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Dr. 28017

Thank you.

Today, So-tong is on everyone's mind for the obvious reason that, depending
on how well it's done, our society as a whole will move forward — or not.
With that in mind, SBS has asked McKinsey to take a closer look at how So-
tong takes place within companies in Korea, and there is plenty of reason why
we need to look at this particular segment.
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In fact, a recent SERI survey has shown that a staggering 89 percent of surveyed
CEOs in Korea said they felt they had problems communicating with their
employees. So you can see it's a major issue with companies here.
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In order to understand the So-tong challenge more thoroughly, we talked to CEOs
of innovative companies in Korea, and listened to what they have to say about this
topic, and how they deal with problems that are stemming from ineffective
communication. Our conversations revealed 3 main So-tong issues for CEOs in
Korea:

15t the need to break-down communication barriers — across hierarchies,
horizontally in the organization, and internationally.

274, the challenge to find the right balance in decision-making between a top-
down approach versus a participatory approach.

And 31, the question of how to best use new technologies at hand — and what to
avoid.



o=l =&

" ILH 28} = &A1 27X
- Eoi3 23} - 510h
- &ojs 23}
1 GE = ‘Boundary-less'Z bk =z 250/ m0) 2 Hiz=
ZFEBHICE.. O/Z0fEL]Ct

FAIZF Olaf SEIS F/!

oF5t K X| 7f { ;
Crefat Z&f 7, ‘Market place’ 2f

ApFA )2 Home & away’,

AEL2 E5/0f Idea = TS AEZ Of5f
g,fg'éfz QUZLct Happy hour' &

A5/ =L/

gt =, GE Korea T HLIE BF Y, ST 1= 2ALE

WcKinssy & Company | 54

On the 15t issue, breaking down communication barriers is clearly at the heart of
any CEO. Most companies aspire to create a place that is transparent and where
openness exists, rather than boundaries.

Then how do you do this?

Bernard van Bunnik from Hyundai Card & Capital points out that it's not one but a
whole range of tools that one has to use.

Hyundai Card, for example, has established programs like “Market Place” that
gathers managers from across the organization on a monthly basis to spend the
afternoon together, or "Home & Away", which makes different divisions swap their
functions for one day every year to promote cross-departmental understanding.
Now let's listen to CEO Lee from IBM Korea on how to build momentum with So-
tong in a company.
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Another So-tong challenge we identified is how the decision-making process is
shaped. On the one hand, we have strong leadership that — as we have seen at
many Korean companies — gives the advantage of speedy decision-making and
clarity of direction, coupled with clear accountability.

On the other hand, there is a downside to this process, because if it's a top-down
approach, it may lack mechanisms to engage & motivate employees more broadly.
At the same time, a participative process should not impede on the speed factor of
making decisions.

SEVP Kim from KT comments on this potential trade-off.
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On our 3 So-tong topic, with the rise of new technologies, there are certainly
benefits. You can broaden your reach both internally & externally, and also
communicate much faster. Just recently, for example, KT decided to hand out ipad's
to its employees.

But the risk is that you may end up flooded by information — or mis-information —
with no clear purpose and little effectiveness.

CEO Lee from Hana SK Card puts it into perspective.
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To sum it all up:

At the end of the day, participatory broad communication is not natural to Koreans.

That is why there is a need to introduce symbolic programs & tools to facilitate
communication. It takes time for these measures to take root, though.

Secondly, during the decision-making process, you need to find the sweet spot
between the more traditional, and often successful aspects of the Korean-type
strong top-down leadership, while allowing for more listening into & participation
across the organization.

And, on the 31 question of how to cope with new technologies, it is true that
Koreans pick up new technologies very quickly, but there is the risk of too much or
false information spreading. That is why it's critical for companies to clearly define
for what specific purpose & audience different technologies should be used.
Lastly, I would like to point out that — although McKinsey as a non-hierarchical
organization has already a pretty good level of So-tong — I have recently again
been excited to see how by implementing measures such as creating grassroots
connectivity activities, we were actually able to free up a lot of additional, positive
energy of our Korean colleagues, that seems to be bottled up at times.

