (1987), “Signaling Games and Stable Equilibrium,” Quarterly Journal
of Economics, 179-222.

Gibbons, M. (1992), Game Theory for Applied Economists, Princeton University Press.

Keun, Namkoong (2003), “An Evaluation of the Results of Open Competitive Position

System Program Implementation in Korea,” International Review of Public
Administration, 53(8), 53-66.

Kreps, D., P. Milgrom, J. Roberts and R. Wilson (1982), “Rational Cooperation in the
Finitely Repeated Prisoner’s Dilemma,” Journal of Economic Theory, 245-52.

Morton, R. (1991), “An Analysis of Legislative Inefficiency and Ideological Behavior,” Public
Choice, 69, 211-222.

Norman, Peter (2002), “Legislative Bargaining and Coalition Formation,” Journal of
Economic Theory, 102, 322-53.

Persson, R. and G. Tabellini (1997), “Separation of Powers and Political Accountability,”
Quarterly Journal of Economics, 112 (4), 1163-1202.

Prendergast, Canice (2003), “The Limits of Bureaucratic Efficiency,” The Journal of Political
Economy, 111, 929-58.

Prendergast, Canice (2006), “The Motivation and Bias of Bureaucrats,” American Economic
Review.



Yong-Ju Lee: A Game-Theoretic Explanation on Legislative Inefficiency in Korea 309

Tullock, G. (1993), Rent-Secking, Brookfield, VT': The Shaftesbury Papers 2, Edward Elgar
Publishing Company.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