The Koreans who I have witnessed are a very passionate people, and if you can
steer So-tong to free up the tremendous energy that Koreans undoubtedly have,
then I see no limits to the success of Korean companies. Thank you!
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Many thanks for inviting me to this occasion. I am deeply honored to be here
and get a chance to present the research from The Quality of Government
Institute at University of Gothenburg for which I am responsible. This research
institute was started in 2005 and in addition to a large number of research
reports now also has the largest data set in the world in this research area — a
dataset that is freely available.

[ am going to talk about three things. What is Quality of Government (or QoG
as is the acronym). Why is it important? And what is the problem of how to
get it.
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Our definition of QoG is the following: When implementing laws and policies,
government officials shall not take anything about the citizen/case into
consideration that is not beforehand stipulated in the policy or the law. The
central norm is IMPARTIALITY.

This means that QoG is about how political power is exercised by state
authorities, or in other words, how the civil service and the public
administration operates. This also means that it is not the same as democracy
— you can have high QoG without being a democracy, for example Singapore,
and you can have be a democracy without having high QoG ( for example
Indonesia, Romania, Greece).

QoG as impartiality rules out things like corruption, discrimination, clientelism,
nepotism, cronyism..

62



-Why is QoG important? Because according to our research it is positively
highly correlated to Economic prosperity, Subjective well-being (“happiness”),
Population health, Social trust, Low propensity for civil strife (civil war) and
also low propensity for interstate war. On all these matters, high QoG has a
stronger effect than has Democracy.
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At the QoG Institute, we have created what we call “the good society index".
We argue that in the good society, small children don’t die, people live long
and health lives and in between, they are "happy”.



o Ars|ot 2If x|4

( Good Society Index vs. Control of Corruption)

. #Sweden
! .

Iltalye * Spaine  *®
o . * Slogenia,

Argentina | « Colombia

) . Hungary
N

e ® United Kingdom
. USA

.
e o e .

o | .Vuetnam. e ¢ Jordan
N *eBelarus o_e g
e Turkey * South Africa
. ®India
o 4 Zimbabwe ® * Tanzania
T T | ] : :

(Good Society Index) i ok >=rjooHy
40
1

-=|'-1_|-H %X‘“ (Control of Corruption)

R?=0.75
Sources: Holmberg (1999-2003), World Bank (2002-2006)

Thus we have two objective measures and one subjective (subjective well-
being).

As you can seeg, there is a very strong positive correlation between if a
country has a high level of QoG and

if it scores high on our “good society” index.

How do you get QoG? This is “the million dollar” question of course.

Last year's Nobel Laureate in Economics, Elinor Ostrom, got the prize for how
this can be done in small local communities.

In whole societies, this is much more difficult.

Contrary to most economists, we don't think this is an “incentive problem”
because if so, it would be easy to solve.

The problem with using incentives (rewards and punishments) is that in a low
QoG society, there is no “principal” that can be expected to administer the
incentives system in a fair and honest way.

Instead, our theory is that QoG is a collective action problem.
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Everyone wins if (almost) everyone choses to be honest and abstain from
corruption etc.

But — if people cannot trust that most others will be honest, they will not be
honest.

Thus, dishonest behavior may be rational when people do not trust that
others will also refrain from corrupt practices.

Conclusion: Efficient cooperation for QoG can only come about if people
trust that most other people will also behave honestly.

Lacking such trust leads to a “social trap” situation This is a situation where
(almost) everyone loses.

The central thing that is needed is thus TRUST.

The logic of this theory is as follows: High QoG and Social Trust can be
destroyed by Discrimination from government,

Corruption in government, Unfair treatment by government, High levels of
inequality “The Fish Roots From Head Down"”
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The few countries in the world that have moved from low to high QoG have

not done so in an incremental way.

Instead, these changes can be described as huge “Big Bang” almost
revolutionary changes

From personal to impersonal rule

From particularistic to universalistic political culture

From partisan to impartial civil service.
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Let me end by showing two slides about where Korea stands.
The first one is the World Bank's measure of “"Government Effectiveness”,
where you can see that the country has improved.
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The other one is Transparency International measure of perceptions of
corruption where you can also see an improvement.
However, I should add that compared to other countries, Korea is in the

middle,
not very bad but also not very good. There is thus room for improvement.
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Let me then conclude:

QoG is important for creating prosperity, human well-being and “"the good
society”

South Korea has improved but still only scores in the middle, not high not
low.

Most social ills in today's world are caused by low QoG

Historically and in the contemporary world, QoG is the exception, not the
rule.
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